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A NEW APPROACH TO FOREIGN AID: THE INTEENATIONAL

DEVELOPMENT ASSOCIATION

CEAPTER I

INTRODUCTION

O b je c tiv e s

T his s tu d y  has a  num ber of o b j e c t iv e s .  The f i r s t  i s  t o  t r a c e  

th e  h i s t o r y  o f  th e  id e a  o f  an I n te r n a t io n a l  Developm ent A s s o c ia t io n .

I t  i s  f a s c in a t in g  t o  o b se rv e  th e  r o u te  t h a t  t h i s  p ro p o s a l  fo llo w e d , 

e s p e c i a l l y  in  th e  U n ite d  N a tio n s  and in  th e  U n ite d  S ta te s  o f  A m erica. 

In  f a c t ,  i t  nay  have s e t  a  p re c e d e n t  in  f o re ig n  p o l ic y  m aking in  th e  

U n ite d  S t a t e s . At l e a s t  one a u th o r  has  m a in ta in e d  t h a t  th e  Monroney 

R e s o lu tio n  c o n c e rn in g  th e  I n t e r n a t i o n a l  Developm ent A s s o c ia t io n  r e p r e ­

s e n te d  a  s i g n i f i c a n t  d e p a r tu re  from  th e  t r a d i t i o n a l  r o l e  o f  th e  U n ite d  

S ta te s  C ongress in  th e  f o r e ig n  p o l ic y  f i e l d . ^

What was th e  r o le  o f  th e  U n ite d  S ta te s  Government in  e s ta b ­

l i s h i n g  IDA? T h is s tu d y  p r e s e n ts  th e  a t t i t u d e  o f  th e  Am erican Admini­

s t r a t i o n ,  as i t  d e v e lo p ed , to w a rd  t h i s  agency . A p p a re n tly  t h e r e  were 

some s i g n i f i c a n t  changes o f  a t t i t u d e  c o n c e rn in g  th e  n e c e s s i ty  f o r  a  

new i n t e r n a t io n a l  f i n a n c i a l  i n s t i t u t i o n .  What c a u se d  th e s e  changes?

^James A. R ob in son , The Monroney R e s o lu tio n : C o n g re ss io n a l
I n i t i a t i v e  in  F o re ig n  P o l ic y  M aking  ̂ (E a g le to n  I n s t i t u t e  Cases in  
P r a c t i c a l  P o l i t i c s ,  Case 8 ; M cG raw -H ill, I 9 6 0 ).
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We lo o k  f o r  p ro o f  f o r  th e  v ie v  t h a t  th e  U n ite d  S ta te s  e n d o rse d  th e  

recom m endation f o r  IDA. o n ly  t o  o f f s e t  th e  d r iv e  f o r  SUNFED, t h a t  i s ,  

th e  S p e c ia l  U n ite d  N a tio n s  Fund f o r  Economic D evelopm ent. In  IDA, 

th e  U n ite d  S ta te s  has 30 p e r  c e n t o f  th e  v o te s ,  w hereas i n  SUNFED i t  

w ould have  had  o n ly  one v o te .  I t  m igh t he  re a s o n a b le  t o  assum e t h a t  

th e  U n ite d  S ta te s  Government w ould p r e f e r  an  IDA-type aurrangement to  

th e  SUNFED p ro p o s a l ;  h u t  was t h i s ,  in  f a c t ,  th e  ch o ic e ?  The argum ent 

t h a t  th e  s p e c t r e  o f  SUNFED c a u sed  U n ite d  S t a t e s '  p o l ic y  t o  fa v o r  IDA 

has been  w id e ly  c i r c u l a t e d .

In  a d d i t io n  t o  d e te rm in in g  th e  v iew  o f  th e  U n ite d  S ta te s  

Government to w ard  IDA, we a ls o  want t o  d e te rm in e  th e  a t t i t u d e  o f  th e  

I n te r n a t io n a l  Bank f o r  R e c o n s tru c tio n  and  Development to w a rd  such  an 

in n o v a tio n . A c e r t a i n  sc h o o l o f  th o u g h t h o ld s  t h a t  th e  Bank was com­

in g  a ro u n d  to  th e  p o s i t i o n  t h a t  som eth ing  s im i la r  t o  IDA was needed  

lo n g  b e fo r e  th e  Monroney R e s o lu tio n  saw th e  l i g h t  o f  day. T here i s  

th e  c o n t r a r y  v iew  t h a t  th e  Bank n o t o n ly  f a i l e d  to  re c o g n iz e  th e  n eed  

f o r  IDA b u t  a c tu a l l y  opposed  th e  id e a .  Andrew S h o n f ie ld  h as  r e p o r te d  

t h a t  Mr. Eugene B la c k , th e n  P r e s id e n t  o f  th e  W orld Bank, s a i d ,  d u rin g  

th e  e a r ly  s ta g e s  o f  th e  d is c u s s io n s  on IDA, t h a t  "he h ad  n e v e r  l ik e d  

th e  id e a  o f  's o f t  l o a n s , '  b u t  i f  th e y  had  t o  come he was g o in g  to  make 

c e r t a i n  t h a t  he was th e  man who h a n d le d  t h e m . T h e r e  have  been  th o s e  

who have su g g e s te d  t h a t  th e  Bank c a p tu re d  IDA in  o rd e r  t o  k i l l  i t  o r  

a t  l e a s t  to  d i l u t e  i t s  e f f e c t i v e n e s s .  Those p e rso n s  who w ere s tr o n g ly  

in  f a v o r  o f  s o f t  lo a n s  can p o in t  t o  th e  sm a ll  s c a le  o f  IDA o p e ra t io n s

^Andrew S h o n f ie ld ,  *n ie  A tta c k  on W orld P o v e rty  (New York: 
V in tag e  Books, 1 9 6 0 ) ,  p . 1 5 ^
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t o  d a te  and f e e l  r e in f o r c e d  in  t h i s  v iew . One g o a l  o f  th e  s tu d y  

i s  t o  c l a r i f y  th e  a t t i t u d e  o f  W orld Bank o f f i c i a l s  t o  th e  e s ta b ­

lish m e n t o f  a  s o f t  lo a n  agency  u n d e r Bank s u p e rv is io n .

In  t r a c in g  th e  h i s t o r y  o f  ID A 's b i r t h ,  we want t o  exam ine 

th r e e  i s s u e s  w hich a ro s e .  F i r s t  t o  be c o n s id e re d  i s  th e  q u e s tio n  o f  

s o f t  lo a n s . T here  w as, in  195^, and  s t i l l  i s  s i g n i f i c a n t  o p p o s i t io n  

to  t h s  whole id e a  o f  s o f t  lo an s  t o  u n d e rd e v e lo p e d  c o u n t r i e s .  And 

y e t  th e  member governm ents o f  th e  W orld Bank have p u t  up a  b i l l i o n  

d o l l a r s  f o r  j u s t  such  s o f t  lo a n s . What w ere t h e i r  re a s o n s ?  What 

w ere th e  argum ents t h a t  went on c o n c e rn in g  t h i s  is s u e ?  The seco n d  

s i g n i f i c a n t  i s s u e  w hich  a ro s e  was th e  p ro p o s a l  t o  u se  th e  l o c a l  c u r ­

r e n c ie s  o f  th e  l e s s  d ev e lo p ed  c o u n tr ie s  t o  f in a n c e  developm ent.

T h is  was a  c r u c i a l  p a r t  o f  S e n a to r  M onroney 's p ro p o s a l  and  y e t  th e  

I n t e r n a t io n a l  D evelopm ent A s s o c ia t io n  h as  n o t  lo a n e d  any l o c a l  c u r ­

re n c y  to  anyone. What were th e  problem s o f  u s in g  l o c a l  c u r r e n c ie s  

and  c o u ld  th e s e  p rob lem s be overcom e? The t h i r d  i s s u e  to  be con­

s id e r e d  i s  th e  q u e s t io n  o f  b i l a t e r a l  a s  opposed  t o  m u l t i l a t e r a l  a id .  

Some o f  th e  s u p p o r t  f o r  th e  A s s o c ia t io n  came o u t o f  f r u s t r a t i o n - w i t h  

b i l a t e r a l  a id  program s and o u t o f  th e  f e e l i n g  t h a t  som eth ing  b e t t e r  

was p o s s ib le .

A seco n d  m ajo r o b je c t iv e  o f  th e  s tu d y  i s  t o  o u t l i n e  th e  manner 

in  w hich th e  A s s o c ia t io n  i s  o rg a n iz e d ; i t s  r e l a t i o n s h i p  w ith  th e  I n t e r ­

n a t io n a l  Bank; i t s  m ethod o f  o p e ra t io n ;  an d  i t s  m ajo r p ro b lem s. In  

p a r t i c u l a r ,  we a re  i n t e r e s t e d  in  th e  a l l o c a t i o n  p rob lem  t h a t  has  a r i s e n  

in  d is b u r s in g  th e  b i l l i o n  d o l la r s  e n t r u s t e d  to  t h i s  o r g a n iz a t io n .  

P re v io u s ly ,  th e  W orld Bank h ad  b een  a b le  t o  f in a n c e  any sound p r o j e c t .
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presen ted  by a c red i tw o rth y  co u n try --by  s e l l i n g  bonds in  the f in a n ­

c i a l  markets of the w orld . However, the funds a l lo c a te d  to  the

I n t e r n a t io n a l  Development A sso c ia t io n  have f i n i t e  l i m i t s .  Which p ro ­

j e c t s  should ge t loans from the  Bank and which from IDA? What should

be the  b a s is  fo r  d e c id in g - - th e  s i t u a t i o n  of the country  concerned or

the type of p r o je c t  involved? What c r i t e r i a  have been e s ta b l i s h e d  

fo r  making these  d e c is io n s?

The th i r d  major o b je c t iv e  is  to  t e s t  two hypotheses .  The 

f i r s t  hypo thesis  to  be te s t e d  i s  t h a t ,  on the b a s is  of the f i r s t  two 

years  experience of the I n t e r n a t io n a l  Development A sso c ia t io n ,  u n i ­

v e r s a l l y  a p p l ic a b le  c r i t e r i a  can be developed fo r  e v a lu a t in g  p ro je c ts  

in  underdeveloped c o u n t r i e s .  On the b a s is  of. such e v a lu a t io n s ,  loan 

dec is io n s  can be made. We w i l l  look a t  the^ techniques IDA uses in  

ap p ra is in g  p ro je c t s  in  t e s t i n g  t h i s  h y p o th e s is .  Secondly, i t  is  hy­

po thesized  th a t  the I n t e r n a t io n a l  Development A sso c ia t io n  i s  a s i g n i ­

f i c a n t  new approach to fo re ig n  a id .  In order to  t e s t  t h i s  h y p o th e s is ,  

we look a t  t o t a l  IDA investm ent as a component of a l l  fo re ig n  in v e s t ­

ment in  le ss  developed c o u n t r ie s  and as a component of a l l  s o f t  loans 

to  these  c o u n t r i e s .  We a l s o  examine b i l a t e r a l  lending programs to  see 

i f  IDA has had any in f lu en ce  on the approach taken in  these  programs.

L im ita t io n s

This is  no t a s tudy  of the d e s i r a b i l i t y  of fo re ig n  a id  as such. 

The need fo r  such a id  i s  assumed. N either is  t h i s  a weighing of the 

arguments fo r  m u l t i l a t e r a l  as opposed to  b i l a t e r a l  a id ,  a lthough some of 

th e se  arguments w i l l  be given as h i s t o r i c a l  background. The very ex­

is te n c e  of the I n t e r n a t io n a l  Development A ssoc ia tion  i s  evidence of
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w id e sp re a d  su p p o rt  f o r  th e  id e a  o f  m u l t i l a t e r a l  a id  t o  u n d e rd ev e lo p ed  

c o u n t r i e s .

The n eed  f o r  s o f t  lo a n s  i s  n o t t r e a t e d  in  an e x h a u s tiv e  f a s h io n  

a lth o u g h  many o f  th e  argum ents f a v o r in g  e s ta b l is h m e n t  o f  th e  I n t e r ­

n a t io n a l  Developm ent A s s o c ia t io n  r e s t  upon th e  n e e d  f o r  funds in  a d d i­

t i o n  to  h a rd  lo a n s  a t t a i n a b l e  from  th e  I n te r n a t io n a l  Bank f o r  Recon­

s t r u c t i o n  an d  Developm ent an d  c o n v e n tio n a l lo a n  i n s t i t u t i o n s .  But 

j u s t  what i s  m eant by  th e  e x p re s s io n  " h a rd  lo a n " ?  A h a rd  lo a n  i s  

t r a d i t i o n a l l y  d e f in e d  as  one w hich th e  le n d in g  c o u n try  can f in a n c e  o u t 

o f  i t s  own b o rro w in g . H ard lo a n s  c o n ta in  no e lem en t o f  su b s id y  to  th e  

un d erd ev e lo p ed  c o u n t r i e s .  They u s u a l ly  have a  d u ra t io n  o f  l e s s  th a n  

30  y e a r s .  S o f t  lo a n s  a r e  d e f in e d  as lo a n s  w hich can n o t be f in a n c e d  

o u t o f  bo rrow ing  in  th e  m a rk e t, and  a r e  n o rm ally 'm ad e  f o r  som eth ing  

o v e r  15 y e a r s .  G ran ts  a r e ,  o f  c o u rs e ,  in  a  d i f f e r e n t  c a te g o ry  a l t o ­

g e th e r .  F o r w h atever r e a s o n s ,  g r a n ts  seem t o  have b een  r e j e c t e d  as  a  

f o re ig n  a i d  d e v ice  by b o th  th e  done-^ and  r e c i p i e n t  c o u n t r i e s .  G ran ts  

w i l l ,  t h e r e f o r e ,  n o t  be c o n s id e re d  in  t h i s  s tu d y . Much o f  th e , c a se  f o r  

a  Developm ent A s s o c ia t io n  r e s t s  on th e  in ad eq u acy  o f  h a rd  lo a n s  a lo n e  

to  m eet th e  developm ent t a s k .  C e r ta in ly  t h i s  i s  th e  b a s i s  o f  th e  W orld 

B an k 's  su p p o rt and  th e y  have co n d u c ted  e la b o r a te  and s o p h i s t i c a te d  

s tu d ie s  to  show j u s t  how v i t a l l y  n e c e s s a ry  s o f t  lo a n s  a r e .

I t  h as  n o t  been  p o s s ib le  to  r e p o r t  th e  argum ents t h a t  have ta k e n

• ^ D rag o slav  A vram ovic, D ebt S e rv ic in g  C a p a c ity  and  P ostw ar
Growth in  B i t e m a t io n a l  In d e b te d n e ss  (B a ltim o re ; The Johns Hopkins 
P r e s s ,  1 9 5 8 )* "

^D rag o slav  Avramovic and  R av i G u lh a t i ,  D ebt S e rv ic in g  P rob­
lems o f  Low-Iheome C o u n tr ie s ,  19^6-19^8 (B a ltim o re : The Johns H opkins
P r e s s ,  i 9 6 0 ).
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p la c e  in  th e  w o rld  p r e s s  co n c ern in g  th e  I n t e r n a t io n a l  Development 

A s s o c ia t io n . I t  w ould  have been  i n t e r e s t i n g  t o  have s tu d ie d  th e  r e ­

a c t io n s  to  IDA in  th e  p re s s  o f  th e  S o v ie t  U nion , I n d ia ,  Ghana, W est 

Germany, and  a l l  t h e  o th e r  c o u n tr ie s  o f  th e  w o rld . U n fo r tu n a te ly , 

t h i s  was n o t  p o s s ib l e .  We have had  to  r e l y  on sp eech es made by th e  

G overnors o f  th e  I n te r n a t io n a l  Bank in  o rd e r  t o  c a p tu re  m ost c o u n tr ie s  ' 

r e a c t io n s  t o  th e  e s ta b l is h m e n t  end o p e ra t io n  o f  th e  I n te r n a t io n a l  De­

velopm ent A s s o c ia t io n .  The d e b a te  t h a t  to o k  p la c e  in  th e  U n ite d  S ta te s  

i s  g iv e n  f u l l e r  co v e rag e  b ecau se  o f  th e  a c c e s s i b i l i t y  o f  th e  d a ta .  The 

r e a c t io n s  o f  a  few o th e r  c o u n tr ie s  were o b ta in e d  th ro u g h  p e rs o n a l  

in te r v ie w s .

J u s t  w hat i s  an  u n d erd ev e lo p ed  countrj"'? F o r tu n a te ly  th e  problem  

o f  d e f i n i t i o n  does n o t  concern  us h e re . We l i m i t  o u r d is c u s s io n  to  th o s e  

c o u n tr ie s  t h a t  a r e  members o f  th e  I n te z n a t io n a l  Developm ent A s s o c ia t io n  

and have been  a llo w e d  to  p u t up pO p e r  c e n t o f  t h e i r  i n i t i a l  s u b s c r ip t io n  

in  t h e i r  own c u rre n c y  ( th e  P a r t  I I  c o u n t r i e s ) ;  a  t o t a l  o f  52 c o u n tr ie s  

as o f  Septem ber 3 0 , 1 9 6 2. These 52 c o u n tr ie s  w ere lo c a te d  in  W orth, 

C e n t r a l ,  and  S o u th  A m erica, W estern  E urope , A s ia , and  A f r ic a .  One 

E a s te rn  E uropean  c o u n try  (Y u g o slav ia ) i s  in c lu d e d .

The o p e ra t io n s  o f  IDA a re  s tu d ie d  from  Septem ber 2 4 , 1$60, when 

th e  A r t i c l e s  o f  Agreem ent e n te r e d  in to  f o r c e ,  to  Septem ber 30 , 1962.

T h is c o v e rs  th e  e a r l y  fo rm a tiv e  p e r io d ,  th e  p e r io d  in  w hich th e  b a s ic  

p o l ic y  d e c is io n s  w ere m ade, and ends w ith  th e  S ep tem ber, I 962  m ee tin g s  

o f  th e  B oard o f  G overnors o f  th e  A s s o c ia t io n ,  a t  w hich tim e  i t  was p ro ­

p o sed  t h a t  IDA'S re s o u rc e s  be  c o n s id e ra b ly  e n la rg e d .

P erhaps th e  l a r g e s t  d is c la im e r  t o  be  made f o r  t h i s  s tu d y  co n cern s
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a  th e o ry  o f  economic developm en t. A lthough  th e r e  m ost c e r t a i n l y  i s  a  

th e o ry  o f  economic developm ent u n d e r ly in g  th e  o p e ra t io n s  o f  th e  I n t e r ­

n a t i o n a l  Developm ent A s s o c ia t io n ,  i t  i s  n o t  th e  p u rp o se  o f  t h i s  s tu d y  

to  d e l in e a te  t h a t  th e o ry .  Such a  t a s k  has p e rh a p s  a l r e a d y  h een  u n d e r­

ta k e n ^  and  a  f u r t h e r  e l a b o r a t io n  i s  a  c h a lle n g in g  t a s k  f o r  a n o th e r  

o c c a s io n .

S ources

The c h ie f  so u rc e  f o r  th e  s tu d y  i s  th e  I n te r n a t io n a l  Development 

A s s o c ia t io n . Much o f  th e  m a te r i a l  t h a t  was u s e d  has  b een  p u b lis h e d ;  

how ever, c o n s id e ra b le  r e l i a n c e  i s  p la c e d  on u n p u b lis h e d  m a te r i a ls  and 

p e rs o n a l  in te rv ie w s  and  c o rre sp o n d en ce  w ith  s t a f f  members. W hile t r a c in g  

th e  h i s t o r y  o f  th e  p ro p o s a l  Ÿ or IDA in  th e  U n ite d  S t a te s  c o n s id e ra b le  

u se  i s  made o f  p u b l ic  documents o f  th e  U n ite d  S ta te s  C o n g re ss , th e  

N a tio n a l  A dv iso ry  C o u n c il on I n t e r n a t  io n a l  M onetary  and  F in a n c ia l  P rob­

lem s , and  v a r io u s  b o a rd s  and co m m ittees . In te rv ie w s  w ith  o f f i c i a l s  in  

th e  l e g i s l a t i v e  an d  e x e c u tiv e  b ran c h e s  o f  th e  U n ite d  S ta te s  Government 

p ro v id e d  h e lp f u l  in fo rm a tio n .

In  a s s e s s in g  th e  s ig n i f ic a n c e  o f  th e  I n t e r n a t io n a l  Development 

A s s o c ia t io n  as  a  new ap p ro ach  t o  f o re ig n  a i d ,  th e  o p in io n s  o f  some 

le a d in g  developm ent eco n o m ists  a re  p re s e n te d . These o p in io n s  were s o l i ­

c i t e d  in  p e rs o n a l  l e t t e r s  w hich a re  in  the  a u th o r 's  p o s s e s s io n . In  a t ­

tem p tin g  to  m easure t h e ' ’im pact o f  IDA, r e p r e s e n ta t i v e s  o f  some c o u n tr ie s  

were c o n ta c te d  in  W ash ing ton , D. C. In  a d d i t io n ,  a  number o f  r e f e re n c e s

^Eugene R. B la c k , The D iplom acy o f  Economic D evelopm ent 
(Cam bridge: H arv ard  U n iv e r s i ty  P r e s s , I9 6 0).
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a re  made t o  t h e  vorks o f  academic o b se rv e rs  o f  th e  o rg a n iz a t io n .

M ethod

C h ap te rs  I I  th ro u g h  V II  a r e  e s s e n t i a l l y  h i s t o r i c a l  in  n a t u r e . 

From th e  s o u rc e s  p r e v io u s ly  m en tio n e d , th e  h i s t o r y  o f  th e  id e a  o f  an 

I n t e r n a t i o n a l  D evelopm ent A s s o c ia t io n  i s  t r a c e d .  These c h a p te r s  con­

t a i n  a  r a t h e r  com p le te  a c co u n t o f  t h e  Im p o rta n t fo rc e s  t h a t  sh ap ed  th e  

c r e a t i o n  o f  t h i s  i n s t i t u t i o n .  In  C h a p te rs  I I  th ro u g h  V I I ,  th e  a u th o r  

does n o t  a t te m p t to  e v a lu a te  th e  a rg u m e n ts , th e  p ro p o s a ls  an d  th e  p o l i ­

c ie s  t h a t  v e re  p u t f o r t h ,  a l th o u g h  some few o f  th e  a u th o r 's  judgem en ts 

a r e  e x p re s s e d  where deemed a p p r o p r ia t e .

C h a p te rs  V I I I  th ro u g h  X II  c o n ta in  an  a n a ly s is  o f  th e  p rob lem s 

t h a t  have  c o n f ro n te d  IDA and  o f  th e  s o lu t io n s  t h a t  have been  found .

An a n a ly s i s  i s  made o f  th e  c r i t e r i a  b e in g  u s e d  in  m aking lo a n s .  The 

c r u c i a l  f a c t o r s  in  dec i s  ion -m ak ing  a r e  i s o l a t e d  and  p a t t e r n s  in  th e  

ty p e s  o f  p r o je c t s  a p p ro v ed  a r e  h ig h l ig h te d .  These c h a p te rs  a re  con­

c e rn e d  w ith  th e  a l l o c a t i o n  p rob lem  t h a t  h as  a r i s e n .  Some o f  th e  s i g ­

n i f i c a n t  c r i t i c i s m s  o f  IDA a re  exam ined. We s tu d y  some p ro p o s a ls  f o r  

IDA'8 f u t u r e .

C h a p te r  X I I I  c o n ta in s  th e  summary and  c o n c lu s io n s . Can IDA 's 

su c c e s s  be  m easu red  a f t e r  o n ly  2 y e a r s  o p e ra t io n ?  What was hoped  f o r

when i t  was e s ta b l i s h e d ?  Has t h i s  b e e n  a c h iev ed ?  Does th e  p a s t  two

y e a rs  e x p e r ie n c e  s u g g e s t  any n e e d  f o r  e x p a n sio n  o f  th e  o r g a n iz a t io n ?

What a r e  th e  m ajo r c r i t i c i s m s  o f  IDA? These a re  some o f  th e  q u e s tio n s  

w hich th e  a u th o r  a tte m p ts  t o  answ er in  t h i s  c h a p te r .  I t  i s  n o t  p o s s ib le  

to  t e s t  IDA in  a  c o n t r o l l e d  e x p e r im e n t, by  s e t t i n g  up a  d i f f e r e n t  ty p e

ag en cy , t o  s e e  i f  a n o th e r  a p p ro ach  w ould have been  b e t t e r .  So,
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u lt im a te ly , a su b jec tiv e  Judgement must be made as to  past e f f e c t iv e ­

ness and as to  s ig n if ic a n c e  for  the futureo



CHAPTER I I

THE UNITED NATIONS AND THE INTERNATIONAL 

DEVELOPMENT ASSOCIATION^

The Proposed United Nations Economic Development 
A dm in is tra t io n

The debate  concerning the  e s tab l ish m en t  of an I n te r n a t io n a l  

Development A sso c ia t io n  was very long and w ide-rang ing . Very e a r ly  

in  the l i f e  of the United N ations ,  p ro p o sa ls  were made fo r  the e s t a b ­

lishm ent of such an i n s t i t u t i o n .  The n in th  sess io n  of the Economic 

and S o c ia l  Council,  held  in  1949, heard a r e p o r t  favoring  a United 

Nations Economic Development A d m in is tra t io n  or "UNEDA." This p ro ­

po sa l  was put f o r th  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 In d ia .

The Sub-Commission poin ted  out th a t  the economic development 

of underdeveloped co u n tr ie s  involves l a rg e - s c a le  investments over a

^Background in form ation  fo r  t h i s  ch ap te r  has been obta ined 
from two sources no t otherw ise mentioned. The f i r s t ,  B. E. M atecki, 
E s tab lishm ent of the  In te r n a t io n a l  Finance Corporation  and United 
S ta te s  P o lic y  (New York: F red e r ic k  A. P ra e g e r ,  1957), d e sc r ib e s  the
e s tab l ish m en t of a s i s t e r  o rg a n iz a t io n  of the I n te r n a t io n a l  Develop­
ment A sso c ia t io n ,  w i th in  the World Bank group. This study a l so  con­
ta in s  a d is c u s s io n  of p roposals  fo r  IDA w ith in  the United N ations.
The second, John G. Hadwen and Johan Kaufmann, How United Nations
D ecisions Are Made (Leyden: A. W. S y th o ff ,  1961), d iscusses  p ro ­
p o sa ls  fo r  SUNFED and the United Nations S p ec ia l  Fund.

10
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long period  of time and th a t  not a l l  of these  investm ents  would y ie ld  

the immediate r e tu rn s  which would be demanded by commercial in v e s to r s .
f

Yet, some of these  p r o je c t s  were more e s s e n t i a l  to  development than 

commercial investm ents  in mining and m anufactu ring .

This group noted th a t  the I n t e r n a t io n a l  Bank fo r  R econstruc­

tio n  and Development had in d ica te d  i t s  w i l l in g n e s s  to  expand i t s  

a c t i v i t i e s  in f in an c in g  economic development p r o j e c t s .  But,

on a r e a l i s t i c  assessm ent i t  cannot be assumed th a t  the Bank 
could , in  the fo re s e e a b le  f u tu r e ,  be ab le  to  make a s i g n i f i c a n t  
c o n t r ib u t io n  to  the massive investm ents  req u ire d  fo r  economic 
development involved over a long p e r io d .  Moreover, even i f  the 
finance a v a i la b le  through the Bank could be inc reased  . . . the
terms on which i t  would be a v a i la b le  under the p o l ic y  e s ta b l is h e d  
by the Bank l im i t  the e f f e c t iv e n e s s  of th i s  f in a n c in g  to  under­
developed c o u n t r i e s .  There are  f i e l d s  and types of investment 
req u ire d  fo r  economic development which can n e i th e r  s a t i s f y  the 
p reco n d i t io n s  req u ire d  by the Bank, nor c a r ry  the i n t e r e s t  charges 
involved , nor be l iq u id a te d  w ith in  the  period  r e q u ire d .^

A fte r  having w r i t t e n  o ff  the I n t e r n a t io n a l  Bank, the Sub- 

Commission turned to  the p roposa l by i t s  Chairman, Mr. Rao. This 

p roposa l was deemed to  be deserv ing  of c o n s id e ra t io n  and i t  was 

commended to  the a t t e n t i o n  of the Economic and S o c ia l  Council.

What was the Rao proposal?  A fte r  having surveyed the f i e l d  

of in t e r n a t i o n a l  f in a n c i a l  ag en c ies ,  Rao concluded th a t  the re  was no 

in t e r n a t i o n a l  agency fo r :  (1) Financing p ro je c t s  which were not

bankable; (2) Aiding underdeveloped c o u n t r ie s  in  the p re p a ra t io n  

and execu tion  of development programs; (3) C o-o rd in a t in g  te c h n ic a l  

a s s is ta n c e  a c t i v i t i e s ;  (4) Promoting p r o je c t s  th a t  extended over 

more than one n a t io n a l  f r o n t i e r .  He, t h e r e f o r e ,  suggested th a t  such

^United N ations ,  Economic and S o c ia l  C ouncil,  Sub-Commission on 
Economic Development, Report of the Third Session  of the Sub-Commission 
on Economic Development (E/CN.1/65, A p r i l  12, 1949) (New York, 1949),
p . 18.
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an agency be e s t a b l i s h e d .^

The fu n c t io n s  of the United Nations Economic Development

A d m in is tra t io n  would be : (1) To make t e c h n ic a l  a s s i s ta n c e  a v a i l a b l e ;

(2) To c o -o rd in a te  te c h n ic a l  a s s i s ta n c e  a c t i v i t i e s  of the s p e c ia l iz e d

agencies  of the United N ations; (3) To a s s i s t  underdeveloped c o u n t r ie s

in  the procurement of needed m a te r i a l s ;  (4) To finance  such schemes as

could no t be f inanced  through normal banking i n s t i t u t i o n s ;  (5) To
2

promote r e g io n a l  developmental p r o j e c t s .

Rao proposed th a t  UNEDA be f inanced  through the c o n t r ib u t io n s  

of member governments. These would be in  the  cu r re n c ie s  of the  coun­

t r i e s  concerned and expend itu res  would be s u b je c t  to  the approval of 

the country  whose currency  was used. Rao s t a t e d  t h a t ,  fo r  the time 

b e in g ,  the bu lk  of the resou rces  would have to  come from the United 

S ta te s  of America. No d e f in i t e  f ig u re  was in d ic a te d  for the t o t a l  

budget or fo r  the United S t a t e s '  c o n t r ib u t io n .

A ss is tan ce  would be given in  the form of loans and no t of 

g r a n ts ,  a l though  the  terms of repayment would be l i b e r a l  and the 

i n t e r e s t  r a t e  would only be nominal. A ll  a s s i s ta n c e  would be c o n d i­

t i o n a l  on the r e c e iv in g  country p rov id ing  a share  (as much as 50 

per cent)  of the  c o s ts  of p ro je c t s  f in an ced .

P ro je c t s  would have to  meet an economic t e s t ,  " in  the sense 

th a t  t h e i r  com pletion w i l l  r e s u l t  in  r a i s i n g  the  p ro d u c t iv i ty  of 

the underdeveloped a re a s  and the  s tandard  of l iv in g  of t h e i r  p e o p le . "3 

Rao saw UNEDA as a  complement to  the  e x i s t i n g  channels of i n t e r n a t i o n a l  

finance  and no t  as a s u b s t i t u t e  or a l t e r n a t i v e  to  these  channe ls .  He

^Ibid. ,  p.  22.  ^I b i d . ^I b i d . . p. 14.
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was p a r t i c u l a r l y  i n s i s t e n t  th a t  the agency would be expected* to  

ope ra te  in  a b u s in e s s - l ik e  manner and th a t  no new bureaucracy be s e t  

up to  adm in is te r  the  program. To accomplish the se  g o a ls ,  he urged 

th a t  most of the  p r o je c t s  undertaken be c a r r i e d  out through the 

s p e c ia l iz e d  agencies  of the  United N ations ,  t h a t  i s ,  the Food and 

A g r ic u l tu r a l  O rg an iza tio n ,  the World H ealth  O rgan iza tion ,  the 

I n t e r n a t io n a l  Labor O rg an iza tio n ,  the  United N ations E duca tiona l.  

S c i e n t i f i c  and C u l tu ra l  O rgan iza tion  and the  World Bank.

The United S ta te s  member of the Sub-Commission, Mr. E. G. 

Collado, took r a th e r  s t ro n g  excep tion  to  Mr. R ao 's  p ro p o sa l .  The 

g i s t  of h i s  d i s s e n t  fo l lo w s;

I  b e l ie v e  s in c e r e ly  th a t  the  most e f f e c t iv e  and d e s i r a b le  
p a t t e r n  of o rg a n iz a t io n  of the domestic, economy from the economic 
and s o c i a l  p o in ts  of view i s  t h a t  which g ives  g r e a t e s t  emphasis to  
f r e e  p r iv a t e  e n t e r p r i s e  and i n s t i t u t i o n s  guided and even 
re g u la te d  and supplemented by government where necessary  in  
the b ro a d e s t  i n t e r e s t s  of the people and the  n a t io n .  This is  
the  p a t t e r n  which has brought g re a t  b e n e f i t s  to  my own country  
and, I  b e l ie v e ,  to  many o the r  . . . n a t io n s  in  var ious  s ta g e s  
of economic development. . . .  I  th e re fo re  b e l ie v e  s t ro n g ly  
th a t  the  United S ta te s  should co -o p e ra te  f u l l y  in  sound economic 
development of under-developed c o u n t r i e s ,  th a t  i t  should look 
p r im a r i ly  to  American p r iv a te  e n t e r p r i s e  to  provide abroad 
investm ent of c a p i t a l  and techn ique ,  and th a t  i t  should r e ly  
fundam entally  on the I n te r n a t io n a l  Bank fo r  R econstruc tion  and 
Development fo r  f in an c in g  or c o l la b o ra t in g  in  f in an c in g  c lo s e ly  
c ircum scribed  types of p r o je c t  b a s ic  to  development no t r e a d i ly  
s u s c e p t ib le  of im plem entation by p u re ly  p r iv a t e  f in a n c in g .

This p o s i t io n  of the United S t a t e s ,  enuncia ted  c l e a r ly  in  

1949, was to  con tinue  throughout the A d m in is tra t io n  of P re s id e n t  

Truman and most of the Eisenhower y e a r s .  This p o l ic y ,  of primary 

r e l i a n c e  on p r iv a te  e n t e r p r i s e  fo r  economic developm ent--aided and 

ab e t ted  when a b s o lu te ly  necessa ry  by the  World Bank, was used in

^ Ib id .
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oppo s it io n  to  Rao's  p roposa l  fo r  M EM  and for, a l l  the subsequent 

proposals  fo r  a  S p ec ia l  United Nations Fund fo r  Economic Development 

or fo r  a United N ations C ap i ta l  Development Fund.

The United S t a t e s ,  w ith i t s  Tennessee V alley  A u th o r i ty ,  

R econstruc tion  Finance C orpora tion , F edera l  Housing A d m in is t ra t io n ,  

and F edera l  Land Barir, i n s i s t e d  th a t  the developing c o u n t r ie s  of the 

world r e ly  on p r iv a t e  c a p i t a l  for t h e i r  own economic development. The 

T'n i ted  S ta te s  seemed to  have demanded a purer p r a c t ic e  in  o the rs  than 

deemed nece ssa ry  fo r  i t s  own economy. Or, as one observer put i t ,  a 

Democratic A d m in is tra t io n  ac ted  abroad as though Robert T a f t  were 

r e a l l y  P re s id e n t  .

Without United S ta te s  suppo rt ,  Rao's p roposa l had no chance 

of accep tance . He had fo reseen  th a t  United S ta te s  support was c r u c i a l  

for the success  of UNEDA. And when the United S ta te s  w ithhe ld  sup­

p o r t ,  the p roposa l went no f u r t h e r .  The r e p o r t  of the Sub-Commission 

on Economic Development was, however, c i r c u la te d  to  the s p e c ia l iz e d  

agencies of the United Nations fo r  t h e i r  comments.

The Food and A g r ic u l tu r a l  O rgan iza tion  was impressed w ith  the 

l im i ta t io n s  of the I n te r n a t io n a l  Bank which the r e p o r t  had d esc r ib ed .

I t  has only r e c e n t ly  made i t s  f i r s t  loans fo r  o u t r ig h t  
development pu rposes ,  and these  la rg e ly  to  r e l a t i v e l y  prosperous 
c o u n t r i e s .

I t  is  l im ited  in  i t s  loans fo r  a g r i c u l t u r a l  purposes because of 
the sho rtage  of development p ro je c ts  adequate ly  prepared  and 
planned, and because of the i n a b i l i t y  of many a g r i c u l t u r a l  
p ro je c ts  to  earn  fo re ig n  exchange to  repay them.^

^United N ations ,  Department of Economic A f f a i r s ,  Methods of 
Financing Economic Development in  Under-Developed C ountries  (1949.11. 
B.4) (Lake Success, 1949), pp. 78-79.
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This same o rg a n iz a t io n  rev ea led  an under-consum ption is t  

b ia s  when i t  c a l le d  fo r  the United S ta te s  to  c o n t r ib u te  h e a v i ly  to  

economic development abroad in  i t s  own i n t e r e s t .

Looking f u r th e r  ahead, the  r e c e n t  e x c e p t io n a l ly  h igh 
domestic investment r a t e s  in  the  United S ta te s  and o th e r  developed 
c o u n t r ie s  a re  u n l ik e ly  to  be long s u s ta in e d .  So long as the  
U nited S ta te s  m ain ta ins  i t s  p re s e n t  g en e ra l  economic i n s t i t u t i o n s ,  
in c lu d in g  the s t r u c tu r e  of t a x e s ,  bu s in ess  and government f in a n c e ,  
and d i s t r i b u t i o n  o f  income among i t s  p o p u la t io n ,  a la rg e  and s u s ­
ta in ed  outflow  of funds fo r  fo re ig n  investm ent might w e l l  be 
h e lp fu l  in  a s su r in g  su s ta in e d  h igh  le v e ls  of domestic employment 
and economic a c t i v i t y . ^

As can be surm ised, the Food and A g r ic u l tu r a l  O rgan iza tion  gave the

Sub-Commission r e p o r t  q u i t e  sym pathetic  c o n s id e ra t io n .

The I n te r n a t io n a l  Bank fo r  R econs truc tion  and Development 

viewed the  r e p o r t  w ith  a n t ip a th y .

The Sub-Commission c o n s id e rs  i t  u n r e a l i s t i c  to  assume 
" th a t  the  Bank cou ld , in  the  fo r s e e a b le  f u tu r e ,  be ab le  to  make 
a s i g n i f i c a n t  c o n t r ib u t io n  to  the  massive investm ents  req u ire d  
fo r  economic development invo lved  over a long p e r io d " .  The 
magnitude of the ta sk  cannot be d e n ie d , bu t  magnitude alone 
cannot determine the pace a t  which i t  i s  undertaken . The r e p o r t  
i t s e l f  admits the d e a r th  of soundly conceived p r o je c t s  and th i s  
ag rees  w ith  the Bank's ex p e r ien ce .  Rash expend itu re  now would 
p re ju d ic e  the flow of investm ent in  the f u tu r e ;  f o r  in  the  l a s t  
r e s o r t  development r e l i e s  on the sav ings of the  w orld , which can 
h a rd ly  be expected to  be forthcom ing i f  they a re  m isused . 
E ven tua lly  more sound p r o je c t s  may be p resen te d  to  the  Bank 
than i t  can f in an c e ,  bu t  t h a t  time i s  not y e t  in  s i g h t . 2

The Bank went on to  p o in t  out th a t  underdevelopment i t s e l f

implied an in s u f f ic ie n c y  of s k i l l s  w ith  which to  make development 

p lans  and implement them. And in  a d d i t io n  to  being  s h o r t  of s k i l l s ,

the  underdeveloped c o u n t r ie s  were p ic tu re d  as being  s h o r t  of the  most

rudim entary  da ta  necessary  fo r  p lann ing  purposes .  In a d d i t io n ,  the 

Bank po in ted  out th a t  the necessa ry  p o l i t i c a l  and s o c i a l  foundations

^ I b i d . ,  p .  80. ^ I b i d . ,  p . 141.
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fo r  development had to  be b u i l t  g ra d u a l ly .  Low p ro d u c t iv i ty  and 

l i v in g  s tan d a rd s  were p ic tu re d  as be ing  j u s t  as much the  r e s u l t  of 

bad government, bad h e a l th ,  unsound f in an ce  and lack  of educa tion  

as of inadequate  re so u rces  or the  lack  of p ro d u c tiv e  f a c i l i t i e s .

The Bank s ta tem en t expressed  an un w ill in g n ess  to  be d e f le c te d  

from i t s  d e te rm in a tio n  to  make loans only fo r  sound and p roduc tive  

p r o j e c t s .  And any o rg a n iz a t io n  which lowered i t s  s tan d ard s  in  th a t  

r e s p e c t  would be g u i l t y  of waste fo r  the  sake of o s te n s ib ly  humani­

t a r i a n  o b je c t iv e s .

The p roposa l fo r  the s o - c a l l e d  United N ations Economic 
Development A dm in is tra t ion  . . .  i s  based on an a l le g e d  need fo r  
a new in t e r n a t i o n a l  agency . . . [ f o ^  " f in a n c in g  p r o je c t s  of 
econom ically  under-developed c o u n t r ie s  which a re  no t  f i n a n c i a l l y  
p ro d u c tiv e  in  a banking s e n s e " . . . . . . . . The Bank i t s e l f  was
e s ta b l i s h e d  to  f inance  development p r o je c t s  f o r  which p r iv a te  
c a p i t a l  i s  n o t . a v a i l a b l e . ^

The Bank po in ted  out t h a t  i t s  own i n t e r e s t  r a t e s  were no t 

designed to  make any p r o f i t ,  so t h a t  loans which were made a t  lower 

r a t e s  would be simply d isg u ised  in te rgovernm en ta l g r a n ts .  Four of 

the  fu n c t io n s  of the proposed UNEDA were examined and each of them# 

was found to  be a p re s e n t  fu n c tio n  of the Bank or one of some e x i s t i n g  

agency.

The Bank argued th a t  i t s  experience  suggested  th a t  fo r  the 

immediate f u tu r e  i t  would be ab le  to  acq u ire  s u f f i c i e n t  r e so u rces  to  

f in an ce  a l l  sound development p r o je c t s  in  member c o u n t r ie s  th a t  were 

ready fo r  execu tion  and th a t  could a p p ro p r ia te ly  be f inanced  by fo re ig n  

loans which were expected to  be p a id .  This did no t mean th a t  the 

Bank's re so u rc e s  were adequate fo r  a l l  the  w o r ld 's  development

^I b i d . , p . 143.
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needs. "There i s  . . .  a v a s t  d if f e re n c e  between the amount of 

money which can u s e f u l ly  be employed and the  amount of a d d i t io n a l  

e x t e r n a l  debt which the  underdeveloped c o u n t r ie s  can p ro p er ly  

assume."^ In many c a s e s ,  th e se  c o u n t r ie s  d id  not have very  good 

p ro sp ec ts  of being  ab le  to  repay fo re ig n  d e b t .  And s ince  Bank

f in an c in g  must n e c e s s a r i ly  take the form of e x te rn a l  d eb t ,  i t

could only provide a p a r t  of the fo re ig n  c a p i t a l  necessa ry  for 

development.

The Bank agreed th a t  th e re  a re  c a p i t a l  requirem ents  for 

h e a l th ,  s a n i t a t i o n  and o the r  s o c i a l  purposes which a re  in d isp en sab le  

fo r  economic development y e t  which could not y ie ld  a d i r e c t  r e tu r n .

In some of the  poorer c o u n t r ie s  such b a s ic  p r o je c t s  as highway con­

s t r u c t i o n ,  i r r i g a t i o n ,  and land c l e a r in g  might a l so  be non-bankable 

p r o je c t s  because the burden of s e rv ic in g  such debt would be too heavy. 

However, the Bank did no t  f e e l  i t  proper to  comment on the various  

p roposa ls  th a t  had been made to  extend a s s i s ta n c e  fo r  such p ro je c ts  

on a g ra n t  b a s i s .  The d e c is io n  on such proposa ls  was f e l t  to  be a 

m a tte r  fo r  the governments of the donor c o u n t r ie s  to  make.

The Committee of Experts

A fte r  t h i s  d is c u s s io n  of the Rao p ro p o sa l ,  no th ing  s ig n i f i c a n t  

occurred u n t i l  1950, when the S ec re ta ry  General was asked to  appo in t a 

group of experts  to  s tudy  t h i s  problem. This re q u e s t  was made by the 

Economic and S o c ia l  Council in  r e s o lu t io n  290 (XI), Mr, Trygve Lie 

appoin ted  f iv e  well-known e x p e r ts  to  make recommendations as to  what 

could be done to  he lp  the developing  c o u n t r ie s .  The ex p e r ts  were

^I b i d . . p . 99.
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W. A rthur Lewis, Theodore W. S chu ltz ,  A lber to  B a l t r a  C ortez , D. R. 

G adgil,  and George Hakim, who served as chairman of the group. The 

e x p e r t s '  r e p o r t  was p resen ted  to  the General Assembly in  May, 1951.^

This group concluded th a t  a minimum 2 per cen t in c re a se  in 

the  per c a p i ta  n a t io n a l  income of the developing co u n tr ie s  was n eces ­

s a ry .  And in  o rder to  achieve th i s  2 per c e n t ,  they f igu red  th a t  an 

annual c a p i t a l  import or w ell  over $10 b i l l i o n  would be req u ire d .

They turned  to  the e x i s t in g  agencies to  see i f  they might meet 

the need. The I n te r n a t io n a l  Bank, a t  t h a t  tim e, was loaning to  the 

underdeveloped c o u n t r ie s  a t  a r a t e  w ell  below $300 m i l l io n  annua lly .  

Thus, the ex p e r ts  decided th a t  the Bank was no t  beginning to  meet the 

cha l lenge  p re se n te d .  And the re  was a s i g n i f i c a n t  o b s tac le  in  the way 

of in c re a s in g  Bank lend ing . According to  i t s  c h a r t e r ,  the Bank had to  

charge r a t e s  of i n t e r e s t  which would a t t r a c t  funds in  the f in a n c ia l  

m a rk e ts .

The amount th a t  can p r o f i t a b ly  be invested  a t  a 4 per cent 
r a t e  of i n t e r e s t  depends on the amount which is  being spent a t  the 
same time on improving s o c ia l  c a p i t a l ;  and e s p e c ia l ly  on pu b lic  
h e a l t h ,  on educa tion  and on roads and communications. There is  
much to  be done in  th i s  way in  the under-developed c o u n tr ie s  
befo re  they w i l l  be in  a p o s i t io n  to  absorb la rge  amounts of loan 
c a p i t a l . 2

The underdeveloped c o u n tr ie s  obviously  did not have the 

money needed fo r  improving th e i r  s o c ia l  overhead c a p i t a l .  And 

they , j u s t  as obv iously , could not borrow the amount of money

^United N ations ,  Department of Economic A f f a i r s ,  Measures for 
the Economic Development of Under-Developed C ountries  (E/1986/ST/ECA/IO, 
3 May 1951) (New York: 1951).

^ I b i d  . , p . 84 .
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n ecessa ry  fo r  such purposes .  Y et, w ithou t these  b a s ic  f a c i l i ­

t i e s ,  economic development was ex trem ely  d i f f i c u l t .

To meet t h i s  problem, the e x p e r ts  proposed th a t  some 

mechanism be e s ta b l i s h e d  fo r  t r a n s f e r r i n g  g r a n t s - i n - a id  of about 

$3 b i l l i o n  a year  to  the develop ing  c o u n t r i e s .  This was con­

s id e ra b ly  le s s  than 1 per cen t of the n a t io n a l  incomes of Western 

Europe, A u s t r a l a s i a , ,  the United S t a t e s ,  and Canada.

The p r in c ip le  th a t  the  b e t t e r  o f f  should help  to  pay 
fo r  the e d u ca t io n ,  the  m edical s e rv ic e s  and o th e r  p u b lic  
s e rv ic e s  rece iv ed  by the poorer c la s s e s  of the  community i s  
now w e l l  e s ta b l i s h e d  w ith in  every  Member n a t io n  of the United 
N a tions .  The idea  th a t  t h i s  p r in c i p l e  should a l s o  be app lied  
as between r i c h  and poor n a t io n s  i s  r e l a t i v e l y  new. I t  has, 
however, been put in to  p r a c t i c e  on s e v e ra l  o cc a s io n s .^

The ex p e r ts  cau tioned  th a t  they were not proposing  uncon­

d i t i o n a l  a id  handed out l ik e  alms. What they wanted was g ran ts  

linked to  a s p e c i f i c  fu n c t io n  w ith  in t e r n a t i o n a l  v e r i f i c a t i o n  th a t  

th e  funds were used p ro p e r ly .  And to  oversee such a program, the 

ex p e r ts  took no te  of a p roposa l which had been put forward in  the 

United S ta te s  by the I n t e r n a t io n a l  Development Advisory Board. This 

Board had urged the e s tab l ish m en t of an I n t e r n a t io n a l  Development 

A u th o r i ty  under World Bank au sp ic e s .  The United Nations experts  

recommended es tab l ish m en t  of an I n t e r n a t io n a l  Development A uthority  

under United Nations a u sp ic e s .

The ex p e r ts  took note  of the  f a c t  th a t  some c o u n tr ie s  might 

p r e f e r  to  s e t  up b i l a t e r a l  programs fo r  development a s s i s t a n c e .  How­

ev er ,  they f e l t  th a t  i n t e r n a t i o n a l  a d m in is t r a t io n  had d e f in i t e  ad ­

van tages  over such b i l a t e r a l  approaches. For one th in g ,  in t e r n a t i o n a l

^ Ib id ,
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v e r i f i c a t i o n  of expend itu re  would be more acc ep tab le  to  the  r e c e iv in g  

c o u n t r i e s .  Secondly, some of th e  Scandinavian and A u s t ra la s ia n  

c o u n t r i e s '  t r a d i t i o n s  were more in  keeping w i th  in t e r n a t i o n a l  coopera­

t i o n  and such an o rg a n iz a t io n  would save them the  expense of s e t t i n g  

up se p a ra te  o rg a n iz a t io n s  of t h e i r  own.

The fu n c t io n s  of the  A u th o r ity  would be as fo llow s; (1) To 

decide  upon and ad m in is te r  g r a n t s - i n - a id  fo r  s p e c i f i c  purposes and to  

v e r i f y  t h e i r  u t i l i z a t i o n ;  (2) To coopera te  w ith  developing c o u n t r ie s  

in  p re p a ra t io n  and c o o rd in a t io n  o f  p lans  fo r  economic development;

(3) To help  in  implementing development ‘p la n s - -b y  p rocu ring  t e c h n i ­

c a l  personnel and equipment; (4) To make r e p o r t s  on the  p rog ress  of 

the  underdeveloped c o u n t r ie s  and recommendations fo r  f u r th e r  a c t io n .^

The types of p r o je c t s  t h a t  would be e l i g i b l e  fo r  g ra n ts  would 

be: re s e a rc h  and ed u ca t io n ,  p u b l ic  h e a l th  programs, su b s id a t io n  of

farm c r e d i t ,  and improvement of p u b l ic  works. The A u tho rity  would a l s o  

be au th o rized  to  coopera te  w ith  the I n t e r n a t io n a l  Bank in  under tak in g  

p r o j e c t s .  In cases  where s o c ia l  overhead p r o je c t s  could no t meet the 

Bank's s tan d a rd s  fo r  the f u l l  c o s t  of the p r o j e c t ,  the  Bank might 

loan the p a r t  t h a t  was bankable w h ile  the Development A u th o r i ty  would 

make a g ran t  f o r  the  rem ainder.

The e x p e r ts  were unimpressed by the  arguments of many persons 

t h a t  the underdeveloped c o u n t r ie s  were unready to  absorb la rg e  amounts 

of c a p i t a l .  They were "impressed by the  r e s u l t s  achieved during the  

Second World War by programmes o f  ra p id  and in te n s iv e  t r a i n in g  of 

i n d u s t r i a l  w orkers and t e c h n ic ia n s ." ^  There were no b o t t le n e c k s

^ I b i d . , pp. 85-86 . ^ I b i d . , p .  87.
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which could not be overcome, i f  enough money and e f f o r t  were devoted 

to  the  ta s k .

The P re s id e n t  of the  Bank, Mr. Eugene Black, took n o te  o f  the  

p ro p o sa l  of the e x p e r ts  in  h i s  speech to  the Board of Governors in  

1951.

I t  i s  my o p in ion ,  which I  th in k  the  reco rd  adequa te ly  su p p o r ts ,  
t h a t  u n le ss  the  in t e r n a t i o n a l  s i t u a t i o n  d e t e r io r a t e s  f u r t h e r ,  we 
w i l l  be ab le  to  meet a l l  the  c a p i t a l  needs of economic deve lop­
ment in  our member s t a t e s ,  to  the  e x te n t  th a t  those needs ought 
p ro p e r ly  to  be met on a  long-term  loan b a s i s .

In view of the  r e c o rd ,  i t  seems s t ra n g e  indeed th a t  sug­
g e s t io n s  a re  s t i l l  heard t h a t  new ways must be found to  in c re a s e  
many times over the  amount o f  in te rgovernm en ta l loans fo r  develop­
ment pu rposes .  Such s u g g e s t io n s ,  in  my ex p e r ien ce ,  a re  u s u a l ly  
based on la rg e  b u t hazy c a l c u l a t i o n s  of what i s  a v a i l a b l e  and 
what r e a l l y  can be used in  th e  form of loan c a p i t a l  fo r  deve lop­
ment. . . .

I  would l ik e  to  reco rd  my emphatic d isagreem ent w ith  
su g g es tio n s  of t h i s  k in d .  . . .

That i s  no t to  say t h a t  th e re  may no t be o th e r  u s e fu l  
in s trum en ts  in  the f i e l d  of p ro v id in g  c a p i t a l ,  on an i n t e r n a t i o n a l  
b a s i s ,  f o r  economic growth. The id e a  has been advanced, fo r  
i n s ta n c e ,  of an i n t e r n a t i o n a l  a u th o r i ty  to  a l l o c a t e  g ra n ts  fo r  
development. Under p re s e n t  w orld c o n d i t io n s ,  i t  does no t appear 
l i k e l y  th a t  any s i g n i f i c a n t  amount of g ra n t  c a p i t a l  w i l l  be p ro ­
v ided  on a  t r u l y  i n t e r n a t i o n a l  b a s i s ;  bu t the  idea  has m e r i t s  
t h a t  might w e ll  be considered  in  a l a t e r  and h ap p ie r  d a y . l

Black was r e f e r r i n g  to  the I n t e r n a t io n a l  Development A u th o r i ty  which

had been proposed by Nelson R o c k e f e l l e r ' s  I n te r n a t io n a l  Development

Advisory Board.

He re tu rn e d  to  t h i s  theme in  h i s  1952 speech to  the Governors.

He was, th roughout the  d is c u s s io n  on new I n s t i t u t i o n s ,  a rgu ing  th a t

the  Bank was ready to  p lay  a l a r g e r  r o l e .

» Some o f the  p ro p o sa ls  which r e c e n t ly  have been made
env isage  the  c r e a t io n  of a  new f in a n c in g  i n s t i t u t i o n .  I f  new

1
Summary Proceedings of th e  1951 Meeting of the  Board of Gover­

n o rs  of th e  I n te r n a t io n a l  Bank f o r  R econs truc tion  and Development 
(Washington: IBRD, 1951), p. 6.
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arrsngements come in to  e x i s te n c e ,  the Bank w ould, of cou rse ,  
coopera te  w ith  them. But l e t  me p o in t  ou t t h a t  new i n s t i t u t i o n s  
themselves do not c r e a te  sav in g s .  Fundamentally we must work 
w ith  what we have. I  m yself b e l ie v e  very  s t ro n g ly  th a t  the 
Bank i t s e l f  could o p e ra te  e f f e c t i v e l y  as an ins trum ent fo r  
m ob il iz ing  European c a p i t a l ,  and I  doubt th a t  s u f f i c i e n t  con­
s id e r a t io n  has y e t  been given to  the  r o l e  we might p lay  in  t h i s  
r e s p e c t . 1

The s ta tem en t th a t  "new i n s t i t u t i o n s  themselves do no t c r e a te  sav ings"  

came back to haunt Black as i t  was used again  and again  in  o p p o s it io n  

to  the  e s tab l ishm en t of the  I n te r n a t io n a l  Development A ssocia tion  

almost a decade l a t e r .

I t  was B lack 's  p o s i t i o n  th a t  the  I n t e r n a t io n a l  Bank had been

e s ta b l i s h e d  as an in t e r n a t i o n a l  o rg a n iz a t io n ,  a s p e c ia l iz e d  agency of

the United N ations, fo r  the  purpose o f  r e c o n s t ru c t in g  and developing

the  war-ravaged world. Why no t use i t  f o r  t h a t  purpose? In one

of the  most e loquent passages  from B la c k 's  many speeches and w r i t in g s

he argued h is  case fo r  the Bank.

Economic development i s  an im portan t o b je c t iv e  fo r  the e n t i r e  
community o f  n a t io n s .  I t  i s  im portan t to  l e s s  developed c o u n t r ie s  
in  terms of p ro d u c tio n ,  of s tanda rds  of l i v in g  and of con tinu ing  
n a t io n a l  growth. I t  i s  no t  l e s s  im portan t to  c o u n t r ie s  t h a t  a l ­
ready  have reached a h igh s tag e  of development. Their  own l i v e ­
lihood and t h e i r  own fu tu r e  depend on the  p ro g re s s iv e  expansion 
o f  world p roduction  and commerce.
. . ; Not long ago, the world emerged from a g re a t  war which made 
i t  n ece ssa ry ,  in  many a r e a s ,  to  suspend normal p rocesses  of 
economic growth. The n a t io n s  have had to  engage in  tremendous 
e f f o r t  and to  spend enormous sums of money to  r e p a i r  the  lo ss  of 
those  y e a r s .  Surely  we would now c o u r t  d i s a s t e r  i f  economic de ­
velopment were again  to  be t r e a te d  as a secondary problem and 
more years  were to  be l o s t .

Let me conclude by r e s t a t i n g  w hat, as I  see i t ,  we are  
a l l  seeking in  t h i s  p rocess  of economic development. Expanding 
world commerce and h igher  l iv in g  s tan d a rd s  a re  phrases  t h a t  mean

^Summary Proceedings of the 1952 Meeting of the Board of Gover­
nors of the International Bank for Reconstruction and Development 
(Washington: IBRD, 1952), p. 9.
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something im p o rtan t ,  bu t they may obscure th e  f a c t  th a t  bo th  the  
source and the  o b je c t  of our e f f o r t s  i s  the  in d iv id u a l  human
be ing .  In  him is  the  motive power of what we can do, and fo r  him
are  the  rewards o f  what we can accomplish.

More c l e a r l y  today than ever b e fo r e ,  we know what hap­
pens when men l i v e  and are  t r e a te d  as m asses, as s t a t i s t i c s ,  as 
se rv an ts  of p r iv i le d g e d  c la s s e s  or as c r e a tu r e s  of the s t a t e .
A ll during  our l i f e t i m e s ,  we have seen them e ru p t  in  r i o t  and
bloodshed; we have seen them hypnotized and d r iven  to  s e l f -
d e s t ru c t io n  in  war. The t h r e a t  t h a t  face s  us today does n o t l i e  
in  the w i l l f u l l n e s s  of a few men; i t  l i e s  in  t h e i r  a b i l i t y  to  
c o n t ro l  people in  masses, and to  appeal to  o th e r  masses who 
may be w i l l i n g  to  exchange one form of su b ju g a t io n  fo r  a n o th e r .

In  t h a t  p e r s p e c t iv e ,  economic development can be one of 
the most s i g n i f i c a n t  and c o n s t ru c t iv e  a c t i v i t i e s  o f  our tim e. 
Through development, we can help  g ive  men a chance to  s a t i s f y  
t h e i r  a s p i r a t i o n s  no t as a mob bu t as i n d iv id u a l s .  For one of 
the s t r i k i n g  c h a r a c t e r i s t i c s  o f  a developed s o c ie ty  i s  the  g re a t  
v a r ie ty  of cho ice  i t  can o f f e r  to  in d iv id u a l s ;  a choice  no t merely 
of one 20th  cen tu ry  convenience over a n o th e r ;  bu t a choice of work, 
of c a r e e r s ,  of l i v in g  p la c e s ,  of ideas  and o f le a d e r s h ip .

V a r ie ty  of choice i s  one of the  th in g s  we a re  t a lk in g  
about when we t a l k  about freedom. In  f a r  too much of the  world 
today, t h i s  element of freedom does no t  e x i s t .  Men a re  l i k e l y  to  
th in k  they have a choice only between ex trem es; between slow 
s t a r v a t io n  and quick  re v o lu t io n ;  between complete i n e r t i a  and 
regimented obedience to  p o l i t i c a l  le a d e rs  who themselves may 
re p re s e n t  ex trem es.^

Black was speaking fo r  a middle road between slow s t a r v a t io n  and

quick r e v o lu t io n .  He had seen the r e s u l t s  of r e v o lu t io n a ry  economic

development in  Germany, Japan and R u ss ia .  He and those  who agreed

w ith  him wanted to  give co u n tr ie s  ano ther  a l t e r n a t i v e - - s o  t h a t  they

might, w ith  o u ts id e  a id ,  develop qu ick ly  bu t p e a c e fu l ly .  Black saw

economic development as a process th a t  should be c a r e fu l ly  p lanned ,

soundly f in an c ed ,  and competently guided. People of th i s  p ersuas ion

are  convinced th a t  o u ts id e  c a p i t a l  can have a very  b e n e f i c i a l  e f f e c t

on the p rocess  o f  economic growth, i f  such o u ts id e  c a p i t a l  i s  soundly

ad m in is te red .  They pu t economic c o n s id e ra t io n s  ahead of s h o r t - ru n

p o l i t i c a l  advantages because they b e l ie v e  th a t  a prosperous world i s

^Summary Proceedings of the  1951 Meeting . . pp. 7-10.
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" f a r  more s ta b le  and p eac e fu l  than the one around us today.

D espite  the p le a s  of Black and those who agreed w ith  him, 

however, th e re  was con tin u in g  p re ssu re  from the developing  n a t io n s  

to  bypass the I n t e r n a t io n a l  Bssnk and s e t  up a new United N ations agency.

The O rigin  of SUNFED

The seven th  se s s io n  of the General Assembly passed r e s o lu t io n  

622 A on December 21, 1952 which endorsed a re q u e s t  of the Economic 

and Socia l Council fo r  a d e ta i le d  p lan  for a s p e c ia l  fund fo r  f inanc ing  

economic development. The S ec re ta ry  G eneral,  Mr. Trygve L ie ,  appointed 

a committee of 9 composed of Mr. S. Amjad A ll  of P a k is ta n ;  Mr. Fernand 

Baudhuin of Belgium; Mr. C. V. Brarasnaes of Denmark; Mr. Miguel 

Cuaderno of the  P h i l l i p i n e s ;  S ir  C y r i l  Jones of England; Mr. Leo 

Mates of Y ugoslav ia ; Mr. Hernan Santa Cruz of C h ile ;  Dr. Eduardo 

Suarez of Mexico; and Mr. Wayne C. Taylor of the United S ta t e s .

The members of the Committee made no recommendation as to 

whether such a Fund should be e s ta b l i s h e d .  They were merely i n t e r ­

es ted  in  drawing a b lu e p r in t  fo r  a s u c c e s s fu l  agency, should the United 

Nations decide to  e s t a b l i s h  i t .  They were ad d ress in g  the same problem 

faced by the Sub-Commission on Economic Development; th a t  i s ,  the need 

fo r  non-commercial c a p i t a l  in  the form of g r a n t s - i n - a i d ,  or long-term , 

lo w - in te r e s t  loans .

The Committee recommended th a t  the Fund should depend fo r  i t s
2

main budget on v o lu n ta ry  c o n t r ib u t io n s  on the p a r t  of governments.

^I b i d . ,  p . 10.

^United N ations , Department of Economic A f f a i r s ,  Report on a
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However, they  a ls o  recommended th a t  th e  a d m in is tra to rs  o£ th e  Fund

should be a u th o r iz e d  to  accept nongovernmental o r  p r iv a t e  c o n t r ib u t io n s

in  a d d i t io n  to  c o n t r ib u t io n s  by governments. They encouraged the  Fund

to  appeal fo r  such c o n t r ib u t io n s  and made a p le a  fo r  n a t io n s  to  d e c la re
1such c o n t r ib u t io n s  tax  d e d u c t ib le .

In the  a u t h o r 's  op in ion , i t  u n fo r tu n a te  th a t  such a p ro ­

v is io n  has never been mede in the e s tab l ish m en t  of any in t e r n a t i o n a l  

a id  agency. There i s  a p o s s i b i l i t y  of a c i t i z e n  response th a t  has 

never been tapped in  the d r iv e  fo r  economic development. But those  p e r ­

sons who a re  f a m i l i a r  w ith  the enthusiasm  genera ted  by War Bond D riv es ,  

Bonds fo r  I s r a e l  Campaigns, e t c .  can t e s t i f y  to  the p u b l i c ' s  w i l l i n g ­

ness  to  su b sc r ib e  to  resp ec ted  causes .  Member governments would want 

the r i g h t  to  r e fu s e  such s o l i c i t a t i o n - - b u t  t h i s  would probably  no t be 

an o b s ta c le  in  the case of IDA.

There has been a p roposa l t h a t  the  I n te r n a t io n a l  Development 

A sso c ia t io n  should launch such a campaign. An English  o rg a n iz a t io n  

has made a p ro p o sa l  to  s e t  up p r o je c t s  f o r  a  Peace Investment T ru s t  and

to  ga th e r  n ic k e l s  and d im es--ra ised  a l l  over the  w orld--which would be
2

Inves ted  in  bonds issued  by the IDA. The Charter allows the IDA to  

borrow funds b u t  the o rg a n iz a t io n  could no t pay i n t e r e s t  on the funds 

borrowed s ince  i t  does not c o l l e c t  i n t e r e s t  on i t s  loans .  And th e re  i s  

no need to  r a i s e  funds fo r  the World Bank by c o l l e c t in g  n ic k e ls  and

S pec ia l  United N ations Fund fo r  Economic Development—Submitted by a 
Committee Appointed by the S ecre ta ry -G en era l  (E/2381, 18 March 1953)
(New York, 1953), p,  12,

^ Ib id . . p. 10.
2

In te rv iew  w ith  Mrs. S h ir ley  Boskey, Development S erv ices  S t a f f ,  
IBRD, January 24, 1963.
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dimes because the Bank can r a i s e  a l l  the funds i t  can p ruden tly  use, 

in  the c a p i t a l  m arke ts ,  in  much more manageable o p e ra t io n s .  Thus, 

t h i s  idea  proposed by the Committee of Nine a décade ago, has never y e t  

been t r i e d .

The Committee made recommendations about the s t r u c tu r e  of the 

S p ec ia l  Fund as fo llo w s : The Fund should no t be e s ta b l is h e d  u n t i l

a t  l e a s t  $250 m i l l io n  had been pledged by a t  l e a s t  30 governments; the 

fund should make both  long-term , lo w - in te r e s t  loans and g r a n t s - in - a id ;  

the  Executive Board would be made up of an equal number of r e p re s e n ta ­

t iv e s  from the major c o n t r ib u to r s  and the o the r  governments; and no 

mechanism of weighted vo tin g  should opera te  in  the Board. This l a s t  

recommendation has been a se r ious  stum bling b lo ck  in  a l l  a t tem pts  to  

s e t  up a development fund under United N ations au sp ic e s .  The r i c h  n a ­

t io n s  of the world a re  asked to  c o n t r ib u te  funds to  an agency whose 

p o l i c i e s  they would no t  be ab le  to  determ ine as they now determine 

World Bank p o l ic y .  This p lan  has been h a i le d  w i th  enthusiasm by a l l  the 

underdeveloped n a t io n s  bu t the United S ta te s  has looked on i t  w ith  con­

s id e ra b ly  le ss  f e rv o r .

The Committee recommended th a t  any investm ent p ro je c ts  which 

could not o therw ise  be financed should q u a l i fy  fo r  c o n s id e ra t io n  by the 

Fund. They po in ted  out th a t  although n o n - s e l f - l i q u id a t in g  p ro je c ts  

might w e ll  c o n s t i t u t e  a s ig n i f i c a n t  p a r t  of th e  Fund 's  o p e ra t io n s ,  i t s  

scope should no t be l im ited  to  such o p e ra t io n s .  The Committee went on 

to  say th a t  the  Fund should be ab le  to  finance  revenue producing p ro ­

j e c t s . ^  This recommendation would seem to  put the S pec ia l Fund in

^United N ations Report on a S pec ia l U nited Nations Fund for 
Economic Development, p . 20.
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com petit ion  w ith  the I n t e r n a t io n a l  Bank and th i s  i s  j u s t  the way many 

people saw i t  a t  the tim e.

The Scheyven Reports

The e ig h th  se s s io n  of the General Assembly-,- he Id in  T953, 

asked the member governments of the United Nations and the s p e c ia l iz e d  

agencies to  comment on the  p roposa l fo r  SUNFED. Mr, Raymond Scheyven, 

of Belgium, was asked to  p repare  a re p o r t  on the a t t i t u d e s  of govern­

ments toward e s tab l ish m en t of a S pec ia l Fund. Mr. Scheyven p resen ted  

h i s  re p o r t  in  August, 1954.^

The re p o r t  made q u i t e  a p o in t  of the World Bank's l im i t a t i o n s  

in  f inanc ing  n o n - s e l f - l i q u id a t in g  p r o je c t s .  By v i r t u e  of the  f a c t  th a t  

the Bank must eva lua te  a c o u n t ry 's  a b i l i t y  to  repay debt in  hard  c u r ­

rency, th e re  a re  many c o u n t r ie s  which a re  unable to  meet banking s ta n d ­

a rd s .  And th i s  means th a t  "many p ro je c ts - - e v e n  p ro je c t s  of very  g rea t  

importance from the p o in t  of view of economic developm ent--cannot be 

financed by the Bank.

There was gen era l  agreement on th i s  p o in t  among the members of 

the United N ations. But th e re  was a sharp s p l i t  as to  how t h i s  problem 

should be so lved . One group of c o u n t r ie s ,  those considered  to  be under­

developed, urged immediate c re a t io n  of a S p ec ia l  Fund. A second group 

of c o u n t r ie s - - in c lu d in g  the F ed e ra l  Republic of Germany, Canada, the 

United S ta te s  of America, New Zealand, the United Kingdom, Sweden and 

Sw itze rland--m ain ta ined  th a t  p rog ress  must be made in  disarmament befo re

^United N ations ,  G eneral Assembly, S p ec ia l  United N ations Fund 
fo r  Economic Development (A/2728, August 10, 1954) (New York, 1954).

2 l b i d . .  p. 10.
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any c o n t r ib u t io n  could be made to  f in an c in g  a S pec ia l  Fund. The th i r d  

group of coun tr ies --w fi ich  included Denmark, I t a l y ,  Norway, '^he N ether-  - 

lan d s ,  Belgium, F rance , Japan, and Luxembourg--expressed the view th a t  

i t  would be r e g r e t t a b l e  to  make the  c r e a t io n  of SUNFED con tingen t upon 

a re d u c t io n  in  armament c o s t s ,  and d ec la red  themselves ready to  con­

t r i b u t e  to  the Fund.^

se s s io n  on December 11, 1954. This r e s o lu t i o n  reques ted  th a t  Mr. 

Scheyven p repa re  a fu r th e r  r e p o r t  on the  e s ta b l ish m e n t  of SUNFED. This 

Mr. Scheyven d id .  His second r e p o r t ,  dated  May 23, 1955, con ta ined  

some f u r th e r  recommendations as to  the  s t r u c t u r e  of the Fund. This r e ­

p o r t  con ta ined  a c l e a r  s ta tem ent th a t  the  S p ec ia l  Fund should only make

investm ents  which could not be f inanced  by p r iv a t e  c a p i t a l  or by the
2

I n t e r n a t io n a l  Bank. The S pec ia l  Fund would provide g ran ts  or loans 

repayab le  in  lo c a l  currency , bu t would have no a u th o r i ty  to  make so -  

c a l le d  "fuzzy" loans .  This second r e p o r t  of Mr. Scheyven c a l le d  fo r  

c lo se  c o o p e ra tio n  between the I n t e r n a t io n a l  Bank and SUNFED. A p ro p o sa l  

was made th a t  the  two agencies coopera te  on the same p r o je c t .  The 

Bank could make a loan on conven tiona l  terms and the Spec ia l Fund could 

make a g ran t  fo r  the rem ainder. This i s  n o t  u n l ik e  the arrangement 

th a t  has been worked out between the I n t e r n a t io n a l  Bank and the 

IDA in  s e v e ra l  c o u n t r i e s .  A ll  in  a l l ,  t h i s  second Scheyven r e p o r t  was 

much more cogn izan t of the c o n t r ib u t io n  of the  World Bank than was the 

r e p o r t  p repared  by the Committee of Nine.

^ Ib id . .  pp. 15-16.

^United N ations , General Assembly, S p ec ia l  United N ations Fund 
fo r  Economic Development (A/2906, May 23, 1955) (New York, 1955), p.  4.



29

The Impact of SUNFED 

Debate on the d e s i r a b i l i t y  of e s t a b l i s h in g  SUNFED continues  to  

t h i s  day. C r i t i c s  have charged th a t  i f  the  United Nations e s ta b l is h e d  

SUNFED i t  would have th e  Soviet Union in  i t  and th a t  t h i s  would ru in  

the o p e ra t io n  from the  beginning . I t  was f e l t  t h a t  the  United S ta te s  

Congress would be r e l u c t a n t  or unw ill ing  to  a p p ro p r ia te  funds fo r  any 

agency which would d ispense  a id  t s  csmnur.ist c o u n t r ie s  or have com­

munist c o u n t r ie s  on i t s  board . O f f ic ia l s  in  the U nited S ta te s  were 

not too e n t h u s i a s t i c  about the f a c t  th a t  the United S ta te s  Government 

would have had to  p rov ide  most a l l  the money fo r  SUNFED, because ex­

pe rience  has been th a t  the Russians have not c o n t r ib u te d  s ig n i f i c a n t l y  

to  e i t h e r  the T echn ica l A ss is tance  Program of the  United N ations or 

o ther  such programs. There was a lso  a f e e l in g  in  the  United S ta te s  

Government t h a t  the United Nations could not ad m in is te r  such a p ro ­

gram. As one o f f i c i a l  in  the Treasury Department put i t ,  " I f  SUNFED 

had been e s t a b l i s h e d ,  i t  would have been one more o rg a n iz a t io n  c rea ted  

which would have spen t money incom peten tly ."^

The I n t e r n a t io n a l  Bank opposed the  e s tab l ish m en t  of SUNFED b e ­

cause of i t s  p o l i t i c a l  ad m in is tra t io n --w h ich  i t  was f e l t  would be poor 

a d m in is t r a t io n .  The United Nations i s  a p o l i t i c a l  o rg a n iz a t io n .  V ar i­

ous a id -g iv in g  c o u n t r ie s  might put p ressu re  on the a d m in is t r a to r s  of 

SUNFED to  favor c e r t a i n  c o u n tr ie s  in  the g ra n t in g  of loans . Economic 

c o n s id e ra t io n s  might become unim portant in  such a s i t u a t i o n .  However, 

the Bank's main o b je c t io n  to  SUNFED was based on the  f a c t  th a t  SUNFED 

was going to  g ive  le n ie n t  loans. Everybody would have gone to  SUNFED

^In terv iew  w ith  an o f f i c i a l  of the  U. S. Treasury  Department, 
January 17, 1963.
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fo r  f in a n c in g .  The only way the Bank would agree to  having ano ther  

type of money a v a i la b le  was to  have i t  in  the  same b u i ld in g ,  w ith  the 

same men making d e c is io n s  on World Bank loans and the le n ie n t  loans. 

This i s  the  so lu t io n  th a t  was f i n a l l y  adopted w ith  the es tab l ishm en t 

of the  I n te r n a t io n a l  Development A sso c ia t io n .

There was cons ide rab le  c r i t i c i s m  of SUNFED on o the r  p o in t s ,

a l s o .  One p o in t  of c r i t i c i s m  was the p lan to  give each country one

vote  in  the  d e l ib e r a t io n s .

This i s  p la in ly  regarded as the  id e a l  s o lu t io n  by the  under­
developed co u n tr ie s  them selves. I t  i s  no t unkind to  suggest 
t h a t  they may be p a r t l y  in f luenced  by the thought th a t  they 
would g e n e ra l ly  be ab le  to  command a m a jo r i ty  of the votes in  
such an o rg a n iz a t io n .  They seem to  envisage a complete s p e c i a l i ­
z a t io n  of fu n c t io n s ,  the donor n a t io n s  s o le ly  concerned w ith  the 
g iv ing  and the r e c e iv in g  n a t io n s  w ith  the d isp o sa l  of the funds.^

Although the q u es tio n  o f  v o t in g  s t r e n g th  was im portant in  the 

United S t a t e s '  p o s i t io n  on SUNFED, i t  i s  the a u th o r 's  d i s t i n c t  im pres­

s io n  t h a t  the United S t a t e s '  p o s i t io n  was based more on competence than 

on v o t in g  s t r e n g th .  The United S t a t e s '  view i s  th a t  the World Bank has 

competent people to  do the work and th a t  they overcome many problems 

by only ta k in g  on s p e c i f i c  p r o j e c t s .  Thus, i f  the re  had to  be a new 

i n t e r n a t i o n a l  agency, the United S ta te s  would much p re fe r  i t  under the 

Bank than under the United N ations.

H arlan Cleveland ob jec ted  to  SUNFED because the p roposa l did 

not contem plate  a s tro n g  d i r e c t o r .  Cleveland f e e l s  th a t  " the  World 

Bank, which i s  e s s e n t i a l l y  run ,  not by i t s  Board, bu t by P re s id en t  

Eugene Black and h i s  s t a f f " ^  was a b e t t e r  p a t t e r n  to  fo llow . Again,

1In te rv iew  w ith  Mr. Eugene R. Black, March 13, 1963.

^ Sh o n f ie ld ,  p. 100.

^Harlan Cleveland in  an In t ro d u c t io n  to  Commander S ir  Robert
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he c r i t i c i z e d  the p roposa l  th a t  "SUNFED, l ik e  an i n t e r n a t io n a l  Com­

munity Chest, would be dependent on annual c o n t r ib u t io n s  by i t s  mem­

bers  in s te ad  of s t a r t i n g  l i f e ,  as an investm ent o rg a n iz a t io n  should , 

w ith  a n es t-eg g  of c o n t r ib u te d  c a p i t a l . " ^

Andrew Shonfie ld  has e lab o ra ted  a charge made e a r l i e r  th a t

the United Nations simply could not adm in is te r  such a scheme.

Nc doubt i t  would be able  to  dole out money to  the poor c o u n tr ie s  
each year on some simple c r i t e r i o n - - e . g. equa l shares  fo r  a l l  or 
some system of w eigh ting  accord ing  to  s iz e  o f  p o p u la tio n ,  or even 
according to  n a t io n a l  income. But the United Nations as i t  now 
stands is  no t an execu tive  organ which i s  capable of e x e rc is in g  
d is c r im in a t in g  and purposefu l c o n t ro l  over a development program 
of t h i s  magnitude. And i f  i t  were ab le  to  do so, the under­
developed c o u n tr ie s  . . . would almost c e r t a i n l y  l ik e  i t  no b e t t e r  
than they l ik e  the  World Bank or the I n t e r n a t io n a l  Development 
A s s o c ia t io n .2

P ro fesso r  Benham gave a l i t t l e  more p o s i t i v e  view of SUNFED,

He argued th a t  the most e f f e c t iv e  way of in c re a s in g  economic aid  

would be to  s e t  up SUNFED. The underdeveloped c o u n t r ie s  liked the 

idea  " p a r t ly  because they would have had some vo ice  in  i t s  a f f a i r s ;  

they have no voice  in  the a f f a i r s  of an i n s t i t u t i o n  such as the 

I n te r n a t io n a l  Development A ssoc ia t ion .  . . . They welcomed i t  a l s o  

because i t s  a id  would have co n s is ted  p a r t l y  of o u t r ig h t  g ra n ts ,  

whereas, IDA's c h a r t e r  s p e c i f i c a l l y  p r o h ib i t s  g ra n ts .

Although SUNFED was never e s ta b l i s h e d ,  the p ressu re  for such 

an agency has had s i g n i f i c a n t  in f lu e n c e .  Mr. Eugene Black has s ta t e d

G. A. Jackson, The Case fo r  an In te r n a t io n a l  Development A uthority  
(Syracuse: Syracuse U n iv e rs i ty  P re ss ,  1959), p . 11.

^I b id .

^Shonfie ld ,  p. 101.

^ F rede ric  Benham, Economic Aid to .U nderdeveloped Countries 
(London: Oxford U n iv e rs i ty  P ress ,  1961), pp. 106-107,
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th a t  " the  I n t e r n a t io n a l  Development A sso c ia tio n  was r e a l l y  an idea  to  

o f f s e t  the urge fo r  S U N F E D . T h i s  view has a l s o  been expressed  to  

the au thor by o f f i c i a l s  of the United S ta te s  Treasury  Department.

Benjamin Higgins b e l ie v e s  th a t  " the  p re s su re  fo r  SUNFED had 

two r e s u l t s .  F i r s t ,  in  October 1958 the United N ations S p e c ia l  Fund 

was e s ta b l i s h e d .

A more r e c e n t  response . . .  i s  the  I n t e r n a t io n a l  Development 

A s s o c ia t io n .

The e s tab l ish m en t  o f  these  two new o r g a n iz a t io n s ,  the United 

N ations S p ec ia l  Fund, under the le a d e rsh ip  of Paul Hoffman, and the 

IDA, w i th in  the World Bank, have reduced bu t not e l im in a ted  the p lea  

of the  underdeveloped co u n tr ie s  fo r  SUNFED.

The p roposa l has never had much appea l to  the  United S ta te s  

of America where the  I n te r n a t io n a l  Development A sso c ia t io n  idea has 

been p ic tu re d  as more r e a l i s t i c .  I t  i s  to  the d is c u s s io n  of IDA, 

in  the United S t a t e s ,  th a t  we now tu rn .

^ In te rv iew , March 13, 1963.
2Benjamin H igg ins ,  United N ations and U. S. F ore ign  Economic 

P o licy  (Homewood, I l l i n o i s ;  Richard D. Irw in , I n c . ,  1962), pp. 89-90.
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THE UNITED STATES AND THE INTERNATIONAL 

DEVELOPMENT ASSOCIATION

The Gordon Gray R epo rt

On March 31, 1950, P r e s id e n t  Truman a sk ed  Mr. Gordon-G ray to  

u n d e rta k e  a  s tu d y  o f  U h lted  S ta te s  f o re ig n  econom ic p o l i c i e s  and 

p rogram s. In  h i s  r e p o r t  to  th e  P r e s id e n t ,  Mr. Gray p o in te d  o u t t h a t  

th e  Korean c o n f l i c t  and i t s  d r a in  on U n ited  S t a t e s '  r e s o u rc e s  had 

made i t  im p e ra tiv e  t h a t  U n ited  S t a t e s '  a id  b e  "ch a n n e led  t o  th o se  

a r e a s  and f o r  th o s e  p u rp o se s  w here r e a s o n a b le  pe rfo rm ance  in  th e  

p o l i t i c a l  and econom ic f i e l d s  can be a c h ie v e d . I t  i s  im p o r ta n t , 

from  t h i s  s ta n d p o in t  a s  w e ll  a s  from  o th e r s ,  to  d e v e lo p  a s  f a r  as 

p o s s ib l e ,  a  c o o p e ra tiv e  and m u l t i l a t e r a l  app roach  t o  f o re ig n  p ro ­

g ram s."^  Gray recommended t h a t  th e  U n ited  N a tio n s  and i t s  a s s o c ia te d  

a g e n c ie s  be u se d  as  a g e n ts  f o r  U n ited  S t a t e s '  a s s i s t a n c e ,  where 

p o s s ib le .

The u n d e rd ev e lo p ed  c o u n tr ie s  needed  f irm  g u id an ce  in  th e  use  

o f  o u ts id e  a id .  B u t, th e s e  c o u n tr ie s  f e a r e d  such gu id an ce  from  th e  

U n ite d  S ta te s  b e c au se  i t  smacked o f  in te r v e n t io n  in  t h e i r  a f f a i r s .

^Gordon G ray, R ep o rt t o  th e  P re s id e n t  on F o re ig n  Economic 
P o l i c i e s  (W ashington; U. S. Government P r in t i n g  O f f ic e ,  November 10, 
1950 ), p. 1%*
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An i n t e r n a t i o n a l  ap p roach  was th e  o n ly  p r a c t i c a l  way to  have th e  

g u idance  w hich was so e s s e n t i a l  and e sca p e  c h a rg e s  o f  i m p e r i a l i s t i c  

m eddling .

Gray a rg u e d  t h a t  t h e r e  was a  v e ry  g r e a t  need  f o r  exp an sio n  

o f  p r iv a t e  in v e s tm e n t in  th e  d e v e lo p in g  a r e a s .  And p r iv a t e  i n v e s t ­

ment was c o n s id e re d  t o  he  th e  most d e s i r a b le  m ethod o f  d e v e lo p in g  

c o u n tr ie s  b e c a u se  i t  c a r r i e s  w ith  i t  t h e  t e c h n o lo g ic a l  and adm in i­

s t r a t i v e  s k i l l s  n e c e s s a ry  f o r  s u c c e s s . However, t h e r e  w ere v e ry  

g r e a t  o b s ta c le s  t o  in c r e a s in g  p r iv a te  in v e s tm e n t—th e  param ount one 

b e in g  th e  s t a t e  o f  i n t e r n a t io n a l  t e n s io n s  e x i s t i n g  a t  th e  tim e . A lso , 

th e  la c k  o f  b a s ic  f a c i l i t i e s  which t y p i f i e s  th e  u n d erd ev e lo p ed  

c o u n try  was c o n s id e re d  a  s in g u la r ly  im p o r ta n t d e te r r e n t  to  in c re a s e d  

p r iv a t e  in v e s tm e n t f lo w s. And th e s e  b a s ic  f a c i l i t i e s  a re  n o t a t t r a c ­

t i v e  to  p r iv a t e  e n t e r p r i s e  b ecau se  th e y  do n o t y i e l d  a  d i r e c t  f in a n ­

c i a l  r e tu r n  o r  y i e l d  a  r e tu r n  o n ly  o v e r  a  lo n g  p e r io d  o f  t im e .

Gray f e l t  t h a t ,  i n  view  o f  th e  need  f o r  s o c ia l  overhead  

p r o je c t s  and th e  r e lu c ta n c e  o f  p r iv a t e  c a p i t a l  t o  u n d e rta k e  th e s e  

p r o j e c t s ,  th e  U n ited  S ta te s  shou ld  maJse p u b l ic  fu n d s a v a i l a b le  f o r  

th e s e  c r u c i a l  f a c i l i t i e s .  And, in  l i g h t  o f  th e  l im i t a t i o n s  in h e re n t  

in  b i l a t e r a l  a s s i s t a n c e  p rogram s. Gray made q u i te  a  s tro n g  c a se  f o r  

an i n t e r n a t io n a l  agency  t o  h a n d le  such an u n d e r ta k in g . Thus, th e  

groundwork was l a i d  f o r  th e  I n te r n a t io n a l  Developm ent A dv iso ry  Board 

w hich was t o  fo llo w  Gordon G ra y 's  r e a s o n in g  and recom m endations and 

come up w ith  a  s p e c i f i c  p ro p o s a l  f o r  an  I n t e r n a t io n a l  Development 

A u th o r ity . I t  i s  to  th e  d e l ib e r a t io n s  o f  th e  I n te r n a t io n a l  Development 

A dv iso ry  B oard t h a t  we now tu r n .



35

The I n t e r n a t io n a l  Development 
A d v iso ry  Board

Mr. H a rla n  C le v e la n d  g iv e s  c r e d i t  to  N elson R o c k e fe l le r  and 

h i s  I n t e r n a t io n a l  Developm ent A d v iso ry  B oard , a  com m ittee o f  c i t i z e n s  

a p p o in te d  by  P re s id e n t  Truman, f o r  f i r s t  s u g g e s tin g  an I n t e r n a t io n a l  

Development A s s o c ia t io n . T h is  B oard p o in te d  ou t t h a t  we had  b an k s to  

make h a rd  lo a n s  and f o re ig n  a id  a g e n c ie s  to  g iv e  funds away, b u t  no 

m ach inery  f o r  em ploying th e  te c h n iq u e s  w hich la y  betw een p u re  lo a n s  

and pu re  g r a n t s .  And t h i s  g roup  m a in ta in e d  t h a t  th e r e  w ere a  g r e a t  

number o f  p r o je c t s  w hich c o u ld  n o t d em o n stra te  th e  p a y -o u t n e c e s s a ry  

f o r  a  World Bank lo a n  and w hich c o s t  to o  much to  be  in c lu d e d  in  a  

g r a n t  program  o f  t e c h n ic a l  a s s i s t a n c e .^

P r e s id e n t  Truman h ad  a p p o in te d  t h i s  Board in  November, 1930, 

to  make recom m endations i n  th e  f i e l d  o f  fo re ig n  economic p o l ic y .  

N elson  R o c k e fe l le r  se rv e d  a s  chairm an  o f  th e  g roup. O ther members 

w ere R o b ert P. D a n ie l, H arvey S. F i r e s to n e ,  J r . , James W. G erard ,

John A. Hannah, M argaret H ickey , Lewis G. H ines, B e r th a  C. Jo sep h , 

Thomas P a r ra n , C la ren ce  Poe, Jacob  S. P o to fsk y , John L. Savage, and 

C h a rle s  L. W heeler. The g roup  re a c h e d  an unanimous d e c is io n  t h a t  th e  

U n ited  S t a te s  sh o u ld  ta k e  th e  le a d  in  e s t a b l i s h in g  an I n te r n a t io n a l  

Development A u th o r ity .

The B oard was le d  t o  t h i s  d e c is io n  upon v iew ing  th e  la c k  o f  

s o c ia l  o v erh ead  f a c i l i t i e s  in  th e  underdeve loped  c o u n tr ie s .  And th e y  

f e l t  t h a t  " p ro g re s s  in  th e  p ro d u c tio n  o f  food , raw m a te r i a l s ,  and

H a rla n  C lev e lan d  in  an In tr o d u c t io n  to  Commander S i r  R obert 
G. A. Ja c k so n , The Case f o r  an  I n te r n a t io n a l  Development A u th o r ity ,  
p . 7-



36

m an u fa c tu re s  m ust move a lo n g  w ith  th e  c o n s t r u c t io n  o f  h ighw ays, th e  

improvement o f  r a i l  and p o r t  f a c i l i t i e s ,  th e  e x p a n sio n  o f  e l e c t r i c  

power f o r  f a c t o r i e s ,  and i r r i g a t i o n  to  b r in g  i n  new farm  la n d s .

U n less  th e s e  ty p e  p r o j e c t s  w ere u n d e rta k e n  t h e r e  w ould be  no s u c c e s s  

in  com m ercial v e n tu r e s  and a tte m p ts  t o  r a i s e  l i v i n g  s ta n d a rd s  would 

b e  f r u s t r a t e d .

These im provem ents in  t r a n s p o r t a t i o n ,  power and i r r i g a t i o n  

w ere p ic tu r e d  a s  b e in g  so ex p e n siv e  t h a t  th e y  w ere beyond th e  f i n a n c i a l  

r e s o u rc e s  o f  t h e  d e v e lo p in g  c o u n t r i e s .  Even w ith  a s s i s t a n c e  from  th e  

th e n  e x i s t in g  le n d in g  i n s t i t u t i o n s ,  such  p r o j e c t s  w ere beyond th e  

re a c h  o f  many o f  th e  poor n a t io n s .  And th e s e  p r o j e c t s  w ere o f te n  

such t h a t  no d i r e c t  income was p roduced  f o r  many y e a r s  and even  i f  

incom e was p ro d u ced  th e r e  was th e  p roblem  o f  c o n v e r t in g  i t  i n to  

fo re ig n  exchange t o  rep a y  o v e rs e a s  i n v e s to r s .  By t h e i r  v e ry  n a tu r e ,  

th e s e  p r o je c t s  had  no a p p e a l f o r  p r iv a t e  c a p i t a l  and t h a t  p r e s e n te d  

th e  problem .

What w ould be  th e  m ost e f f i c i e n t  way o f  f in a n c in g  th e s e  p u b l ic  

w orks? The B oard  recommended a  s te p p e d  up b i l a t e r a l  lo a n  program  f o r  

some o f  th e s e  p r o j e c t s  b u t  w arned t h a t  many o f  them  c o u ld  n o t  be 

f in a n c e d  on a  lo a n  b a s i s .  "Our c o n s id e re d  judgem ent i s  t h a t  such pub­

l i c  works can b e  m ost e f f e c t i v e l y  f in a n c e d  and d ev e lo p ed  th ro u g h  a  

w ell-m anaged  i n t e r n a t i o n a l  agency .

The re a s o n s  g iv en  f o r  fa v o r in g  an i n t e r n a t i o n a l  agency  w ere

^ P a r tn e r s  i n  P ro g re s s —A R ep o rt t o  th e  P re s id e n t  by  th e  
I n te r n a t io n a l  Developm ent A dv iso ry  B oard (W ash ing ton ; U. S.
Government P r in t i n g  O f f ic e ,  M arch, 1 9 $ l ) ,  p . 71«

2Ib id ., p. 72 .
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a s  fo llo w s :  ( l )  A U n ited  S ta te s  agency  w ould b e  s u b je c te d  t o  d ip lo ­

m a tic  p r e s s u r e s  t o  approve p u b l ic  w orks t o  s e rv e  p o l i t i c a l  p u rp o se s .

( 2 ) S ta n d a rd s  and p ro c e d u re s  m ust be  l a i d  down i n  o rd e r  t o  o p e ra te  

e f f i c i e n t l y  and i t  i s  d i f f i c u l t  f o r  one c o u n try  t o  im pose i t s  

s ta n d a rd s  upon o th e r  c o u n tr ie s .  And i f  th e  U n ite d  S t a te s  a tte m p te d  

to  e n fo rc e  such s ta n d a rd s  i t  w ould run  th e  r i s k  o f  e n g e n d e r in g  i l l  

w i l l  and m isu n d e rs ta n d in g . An i n t e r n a t i o n a l  agency  c o u ld  e s t a b l i s h  

i n t e r n a t i o n a l  s ta n d a rd s  w hich c o u ld  b e  a p p l ie d  e q u a l ly  t o  aJ.1 coun­

t r i e s .  ( 3 ) T here  was f e l t  t o  b e  an u rg e n t  n eed  to  d e v is e  new f i ­

n a n c in g  t o o l s  w hich e l im in a te  th e  em phasis on l a r g e - s c a l e  U n ited  

S t a te s  "g iveaw ays". (4 )  I t  was n o t th e  U n ited  S t a t e s '  d u ty  t o  s in g le -  

h a n d ed ly  f in a n c e  th e  economic developm ent o f  th e  w o rld . The c o s ts  

sh o u ld  b e  b o rn e  b y  many c o u n tr ie s  in  a  g en u in e  p o o lin g  o f  e f f o r t  

among th e  f r e e  n a t io n s .^

The B oard recommended t h a t  a l l  t h e  f r e e  n a t io n s  be  i n v i t e d  to  

p a r t i c i p a t e  in  th e  new In te rn a tio n a l.D e v e lo p m e n ':  A u th o r ity . The 

A u th o r ity  would have i t s  own b o a rd  o f  d i r e c t o r s  t o  rev iew  p r o je c t s  

su b m itte d  t o  i t ,  how ever, th e  s t a f f  w ould be  f u rn is h e d  b y  th e  W orld . 

Bank t h r o u ^  th e  u se  o f  a  management c o n t r a c t .  T hus, th e  B a n k 's  s t a f f  

c o u ld  b e  u sed  to  e v a lu a te  p r o je c t s  and c o u ld  a l s o  s u p e rv is e  g r a n ts  

t h a t  had  b een  made.

Members o f  th e  B oard d is c u s s e d  t h i s  p ro p o s a l  w ith  th e  s t a f f  o f  

th e  I n te r n a t io n a l  Bank and con c lu d ed  t h a t  th e  s t a f f  w ould g iv e  sympa­

t h e t i c  c o n s id e r a t io n  to  such a  p ro p o s a l .  T h is  management l i n k  w ith  

th e  I n te r n a t io n a l  Bank was c o n s id e re d  t o  b e  a  v e ry  im p o r ta n t p a r t  o f

^Ibid., pp. 72-75.
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th e  p ro p o sa l  f o r  th e  Developm ent A u th o r ity . T h is  was p a r t l y  "because 

t h i s  c lo s e n e s s  w ould make th e  J o in t  f in a n c in g  o f  p r o j e c t s  p o s s ib le .

The B oard f e l t  t h a t  t h e r e  w ere many sound p r o j e c t s  siround th e  w orld  

w hich c o u ld  n o t m eet th e  W orld B a n k 's  re q u ire m e n ts . However, i f  th e  

Developm ent A u th o r ity  c o u ld  make a  g ra n t  f o r  p a r t  o f  th e  fu n d s , th e n  

th e  Bank c o u ld  make a  c o n v e n tio n a l lo a n  f o r  th e  re m a in d e r . In  f a c t ,  

th e  B oard s tr o n g ly  u rg e d  t h a t  th e  new A u th o r ity  n o t b e  a u th o r iz e d  to  

make g r a n ts  f o r  th e  f u l l  c o s t  o f  any p r o j e c t .  T h is  was i n s i s t e d  upon 

b e c au se  th e  Board b e l ie v e d  t h a t  a l l  p r o je c t s  sh o u ld  b e  a b le  t o  su p p o rt 

a t  l e a s t  a  p o r t io n  o f  th e  n e c e s s a ry  f in a n c in g  on a  lo a n  b a s i s  and 

th e  b o rro w in g  c o u n try  sh o u ld  m atch to  some d eg re e  th e  o u ts id e  funds 

p ro v id e d . A second re a s o n  f o r  ty in g  th e  new A u th o r i ty  to  th e  World 

Bank would be to  g a in  th e  a d v a n ta g e s  o f  i t s  s e v e r a l  y e a rs  ex ­

p e r ie n c e  in  th e  f i e l d .  The B oard e x p re s se d  g r e a t  r e lu c ta n c e  to  recom­

mend th e  e s ta b l is h m e n t  o f  a  new agency , even u n d e r th e  B a n k 's  a e g is .  

B u t, "no e x i s t in g  agency  i s  p r e s e n t ly  o rg a n iz e d  o r  h a s  th e  a u th o r i ty  

to  p erfo rm  th e  f u n c t io n s  w hich w ould be  e n t r u s te d  to  th e  new D evelop­

ment A u th o r i ty ." ^

I n i t i a l  fu n d s  f o r  th e  A u th o r ity  w ould b e  $500 m i l l io n  which 

would be  su b s c r ib e d  b y  th e  member n a t io n s  in  p r o p o r t io n  t o  t h e i r  

s u b s c r ip t io n s  to  th e  I n t e r n a t io n a l  Bank f o r  R e c o n s tru c tio n  and D evelop­

m ent. Each n a t io n  w ould m eet i t s  s u b s c r ip t io n  i n  i t s  own c u rre n c y .

The U n ited  S t a t e s ' sh a re  was s e t  a t  $200 m i l l io n  o r  40 p e r  c en t o f  th e  

t o t a l .  The B oard c o n s id e re d  t h a t  th e  r e l a t i v e l y  sm a ll sum o f  $500 

m i l l io n  sh o u ld  be  u se d  a s  a  s t a r t e r  in  o rd e r  t o  s u b je c t  th e  A u th o r ity  

to  a  th o ro u g h  t e s t i n g .

^Ibid., p. ih .
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The B oard co nc luded  i t s  d is c u s s io n  o f  th e  new A u th o r ity  w ith  

a  w arn in g .

T here  a r e  l i m i t s  t o  w hich we can  e n t r u s t  ou r i n t e r e s t s  to  new 
o r  p a r t i a l l y  t r i e d  i n t e r n a t i o n a l  m echanism s. But i t  i s  a ls o  
t r u e  t h a t  we must s t r i v e  c o n s ta n t ly  to  d ev e lo p  new i n t e r n a t i o n a l  
m echanism s w hich encourage  th e  f r e e  p a r t i c i p a t i o n  o f  a l l  f r e e  
n a t io n s  i n  m u tu a lly  advan tag eo u s a s s o c ia t io n .  We must s e a rc h  
f o r  m echanism s w hich a v o id  th e  p a t e r n a l i s t i c  app roach , s e e k in g  
in s t e a d  th o s e  w hich b u i ld  up a  se n se  o f  r e s p o n s i b i l i t y  and 
s e l f - r e l i a n c e  among o th e r  n a t io n s  and o th e r  p e o p le s .^

In  o rd e r  t o  t r a c e  th e  o r ig i n  o f  th e  id e a  o f  an I n t e r n a t io n a l  

Developm ent A u th o r ity ,  th e  a u th o r  c o n ta c te d  Mr. S ta c y  May. Mr. May 

had  s e rv e d  a s  D i r e c to r  o f  R esea rch  f o r  th e  I n te r n a t io n a l  Developm ent 

A d v iso ry  B oard and was known to  have p la y e d  a  m ajo r r o le  in  i t s  con­

s id e r a t i o n s .  Mr. May r e p o r te d  t h a t

The B o a rd 's  Chairm an, N elson  A. R o c k e fe l le r  was th e  p ro p o n en t 
o f  t h i s  s u g g e s t io n . He had  a  v e ry  s tro n g  c o n v ic t io n  t h a t  i f  
g en u in e  p ro g re s s  was to  be  made upon developm ent p r o je c t s  o f  
c e r t a i n  ty p e s ,  i t  would be  n e c e s s a ry  t o  p ro v id e  lo n g -te rm  
f in a n c in g  upon te rm s  t h a t  w ere f a r  e a s i e r  th a n  th o s e  c u r r e n t l y  
b e in g  o f f e r e d  b y  g o v ernm en ta l le n d in g  a g e n c ie s . As an exam ple, 
he f e l t  t h a t  on such p ro p o s a ls  a s  m u lt ip le  pu rpose  w a te r -  
im pounding p r o je c t s  s ta n d a rd  lo a n s  m ight b e  p r a c t i c a l  on th e  
h y d r o e le c t r ic  f a c i l i t i e s  o n ly  i f  g r a n ts  o r  lo a n s  upon r a d i c a l l y  
b e t t e r  th a n  m arket te rm s  c o u ld  b e  o f f e r e d  to  ta k e  c a re  o f  th e  
i r r i g a t i o n  and f lo o d  c o n t r o l  e le m en ts  o f  th e  p ro p o sa l .

I  am n o t a t  a l l  su re  t h a t  N elson  R o c k e fe l le r  o r ig in a te d  
th e  b a s ic  id e a  o f  lo a n s  upon te rm s  t h a t  sh a re  a t  l e a s t  some 
o f  th e  c h a r a c t e r i s t i c s  o f  g r a n t s ,  b u t  I  am v e ry  su re  t h a t  i t  
was h i s  i n i t i a t i v e  and c o n v ic t io n  upon t h i s  m a t te r  t h a t  p e r ­
suaded  th e  o th e r  members o f  th e  I n te r n a t io n a l  Development 
A d v iso ry  B oard t o  in c o r p o r a te  th e  recom m endation t h a t  IDA be  
e s t a b l i s h e d .^

C i t iz e n s  o f  th e  W orld

C e r ta in ly  th e  m ost g ra n d io s e  p ro p o sa l  f o r  an I n t e r n a t io n a l  

Developm ent A s s o c ia t io n  came from  a  p r iv a t e  c i t i z e n  in  th e  U n ited

^ I b i d . , p. 7 5 .

^ L e t te r  from  Mr. S ta c y  May, I&y l 4 ,  I 9 6 3 .
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S t a t e s ,  Mr. S t r in g f e l lo w  B a r r .  H is  b o o k . C i t iz e n s  o f  th e  W orld,

w hich was p u b lis h e d  in  1952 ,  c o n ta in e d  a  com plete  p la n  f o r  such  an

A s s o c ia t io n  u n d e r U n ited  N a tio n s  a u s p ic e s .^  B a rr  o u t l in e d  th e  need

f o r  f u r t h e r  a s s i s ta n c e  f o r  th e  d e v e lo p in g  n a t io n s  and r e p o r te d  th e

h e a te d  d e b a te s  w hich had  ta k e n  p la c e  i n  th e  U n ited  N a tio n s  o v e r  th e

e s ta b l is h m e n t  o f  a  s p e c ia l  fund  f o r  econom ic dévelopm ent.

The p o o r c o u n tr ie s  w ant i t  s e t  u p . The r i c h  c o u n t r i e s ,  l e d  b y  
th e  U n ite d  S t a te s ,  do n o t .  . . . The m ost i n t e r e s t i n g  d e t a i l  o f  
th e  f i g h t  i s  t h a t  one o f  t h e  few th in g s  on w hich th e  IM ited  
S ta te s  and  th e  S o v ie t Union now v o te  th e  same way i s  an I n t e r ­
n a t i o n a l  Development A u th o r ity ;  th e y  b o th  r e f u s e  i t . ^

Where would th e  money come from ? How c o u ld  th e  U n ited  S t a t e s ,  

a t  t h a t  tim e  engaged in  th e  K orean c o n f l i c t ,  sp a re  th e  r e s o u rc e s ?

B a rr  su g g e s te d  t h a t  th e  U n ited  S t a te s  m igh t b e  a b le  t o  g e t  th e  money 

i n  th e  same p la c e  i t  had  g o t te n  th e  $90  b i l l i o n  sp e n t on d e fe n se  

s in c e  th e  tim e  th e  Development A u th o r i ty  had  f i r s t  been  p ro p o sed .

B a r r  r e j e c t e d  th e  W orld Bank a s  a  s a t i s f a c t o r y  agency  to  d e a l

w ith  th e  w o rld  developm ent p rob lem .

S in ce  th e  W orld Bank . . . depends c h i e f ly  on th e  New York money 
m a rk e t, i t  exam ines . . . p r o j e c t s  p r im a r i ly  from  th e  p o in t  o f  
v iew  o f  sound b an k in g  p r i n c i p l e s ,  n o t  from  th e  p o in t  o f  v iew  o f  
human n eed . L ike m ost b a n k s , i t  i s  most w i l l i n g  t o  le n d  money to  
th o s e  who l e a s t  need i t . 3

B a r r  d e s c r ib e d  th e  A m erican p r e s id e n t  o f  th e  W orld Bank 

(Eugene B la c k )  a s  b e in g  u n im a g in a tiv e  and d ism iss e d  t h a t  agency  from  

f u r t h e r  c o n s id e r a t io n .  What th e  w o rld  needed , he s a id ,  was a  new 

D evelopm ent A u th o r ity  w hich w ould le n d  money t o  governm ents o f

^(G arden  C ity , New Y ork; D oubleday & Company, I n c . )

^ I b i d . , p . 6 1 .

3lb id . , p. l 46 .
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u n d e rd ev e lo p ed  c o u n tr i e s  f o r  p r o je c t s  t h a t  were s o c i a l l y  d e s i r a b le .  

C o n v e n tio n a l b a n k in g  s ta n d a r d s  would n o t b e  a p p lie d .  O u tr ig h t g r a n ts  

m ight be made in  some c a s e s .

The D evelopm ent A u th o r i ty  would be  a u th o r iz e d  by  a  new 

P e o p le 's  Assem bly o f  p o p u la r ly  e l e c te d  d e le g a te s  from  a l l  o v e r  th e  

w o rld . One d e le g a te  w ould r e p r e s e n t  each  m i l l io n  in h a b i ta n t s  o f  th e  

w o r l d .  Tne P e o p le 's  A ssem bly would a p p o in t  d i r e c to r s  f o r  th e  IDA.

Money w ould b e  r a i s e d  by  i s s u in g  bonds to  p e o p le  a l l  o v e r  th e  

w o rld . C o n tr ib u t io n s  sh o u ld  be made t a x - d e d u c t ib le  f o r  in d iv id u a ls  

and c o rp o r a t io n s .  C o u n tr ie s  would be  a sk ed  t o  make o f f i c i a l  dona­

t i o n s ,  a l s o .  E very  n a t io n  w ould c o n t r ib u te  in  i t s  own c u rre n c y ; and 

i f  any n a t io n  was u n a b le  t o  c o n t r ib u te  even in  i t s  own c u rre n c y , i t s  

s h a re s  would go on th e  c u f f  u n t i l  i t  c o u ld  c o n t r ib u te .  Some 

c o u n tr ie s  c o u ld  g iv e  a  l i e n  on some o f  t h e i r  n a tu r a l  r e s o u rc e s .  B a rr  

th o u g h t i t  im p o r ta n t  t h a t  a l l  c o u n tr ie s  o f  th e  w o rld  c o n t r ib u te  e i t h e r  

in  t h e i r  own money o r  in  k in d .

A t t i t u d e s  o f  U n ite d  S ta te s  Government O f f i c i a l s  

N oth ing  came o f  any o f  th e s e  p ro p o s a ls  a t  th e  tim e  th e y  were 

made. The U n ited  S t a te s  was in v o lv e d  in  th e  Korean c o n f l i c t  f o r  th e  

f i r s t  y e a rs  o f  th e  1 9 5 0 ' s  and was n o t i n t e r e s t e d  in  e s t a b l i s h in g  new 

i n t e r n a t i o n a l  a g e n c ie s .  A f te r  1953, th e  S e c re ta r y  o f  th e  T re a su ry ,

Mr. George Humphrey, b e l i e v e d  t h a t  econom ic developm ent ab ro ad  sh o u ld  

be acco m p lish ed  th ro u g h  p r iv a t e  in v e s tm e n t. Any p u b l ic  fu n d s made 

a v a i l a b le  sh o u ld  b e  u se d  f o r  developm ent p r o je c t s  t h a t  would b e  p u t on 

a  s e l f - s u s t a i n i n g  b a s i s .  He opposed a n y th in g  w hich resem b led  a  g iv e ­

away and a rg u e d  t h a t  e v e ry th in g  sh o u ld  pay  i t s  own way. Any money
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ex te n d e d  to  th e  d ev e lo p in g  c o u n tr ie s  sh o u ld  h e  a  l e g i t im a te  d e h t 

w hich th e  b o rro w er ex p e c te d  to  re p a y  and th e  le n d e r  e x p e c te d  to  

r e c e iv e .  And th e  lo an  sh o u ld  b e  made a t  th e  go ing  r a t e  o f  i n t e r e s t .  

T h is  ty p e  o f  fo re ig n  a s s i s ta n c e  meant t h a t  th e r e  was no b u rd en  on th e  

U n ited  S t a te s  ta x p a y e rs  and th e  fu n d s w ould re v o lv e . Humphrey f e l t  

t h a t ,  s in c e  th e  T re a su ry  had  to  pay 3 o r  4 p e r  c e n t to  borrow  th e  

uione^, one undei'nevexopcu counoi j-es sn o u ld  pay t h a t  r a t e  i f  th e  

U n ited  S t a te s  lo an ed  them  money. T here  was a  d i s t i n c t  f e e l in g  t h a t  

a id  program s w ere i n t e r n a t io n a l  g iveaw ays. And i f  th e  U n ited  S t a te s  

was g o in g  to  g iv e  money away, i t  sh o u ld  g iv e  i t  away i t s e l f —and n o t 

l e t  Gene B lack  do i t .  Humphrey was n o t e n th u s i a s t i c  abou t U n ited  

S ta te s  a id  program s--m uch l e s s  ab o u t th e  i n t e r n a t io n a l  p ro g ram s.^  

T here  was a f e e l in g  upon th e  p a r t  o f  some A d m in is tra tio n  

o f f i c i a l s  t h a t  th e  b ig g e s t  m is tak e  th e  U n ited  S ta te s  had  made a f t e r  

th e  Second W orld War was t h a t  i t  d i d n ' t  p u t th e  M arsh a ll P la n  on a  

h a rd  lo a n  b a s i s .  F o r, i t  was n o t u n t i l  a f t e r  th e  M a rsh a ll P lan  

t h a t  th e  d e v e lo p in g  n a t io n s  go t th e  id e a  t h a t  th e y  needed  lo w -c o s t 

lo a n s  f o r  developm ent. The 4 t o  5 p e r  c e n t lo a n s  o f  th e  I n t e r n a t io n a l  

Bank in  1946 w ere th e  c h e a p e s t i n t e r n a t i o n a l  money t h a t  had e v e r  been  

seen . Then th e  M arsh a ll P lan  changed a l l  t h a t  and everybody  g o t th e  

id e a  t h a t  i t  was th e  U n ited  S t a t e s '  r e s p o n s i b i l i t y  t o  pay f o r  th e  

econom ic developm ent o f  th e  w hole w o rld . Some peo p le  in  th e  A dm inis­

t r a t i o n  w ere d o in g  t h e i r  b e s t  t o  c o r r e c t  t h i s  v iew , w hich th e y  con­

s id e r e d  to  b e  e rro n e o u s . T h e ir  s o lu t io n  was to  h a n d le  developm ent

a s s i s t a n c e  on a  c o n v e n tio n a l lo a n  b a s i s  th ro u g h  such i n s t i t u t i o n s  as  
_  ^

In te rv ie w  w ith  an o f f i c i a l  o f  th e  U. S. T re a su ry  D epartm en t, 
Ja n u a ry  17 , 1963.



4̂-3
"1

t h e  E x p o rt-Im p o rt Bank.

T h is  v iew  had  a c o n s id e ra b le  fo llo w in g  u n t i l  Mr. R obert B. 

A nderson succeeded  Mr. Humphrey a s  S e c re ta r y  o f  th e  T re a su ry . 

"A lthough S e c re ta r y  A nderson was a  b u s in e s s  ty p e ,  a l s o ,  he was n o t 

as  h a rd  b o i le d  as  Humphrey. A nderson was f a v o ra b le  t o  o u r a id  

program . Humphrey went a lo n g  w ith  i t  g r u d g i n g l y . B y  th e  tim e  th e

I’iU iix  U i i c y  iv c o O  J _ u 'o x O ii  x O x ù ià ,x x jy  ^ x  c o c u  u c u .  ̂  r u i u . c x  o o u  w c to

a  new a t t i t u d e  p e rvaded  th e  E isenhow er A d m in is tra tio n .

The Monroney R e s o lu tio n  

S e n a to r  A. S. Mike Monroney, Dem ocrat o f  Oklahoma, was th e  

a u th o r  o f  th e  r e s o lu t io n  t h a t  f i n a l l y  l e d  to  th e  e s ta b l is h m e n t  o f  th e  

I n te r n a t io n a l  Developm ent A s s o c ia t io n . S e n a to r  Monroney a t te n d e d  

th e  m ee tin g  o f  th e  I n te r - P a r l ia m e n ta r y  Union in  Bangkok l e s s  th a n  a 

month a f t e r  h i s  r e - e l e c t i o n  t o  th e  S en a te  in  1956. W hile he was 

a t te n d in g  t h i s  c o n fe re n c e , he was g iv en  a  g u id ed  to u r  o f  T h a ila n d . 

What fo llo w s  i s  h i s  accoun t o f  t h a t  t o u r .  "The T h a is  had  g o t te n  a 

lo a n  from  th e  W orld Bank t o  b u i ld  a  low w a te r  dam $0 m ile s  up th e  

r i v e r  from  Bangkok w hich in c re a s e d  r i c e  p ro d u c tio n  som eth ing  l i k e  

50 p e r  c e n t .  I t  was a  $20 m il l io n  p r o je c t  and th e y  w ere ex tre m e ly  

p roud  o f  i t  and to o k  everyone to  see  i t .

"The U n ite d  S ta te s  had  p ro v id e d  $2 m i l l io n  f o r  a highway to  

Cambodia— in  th e  name o f  d e fe n s e --a n d  th e y  c o u ld n 't  even g e t th e  King 

o r  Prim e M in is te r  t o  come o u t and d e d ic a te  i t .  The T h a is  a re  a  v e ry  

p roud  p e o p le . They w ere p roud  o f  th e  r e s p o n s i b i l i t y  o f  d o in g  th e

^Ib id .

^Ibid.
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dam p r o je c t  th e m s e lv e s ." ^

Monroney u n d e rs to o d  why th e  p e o p le  o f  T h a ila n d  f e l t  e a s i e r  

b o rro w in g  from  th e  I n te r n a t io n a l  Bank th a n  th e y  d id  ab o u t making 

b i l a t e r a l  lo a n s  from  th e  U n ited  S t a te s .  The T h a is  a re  h i s t o r i c a l l y  

n e u t r a l i s t s  and th e y  d i d n ' t  l i k e  b e in g  in v o lv e d  in  th e  C old  War. And 

y e t  th e y  needed  o u ts id e  c a p i t a l  f o r  econom ic developm ent.

I t  im m édiats l y  s t r u c k  th e  S e n a to r  t h a t  th e  W estern  n a t io n s  

ought to  t r y  to  p ro v id e  more funds l i k e  th o s e  o f  th e  W orld Bank.

B u t, th e  t r o u b le  was t h a t  th e  B a n k 's  te rm s w ere to o  h i ^  f o r  many 

c o u n tr ie s .  Monroney th o u g h t t h a t  t h e r e  o u ^ t  t o  b e  some way to  

low er th e  te rm s  by  m ix in g  h a rd  c u r r e n c ie s  and l o c a l  c u r r e n c ie s .

P a r t  o f  a  lo a n  c o u ld  b e  made in  h a rd  c u r r e n c ie s  a t  th e  g o in g  r a t e
T

o f  i n t e r e s t .  P a r t  o f  th e  lo a n  c o u ld  be-m ade in  l o c a l  c u r r e n c ie s  a t
^  #

much low er r a t e s  o f  i n t e r e s t . ' t h i s  would g e t  th e  e f f e c t i v e  r a t e  

o f  i n t e r e s t  down q u i te  a  b i t  and th e  U n ited  S t a te s  w ould be  a b le  

to  use  th e  l o c a l  c u r r e n c ie s  t h a t  had  been  accum ula ted  u n d e r th e  

P u b lic  Law 480 program . "

T i t l e  I  o f  P u b lic  Law L80 o f  195^ had  e s ta b l i s h e d  a  program  

t o  d isp o s e  o f  s u rp lu s  a g r i c u l t u r a l  com m odities to  u n d erd ev e lo p ed  

c o u n tr ie s .  C o u n tr ie s  pay f o r  th e s e  im p o rts  in  in c o n v e r t ib le  lo c a l  

c u r r e n c ie s  and th e  U n ited  S ta te s  had  a c q u ire d  o v e r  $1 b i l l i o n  o f  

th e s e  c u r r e n c ie s  by  1956. About 30 p e r  c e n t  o f  th e s e  c u r r e n c ie s  were 

a v a i l a b le  f o r  U n ited  S t a t e s ' u se  o v e r a  p e r io d  o f  y e a r s —t o  pay  f o r  

embassy c o s t s ,  e t c .  The rem a in in g  70 p e r  c e n t w ere a v a i l a b l e  o n ly  

f o r  lo a n s  b ack  to  th e  c o u n try .

^ In te rv ie w  w ith  U. S. S e n a to r  A. S. Mike Monroney,
Ja n u a ry  25 , 1963-
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In  a d d i t io n  to  h i s  d e s i r e  t o  low er th e  r a t e  o f  i n t e r e s t .  

S e n a to r  Monroney a ls o  d e s i r e d  t o  g e t  a  lo n g e r  repaym ent p e r io d  th a n  

th e  c o n v e n tio n a l  10 to  15 y e a r  lo a n s  made by  th e  I n t e r n a t i o n a l  Bank.

The p o s s i b i l i t y  o f  t r a n s f e r r i n g  A m erican -h e ld  f o r e ig n  c u r ­

r e n c ie s  t o  a  new i n t e r n a t i o n a l  a s s o c i a t i o n  seemed a  s o lu t io n  t o  th e  

need  f o r  more o u ts id e  c a p i t a l  on e a s i e r  te rm s and w ith o u t p o l i t i c a l  

s t r i n g s  a t t a c h s d .  M snrcney f e l t  t h a t  th e  World Bank would b e  th e  

l o g i c a l  p la c e  t o  lo c a te  such  a  new agency . T h is  w ould p u t lo a n in g  

on a  m u l t in a t io n a l  b a s i s  and w ould g e t  some o f  th e  o th e r  c o u n t r i e s  

o f  th e  w o rld  t o  sh a re  th e  r e s p o n s i b i l i t y .  A lso , i t  w ould g iv e  th e  

b o rro w in g  c o u n tr i e s  a  g r e a t e r  f e e l i n g  o f  o b l ig a t io n  t o  re p a y  t h e i r  

lo a n s  s in c e  th e y  came from  an i n t e r n a t i o n a l  agency o f  w hich th e y  

were members. The I n t e r n a t io n a l  Bank was known a ro u n d  th e  w o rld  as  

a  so u n d ly  a d m in is te re d  i n s t i t u t i o n  and  Gene B lack  had  won th e  r e s p e c t  

o f  w o rld  l e a d e r s  d u r in g  h i s  lo n g  te rm  a s  p r e s id e n t .

W hile i n  Bangkok, Monroney p r e s e n te d  h i s  id e a s  to  th e  

,m ee tin g  o f  th e  I n te r - P a r l ia m e n ta r y  U nion. He c a l l e d  f o r  " s t r e n g th e n in g  

and e n la r g in g  th e  I n te r n a t io n a l  Bank and  th e  scope o f  i t s  w o rk ." He 

su g g e s te d  t h a t  some M a rsh a ll P la n  c o u n te r p a r t  fu n d s w ere a v a i l a b l e  to  

th e  U n ite d  S t a te s  w hich c o u ld  b e  p o o le d  w ith  th e  fu n d s  o f  o th e r  

n a t io n s  t o  in c r e a s e  th e  c a p i t a l  o f  th e  bank . And he m en tio n ed  th e  

P u b lic  Law 480 fu n d s  t h a t  w ere a v a i l a b l e .

He was o f  th e  o p in io n  t h a t  t h e  M a rsh a ll P la n  c o u n t r i e s  

p ro b a b ly  had  l o c a l  c u r r e n c ie s ,  a l s o ,  th a t -  c o u ld  b e  added t o  th e  W orld 

Bank and , th u s ,  such n a t io n s  m igh t b e  a b le  to  r e - c y c le  th e s e  o r i g i n a l  

r e l i e f  fu n d s  i n to  d o in g  doub le  d u ty  i n  r e c o n s t r u c t io n  and developm en t. 

B e s id e s , th e  u se  o f  M a rsh a ll  P la n  c o u n te r p a r t  funds w ould g iv e  a
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needed boos t to  Europe 's  e x p o r ts .

On h i s  way back from Bangkok the  Senator v i s i t e d  Manila.

He to ld  the  Manila Daily B u l l e t in  t h a t  th e re  was a f e e l in g  in  Congress 

th a t  the give-away b a s i s  of American fo re ig n  a id  was lo s in g ,  in s te a d  

of winning f r ie n d s  fo r  America. "Asian C o u n tr ie s ,"  he s a id ,  "would 

r a th e r  have long-term , lo w - in te re s t  loans from r i c h  c o u n t r ie s  to  

f in an c e  t h e i r  economic development programs than a id  given on a more 

or l e s s  f r e e  or c o u n te r -p a r t  b a s i s .  . . . America . . . should siphon 

her a id  to  t h i s  i n s t i t u t i o n  f th e  World B a n ^  in s te ad  of ex tending  

g ra n ts  . . . the n a tu re  of doles or c h a r i t i e s .

Senator Monroney and Gene Black a re  p e rso n a l  f r i e n d s ;  so 

when the  Senator got back to  Washington he d iscu ssed  h i s  idea  w ith  

B lack . He a lso  ta lked  to  C h r is t i a n  H e r te r ,  then Under S ec re ta ry  of 

S ta t e ;  Douglas D il lo n ,  then Deputy Under S e c re ta ry  of S ta te  fo r  

Economic A f f a i r s ;  and Senator J .  W illiam F u lb r ig h t ,  who was a t  th a t  

time Chairman of the Senate Committee on Banking and Currency.

The d isc u ss io n s  w ith  Black were encouraging . Monroney's conversa ­

t io n s  w ith  the S ta te  and Treasury Departments were a l s o  encouraging.

In f a c t ,  he f e l t  th a t  he got a very e n t h u s i a s t i c  re c e p t io n  a t  bo th  

departm en ts .  "Then i t  was rumored th a t  D ulles came back from one of 

h i s  t r i p s  and k i l l e d  the whole t h i n g . H o w e v e r ,  Monroney was no t 

d iscouraged  by a  r e b u f f  from the S ta te  Department. Senator F u lb r ig h t  

thought the  idea  was worth fu r th e r  s tudy  and appoin ted  Monroney c h a i r ­

man of the Subcommittee on I n t e r n a t io n a l  Finance which would give

H lan ila  Daily B u l l e t i n . November 24, 1956, p. 1.
2

In te rv iew  w ith  U. S. Senator A. S. Mike Monroney,
January  25, 1963.
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Monroney a  p la t fo rm  from  w hich to  lau n ch  h i s  p r o p o s a l . ^

S e n a to r  Monroney had  o r i g i n a l l y  t h o u ^ t  t h a t  an i n t e r ­

n a t io n a l  m onetary  c o n fe re n c e  would he  an a p p ro p r ia te  s e t t i n g  to  

i n i t i a t e  th e  I n t e r n a t i o n a l  Development A s s o c ia t io n . He had  p re s e n te d  

t h i s  id e a  o f  a  "seco n d  B re tto n  Woods C onference"  to  th e  T re a su ry  and 

S ta te  D epartm en ts  and  to  th e  P re s id e n t  o f  th e  W orld Bank.

I  have su g g e s te d  such a. c o n fe re n ce  in  th e  many, many c o n v e rsa ­
t i o n s  I  have had  w ith  th e  S ta te  D epartm ent o v e r  th e  m onths 
t h a t  have e la p s e d . F o r re a s o n s  w hich I  t h in k  a re  good and 
s u f f i c i e n t ,  on a d v ic e  o f  p eo p le  whose judgm ents we r e s p e c t  
. . .  I  a g re e d  t o  t h i s  r e s o l u t i o n ,  a lth o u g h  I  o r i g i n a l l y  th o u g h t 
t h a t  th e  o th e r  app roach  was p ro b a b ly  b e t t e r . 2.

O f f i c i a l s  i n  th e  T re a su ry  D epartm ent w ere a ^ a s t  a t  the» id e a  

o f  a  "second  B r e t to n  Woods C o n fe re n c e ."  One T re a su ry  D epartm ent 

o f f i c i a l  w ent so f a r  a s  t o  say  t h a t  th e  T re a s u ry  f i n a l l y  came around  

to  su p p o rt th e  Monroney R e s o lu tio n  l a r g e ly  t o  h ead  o f f  th e  p o s s i b i l i t y  

o f  a n o th e r  m onetary  c o n fe re n c e . T h is  o p p o s i t io n  to  a  c o n fe re n c e  was 

b a se d  on f e a r  t h a t  " a  group o f  p eo p le  w ould g e t  to g e th e r  who d i d n 't  

know w hat th e y  w ere t a l k i n g  a b o u t."  T h is  g roup  o f  p eo p le  m ight 

s e r io u s ly  weaken o r  even w reck th e  e x i s t in g  i n t e r n a t i o n a l  f i n a n c i a l  

o r g a n iz a t io n s  o r  r e - o r i e n t  th o se  o r g a n iz a t io n s  i n  a  d i r e c t i o n  t h a t  

was n o t s a t i s f a c t o r y  t o  th e  U n ited  S t a t e s . 3

^ In fo rm a tio n  on th e  sequence o f  e v e n ts  le a d in g  up to  th e  
p assa g e  o f  th e  Monroney R e s o lu tio n  comes from  James A. R obinson ,
The Monroney R e s o lu t io n ;  C o n g re ss io n a l I n i t i a t i v e  in  F o re ig n  P o lic y  
tfek ing  (E a g le to n  I n s t i t u t e ;  Cases in  P r a c t i c a l  P o l i t i c s ,  Case 6 ; 
M cGraw-Hill Book Company, i 9 6 0 ).

p
U. S . , C o n g ress, S e n a te , Subcom m ittee o f  th e  Committee on

B anking and C u rren c y , H ea rin g s  on S. Res. 264 ( i n t e r n a t i o n a l  Development 
A s s o c ia t io n ) , 85 t h  C ong ., 2d S e s s . ,  1958, p . loT-

^ In te rv :
March 12 , 1 9 6 3 .

^ In te rv ie w  w ith  an o f f i c i a l  o f  th e  U .S. T re a su ry  D epartm ent,
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The W orld Bank was j u s t  a s  opposed to  a n o th e r  i n t e r n a t i o n a l  

f i n a n c i a l  c o n fe re n c e  a s  was th e  T re a su ry  D epartm ent, And th e  o p p o s i­

t i o n  was b a se d  on much th e  same re a s o n , t h a t  i s ,  t h a t  th e  c o n fe re n c e  

would g e t  o u t o f  hand . They w ere a f r a i d  t h a t  th e  lo n g  y e a r s  o f  work 

in  e s t a b l i s h in g  th e  r e p u t a t i o n  o f  th e  Bank would go down th e  d r a in  

in  some w ran g le  among th e  F in an ce  M in is te r s ,  So, th e  S e n a to r  came 

aroiind t o  th e  v iew  t h a t  a  r e s o l u t i o n  e x p re s s in g  th e  sen se  o f  th e  

S en a te  as  f a v o r in g  an  I n t e r n a t i o n a l  Developm ent A s s o c ia t io n  was th e  

b e s t  p la n  o f  a t t a c k .  C o n se q u e n tly , on March 24 , 1958, S e n a to r  

Monroney in tro d u c e d  th e  fo llo w in g  r e s o lu t io n  i n  th e  S e n a te ,

R eso lv ed , T h a t, r e c o g n iz in g  th e  d e s i r a b i l i t y  o f  p ro ­
m oting  a  g r e a t e r  d e g re e  o f  i n t e r n a t io n a l  developm ent b y  means 
o f  m u l t i l a t e r a l  lo a n s  b a s e d  on sound economic p r i n c i p l e s ,  
r a t h e r  th a n  a  sy s tem  o f  u n i l a t e r a l  g r a n ts  o r  lo a n s ,  i t  i s  th e  
se n se  o f  th e  S e n a te  t h a t  c o n s id e r a t io n  sh o u ld  b e  g iv e n  t o  th e  
e s ta b l is h m e n t  o f  an  I n t e r n a t io n a l  Developm ent A s s o c ia t io n , in  
c o o p e ra tio n  w ith  t h e  I n te r n a t io n a l  Bank f o r  R e c o n s tru c tio n  and 
D evelopm ent.

In  o r d e r  t o  a c h ie v e  g r e a t e r  i n t e r n a t io n a l  t r a d e ,  d e v e lo p ­
m ent, and econom ic w e l l - b e in g ,  such an  agency  sh o u ld  prom ote 
th e  fo llo w in g  o b je c t iv e s :

1, P ro v id e  lo n g -te rm  lo a n s  a v a i l a b le  a t  a  low  r a t e  o f  
i n t e r e s t  and r e p a y a b le  i n  l o c a l  c u r r e n c ie s  to  supp lem ent W orld 
Bank lo a n s  and th e r e b y  p e rm it  th e  prom pt co m p le tio n  o f  w o rth ­
w h ile  developm ent p r o j e c t s  w hich c o u ld  n o t o th e rw ise  go fo rw ard ,

2, P e rm it maximum use  o f  f o re ig n  c u r r e n c ie s  a v a i l a b le  
to  t h e  U n ited  S t a te s  t h r o u ^  th e  s a le  o f  a g r i c u l t u r a l  s u rp lu s e s  
and th ro u g h  o th e r  p rogram s by  d e v o tin g  a  p o r t io n  o f  t h e s e  c u r ­
r e n c ie s  t o  such lo a n s ,

3- In s u r e  t h a t  fu n d s  n e c e s s a ry  f o r  i n t e r n a t i o n a l  
econom ic developm ent can  b e  made a v a i l a b l e  b y  a  p ro c e s s  which 
e l im in a te s  any p o s s ib le  im p l ic a t io n s  o f  i n te r f e r e n c e  w ith  
n a t io n a l  s o v e re ig n ty .

I t  i s  f u r t h e r  th e  se n se  o f  th e  S en a te  t h a t  a s  a  p a r t  o f  
th e  U n ited  S t a te s  econom ic a id  program  fu n d s  be  s u b s c r ib e d  to  
th e  c a p i t a l  s to c k  o f  th e  I n t e r n a t io n a l  Developm ent A s s o c ia t io n  in  
c o o p e ra tio n  w ith  in v e s tm e n ts  made b y  o th e r  p a r t i c i p a t i n g  
c o u n t r i e s .4

^S en a te  Subcom m ittee on B anking and C urrency , H e a rin g s  
on S. 264 , 1958 , p . 1,
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The r e s o l u t i o n  was in m e d ia te ly  r e f e r r e d  t o  th e  Com m ittee on 

B anking and C u rren cy . H ea rin g s  w ere h e ld  b y  th e  Subcom m ittee on 

I n te r n a t io n a l  F in a n ce  on March l 8 ,  19 , and 20, 1958.

D uring  th e s e  h e a r in g s ,  Monroney made a 'm a n y -s id e d  a p p e a l f o r

su p p o rt f o r  h i s  r e s o l u t i o n .  H is summation o f  th e  argum ents in  f a v o r

o f  e s t a b l i s h in g  an I n t e r n a t i o n a l  Developm ent A s s o c ia t io n  fo llo w .

S e n a to r  Monroney . . . .  I  b e l i e v e  t h a t  th e  p roposed  I n t e r ­
n a t io n a l  D evelopm ent A s s o c ia t io n  would work b e t t e r  a b ro a d  th a n  
o u r p r e s e n t  program  b e c a u se :

(1 )  I t  rem oves th e  p o l i t i c a l  s tig m a  a t ta c h e d  t o  lo a n s  
from  th e  U n ite d  S ta te s  a lo n e  by  p la c in g  them  u n d e r i n t e r n a t i o n a l  
b a n k in g  f a c i l i t i e s ;

(2 ) I t  in s u r e s  t o  r e c e iv in g  n a t io n s  a  c o n t in u a t io n  o f  
lo n g -ra n g e  p r o j e c t  f in a n c in g  b y  rem oving th e  u n c e r t a in ty  o f  
y e a r - to - y e a r  a p p r o p r ia t io n s  f o r  th e  a n n u a l a id  b i l l  i n  C ong ress;

( 3 ) I t  p ro v id e s  a  f u r t h e r  m echanism  b y  w hich new n a t io n s
can  d e v e lo p  an i n t e r n a t i o n a l  l i n e  o f  c r e d i t ;

(4 )  I t  p la c e s  th e  r e s p o n s i b i l i t y  o f  p a s s in g  on th e
f e a s i b i l i t y  o f  p r o je c t s  and r e q u e s t s  f o r  lo a n s  in  a  genu ine
b a n k in g  f a c i l i t y ;

( 5 ) I t  e n co u rag es  o th e r  n a t io n s  whose re c o v e ry  h a s  b een  
h e lp e d  t o  assum e t h e i r  p ro p e r  sh a re  o f  th e  common b u rd en  o f  th e  
developm ent o f  new n a t io n s ;  and

(6 )  I t  f a c i l i t a t e s  th e  u se  in  i n t e r n a t i o n a l  t r a d e  o f  
dozens o f  l o c a l  c u r r e n c ie s  n o t now f r e e l y  c o n v e r t ib le .

I  b e l i e v e  i t  w ould work b e t t e r  a t  home b e c a u se :
(1 ) I t  t a k e s  th e  m a t te r  o f  econom ic developm ent o f  

u n d e rd ev e lo p ed  c o u n tr i e s  o u t o f  th e  a re n a  o f  d om estic  p o l i t i c s ;
(2 ) I t  re d u c e s  th e  c o s t  o f  f o r e ig n  economic developm ent 

by  th e  b e t t e r  u se  o f  s o f t  c u r r e n c ie s  a c q u ire d  in  o u r program
o f  s u rp lu s  a g r i c u l t u r a l  commodity d i s p o s a l ;

( 3 ) I t  re d u c e s  th e  c o s t  o f  a d m in is t r a t io n  o f  f o r e ig n - a id  
p rogram s; and

(4 )  I t  e n a b le s  th e  C ongress to  e n a c t  a  lo n g -ra n g e  b a n k in g  
program  and th e re b y  remove t h i s  p o r t io n  o f  o u r a id  from  y e a r - to -

■ y e a r  c o n s id e r a t io n  on an e m o tio n a l b a s i s .

In  a d d i t io n  to  th e s e  r e a s o n s ,  th e  S e n a to r  a ls o  p o in te d  o u t th e  

d e s i r a b i l i t y  o f  i n c r e a s in g  f o re ig n  a id  from  o u r  own s e l f i s h  econom ic 

i n t e r e s t .

Mr. Monroney . . . .  As more n a t io n s  b re a k  th ro u g h  th e  developm ent

^ I b l d . , pp. 5-6.
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b a r r i e r  and a r e  a b le  t o  j o in  t h a t  s e l e c t  g roup  o f  c o u n tr ie s  
w ith  r i s i n g  l i v i n g  s ta n d a rd s  and a b i l i t y  t o  c a r r y  o u t c a p i t a l  
developm ent from  i n t e r n a l  s a v in g s , th e  m ark e ts  f o r  w e s te rn  goods 
w i l l  s im u lta n e o u s ly  expand .^

He i n s i s t e d  t h a t  th e  I fc i te d  S t a te s  was m is s in g  a  b e t  i n  n o t 

g e t t i n g  th e  u n d erd ev e lo p ed  c o u n tr ie s  t o  h e lp  e a ch  o th e r .

In  t a l k in g  in fo rm a l ly  w ith  r e p r e s e n ta t i v e s  o f  f o re ig n  
governm ents th e y  have in d ic a te d  to  me t h a t  a t  v a r io u s  t im e s  
th e y  have e x p re s s e d  t o  th e  S t a te  D epartm en t a  w i l l in g n e s s  to  
do more th e n  we e re  now a s k in g  o r  p e r m i t t in g  them  t o  do.

I  am a f r a i d  t h a t  we a re  fo llo w in g  a  p o l ic y  w here we 
w ant to  go i t  a lo n e  to o  much and n o t  e n c o u ra g in g  o th e r s  to  
make a  c o n t r ib u t io n  to  d e v e lo p in g  u n d e rd e v e lo p e d  c o u n tr ie s  
w hich th e y  f e e l  i n  t h e i r  h e a r t s  th e y  sh o u ld  d o .2

In  an a p p e a l to  l i b e r a l s ,  Monroney r e c i t e d  th e  p rob lem s o f  

b i l a t e r a l  a s s i s ta n c e  and th e  ad v an tag e  o f  m u l t i l a t e r a l  a id .  " D ire c t  

a id  b y  th e  U n ited  S t a te s  i s  o f te n  v iew ed  w ith  s u s p ic io n . Some le a d e r s  

p la y  o f f  R u ss ia  a g a in s t  th e  U n ite d  S t a te s  i n  an  e f f o r t  t o  m ilk  th e  

maximum from  b o t h . "3

The S e n a to r  a tte m p te d  t o  i n t e r j e c t  th e  R u ss ian  a id  e f f o r t  

i n to  t h e  d e b a te  so a s  to  p r e s e n t  a  c h a lle n g e  t o  th e  U n ited  S ta te s  

to  do a s  w e l l .  In  h i s  speech  to  th e  S e n a te , when he in tro d u c e d  th e  

r e s o l u t i o n ,  he s a id ,  "The R u ss ia n s  have  s t a r t e d  an in te n s e  economic 

o f f e n s iv e  b y  o f f e r in g  lo a n s  f o r  developm ent p u rp o se s  t h a t  a re  a  

b e t t e r  d e a l  th a n  o u rs .

^C o n g re s s io n a l R ecord , F e b ru a ry  24 , 1958, pp. 2261-7  a s  
q u o ted  in  S en a te  Subcom m ittee on B anking  and C u rren cy , H earin g s on 
S. R es. 264, 1958 ,  p . 1 3 .

p
S en a te  Subconnnittee on B anking  and C u rren cy , H ea rin g s  on 

S. R es. 264, 1958 ,  p . 1 7 6 .

^ I b i d . , p . 4 .

C o n g re s s io n a l R ecord , F e b ru a ry  24 , 1958, pp. 2261-7 a s  
qu o ted  in  S e n a te  Subcom m ittee on B anking  and  C urrency , 
on S. Res. 264, 1958, p . 8.
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However, S e n a to r  Homer C a p e h a rt, ra n k in g  R e p u b lic a n  on th e  

Com m ittee on B anking and C u rren cy , d i d n ' t  a c c e p t t h i s  argum ent t h a t  

th e  U n ited  S t a te s  had t o  go i n to  th e  s o f t  lo a n  b u s in e s s  b e c a u se  th e  

R u ss ia n s  had .

S e n a to r  C a p e h a rt. îfey I  s a y — and I  sa y  i t  i n  th e  k in d e s t  s p i r i t — 
a r e n ' t  we lo s in g  th e  c o ld  w ar and lo s in g  t h i s  b a t t l e ,  l ik e w is e ,  i f  
we c o m p le te ly  wreck th e  p r iv a t e  e n t e r p r i s e  sy stem , th e  c a p i t a l i s t i c  
sy stem , b y  a d o p tin g  th e  same k in d  o f  m ethods th e y  do i n  t r y i n g  t o  
c o u n te ra c t  them ? A r e n 't  we g o in g  t o  have  t o  som etim es say  t h i s  i s  
th e  b e t t e r  o f  th e  two sy stem s and we a re  g o in g  t o  make i t  w ork, and 
make i t  work on a  p r a c t i c a l  b a s i s ,  and we a re  n o t  g o in g  t o  ad o p t 
y o u r m ethods?!

Monroney was n o t g o in g  to  l e t  h i s  p r o je c t  b e  t a r r e d  w ith  

th e  b ru sh  o f  communism. He r e p l i e d  to  S e n a to r  C ap eh a rt a s  fo llo w s ;

The S e n a to r  was p r o p e r ly  w o rr ie d  p e rh a p s  t h a t  we m i ^ t  
be  a d o p tin g  th e  t o o l s  o f  communism in  th e s e  l o w - in t e r e s t ,  
second-m ortgage  lo a n s . B ut w ould i t  n o t  b e  a  f a c t  . . . t h a t  
th e  Communists have a d o p te d  g r a n ts  and u n i l a t e r a l  lo a n s ,  w h ile  
we a r e  now moving t o  a  c a p i t a l i s t i c  approach  th ro u g h  i n t e r ­
n a t io n a l  b an k in g . We a re  abandoning  th e  t o o l s  now b e in g  p r i n c i ­
p a l l y  u se d  b y  th e  Communists . . . .

We a re  g o ing  to  t h e  c a p i t a l i s t i c  t o o l s .  No one can say  
t h a t  b a n k in g  i s  com m unistic . I t  i s  th e  a n t i t h e s i s  o f  communism.^

As t o  th e  m echanics o f  th e  new A s s o c ia t io n , th e  S e n a to r  was 

n o t to o  s p e c i f i c .  He d id  have  an id e a  o f  t o t a l  fu n d s  needed  to  g e t  

th e  o r g a n iz a t io n  going .

As a  s t a r t e r ,  i t  seems t o  me th e  I n t e r n a t i o n a l  Developm ent 
A s s o c ia t io n  would need  an o r i g i n a l  c a p i t a l  o f  $1 b i l l i o n  in  d o l l a r s  
o r  h a rd  c u rre n c y . The U n ited  S ta te s  w ould p ro b a b ly  p u t  up  30 p e r ­
c e n t  o f  t h i s  amount o r  $300  m i l l i o n ,  b a s e d  on o u r  c o n t r ib u t io n  
t o  th e  e s ta b l is h m e n t  o f  th e  W orld B ank .^

A f te r  th e  A s s o c ia t io n  had  b een  e s ta b l i s h e d ,  th e  S e n a to r  had

^ S en a te  Subcom m ittee on B anking  and C u rren cy , H e a rin g s  on 
S. Res. 26h, 1958 , p . 7 8 .

^ I b id . , p . 8 1 .

^ C o n g re s s io n ^  R eco rd , F e b ru ary  24, 1958, pp . 2261-7  
a s  q u o ted  i n  S en a te  Subcom m ittee on B anking and C u rren cy , H ea rin g s  
on S. R es. 264, 1958, p . 11.



52

a  p a in le s s  p la n  f o r  k e e p in g  i t  s u p p lie d  w ith  fu n d s .

I t  i s  l i k e l y  t h a t  moire h a rd  c u rre n c y  c a p i t a l  m i ^ t  h e  
needed  f o r  2 o r  3 y e a r s .  I f  t h i s  sh o u ld  p rove  t r u e ,  th e  C ongress 
c o u ld  commit t h e  $75  m i l l i o n  in  a n n u a l d o l l a r  e a rn in g s  from  
i n t e r e s t  on f o r e ig n  lo a n s  made u n d e r p re v io u s  a id  program s and 
th u s  m eet a d d i t io n a l  re q u ire m e n ts  w ith o u t new a p p r o p r i a t io n s . !

I t  was on th e  s u b je c t  o f  o r i g i n a l  f in a n c in g  t h a t  S e n a to r  

Moroney a ro u se d  th e  A d m in is t r a t io n 's  o p p o s i t io n .  F o r S e c re ta r y  o f  

S ta te  D u lle s  had  j u s t  g o t te n  th e  C ongress to  a p p ro p r ia te  $300 m i l l io n  

f o r  th e  e s ta b l is h m e n t  o f  a  Developm ent Loan Fund w hich would d isp e n s e  

s o f t  lo a n s  t o  u n d e rd e v e lo p e d  n a t io n s .  And now Monroney had  th e  te m e r­

i t y  t o  su g g e s t t h a t  i t  m igh t be  p o s s ib le  t o  commit t h i s  $300  m i l l io n  

to  th e  I n t e r n a t io n a l  D evelopm ent A s s o c ia t io n .

Monroney c o n tin u o u s ly  p r e s e n te d  th e  IDA a s  an a t t r a c t i v e  

a l t e r n a t i v e  to  th e  Developm ent Loan Fund b e c a u se  he f e l t  t h a t  "We 

s h o u ld  n o t e s t a b l i s h  a  perm anen t S ta te  D epartm ent bank  w hich w ould 

have th e  p o s s i b i l i t y  o f  t ’o m in g  o u r  d ip lo m a ts  i n to  b i l l  c o l l e c t o r s  

a round  th e  w o rld . We w ould be  u s in g  o u r p u b l ic  r e l a t i o n s  b ra n c h  to  

say  'N o ' on developm ent lo a n s ,  and i t  w i l l  b e  d e f e a t in g  o u r d ip lo m a tic  

e f f o r t s . "2

The S e n a to r  u s u a l ly  r e f e r r e d  t o  th e  Developm ent Loan Fund as 

"Mr. D u l le s ' b a n k " . He i n s i s t e d  t h a t  "One o f  th e  m ost im p o rta n t 

p o in ts  o f  t h i s  w hole b u s in e s s  i s  moving o u t o f  b e in g  th e  s o le  b a n k e r  

o f  th e  w o rld —w hich Mr. D u l le s ' bank  h e lp s  to  make u s  b e c o m e . "3 

S e n a to r  C l i f f o r d  Case c a u tio n e d  Monroney t h a t  he would n o t su cceed

^ I b i d .
p

S e n a te  Subcom m ittee on B anking and C urrency , H ea rin g s  on 
S. Res. 264, 1958 ,  p . 8 7 .

^ I b i d . , p. 137.
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in  e s t a b l i s h in g  IDA by a t ta c k in g  the p re se n t  program. " I  do have 

the f e e l i n g , "  Senator Case warned, " th a t  i t  is  u n fo r tu n a te  to  a t ­

tempt to  gain  the se  o b je c t iv e s  by knocking down the p re s e n t  Develop­

ment Fund and by a t tem pting  to  show th a t  i t  is  of no v a lu e .  With 

th i s  I thoroughly  d isa g re e .  I  th in k  you w i l l  no t only f a i l  to  a c ­

complish your o b je c t iv e ,  . . . which I  sh a re ,  by the p ro c e s s ,  by 

going ac ic  in  chat way, but you w i l l  a l so  vary g ro a t ly  h u r t  the 

whole cause of sound fo re ign  a i d .

Senator Case was a lso  concerned th a t  Monroney was making i t  

appear t h a t  IDA was somehow going to  reduce American o u tlay s  fo r  

fo re ig n  a id .  Monroney had c u l t iv a t e d  th i s  no tion  in  t r y in g  to  arouse 

support fo r  IDA, p a r t i c u l a r l y  by h is  lo c a l  currency  id e a s .  Senator 

Case argued , however, th a t  the lo c a l  currency owned by th e  United 

S ta te s  was a l re ad y  being used as w e ll  as i t  could be. "While th i s  

i s  a good idea i t  is  la rg e ly  being  employed now, to  the e x te n t  th a t  

i t  has v a lu e ,  and . . .  i t  cannot and must not be allowed to  appear 

in  the mind of the American pu b lic  p a r t i c u l a r l y  as any r e a l  way by 

which we can s u b s t a n t i a l l y  cu t down our own e f f o r t  in  the  f i e l d  of 

mutual a id  and of fo re ign  a s s i s t a n c e ." ^

Senator Capehart was no t a t  a l l  e n th u s i a s t i c  about the 

e s tab l ish m en t of the I n te r n a t io n a l  Development A ss o c ia t io n .  He 

could not understand  why Senator Monroney and Eugene Black favored 

g iv ing  loans to  c o u n t r ie s  which were not c red i tw o rth y .  And Capehart 

was p a r t i c u l a r l y  incensed about the i n t e r e s t  r a t e  to  be charged.

^I b i d .

^Ibid . , p . 177.
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" I  d o n 't  know why, i f  I  am a  good c r e d i t  r i s k ,  I  sh o u ld  h e  charged  

more t o  make a  lo a n  th a n  i f  I  w ere a  h ad  c r e d i t  r i s k .

Monroney o f te n  d e s c r ib e d  IDA a s  a  second  m ortgage o p e ra t io n . 

The W orld Bank w ould ta k e  a  f i r s t  m ortgage on a  p r o je c t  and IDA 

woul,d ta k e  a  second  m ortgage  f o r  t h e  u n h a rk a h le  p o r t io n  o f  th e  lo a n . 

B u t, S e n a to r  C ap eh a rt i n s i s t e d ,  "A second  m ortgage g e n e r a l ly  c a r r i e s  

n h ig h e r  r a t e  o f  i n t e r e s t  th a n  a  f i r s t .

S e n a to r  C ap eh a rt i n s i s t e d  t h a t  th e  U n ite d  S t a te s  sh o u ld  lo a n  

money t o  th e  d e v e lo p in g  c o u n tr ie s  o n ly  a t  th e  g o in g  r a t e  o f  i n t e r e s t  

in  th e  r e s p e c t iv e  c o u n t r i e s .  Monroney p o in te d  o u t t h a t  f i f t e e n  p e r  

c e n t  was th e  g o in g  r a t e  o f  i n t e r e s t  i n  m ost o f  th o s e  c o u n tr ie s .

To c o u n te r a c t  a d v e rse  te s t im o n y  h y  S e c re ta r y  o f  th e  T re a su ry  

A nderson, Monroney i n v i t e d  Mr. A v e r i l l  H arrim an and Mr. P au l Hoffman 

t o  t e s t i f y .

H arrim an fa v o re d  th e  e s ta b l is h m e n t  o f  th e  IDA and i n s i s t e d  

t h a t  th e  S o v ie t Union sh o u ld  he  i n v i t e d  to  j o in  and c o n t r ib u te  sub ­

s t a n t i a l l y  to  i t  " in  a c co rd an ce  w ith  th e  c o u n t r y 's  o b v io u s ly  g r e a t  

c a p a c i ty " .  H arrim an eocpressed th e  v iew  t h a t  one o f  th e  th in g s  t h a t  

had  made th e  M a rsh a ll  P la n  such a  g r e a t  s u c c e s s  was t h a t  th e  S o v ie t 

Union was i n v i t e d  to  j o in  and r e f u s e d . T h is  h ad  e s ta b l i s h e d  th e  

U n ited  S t a t e s '  good f a i t h  in  u n d e r ta k in g  t h i s  program  and th e  bad  

f a i t h  o f  th e  R u ss ia n s  i n  o pposing  i t . ^

^ I b id . , p . j6. 

^ I b i d . , p . 7 7 * 

3 lb id . , pp. 8 O-8 1 . 

^ I b i d . , p . i4-5.



55

Hoffman, f o rm e r ly  head  o f  th e  M a rsh a ll  F la n  program , i n t r o ­

duced th e  need  t o  c o u n te ra c t  SUNFED in to  t h e  h e a r in g s .

Mr. Hoffman . . . .  I  d o n 't  b e l i e v e  we w ant t o  g e t  o u r s e lv e s  in  a  
p o s i t i o n  o f  com peting  w ith  R u s s ia , b u t  R u s s ia  h as  become th e  
p r i n c i p a l  b a c k e r  o f  SUNPED, w hich i s  th e  U n ite d  N a tio n s  D evelop­
m ent Fund, ab o u t w hich many q u e s tio n s  c o u ld  b e  r a i s e d .  However, 
we c a n ' t  f i ^ t  som eth ing  w ith  n o th in g . !

Mr. Hoffman e x p re s s e d  th e  v iew  t h a t  IDA was th e  b e s t  a l t e r n a t i v e

"to

The th r e e  m ain i s s u e s  t h a t  w ere r a i s e d  b y  M onroney's 

p ro p o s a l  w ere : ( l )  th e  need  f o r  s o f t  lo a n s ;  (2 )  th e  p o s s i b i l i t y  o f

u s in g  U n ited  S t a t e s '  h o ld in g s  o f  l o c a l  c u r r e n c ie s  i n  an i n te r n a t io n a l  

a id  agency ; and ( 3 ) th e  d e s i r a b i l i t y  o f  u s in g  a  m u l t i l a t e r a l  approach  

in  econom ic a s s i s t a n c e  p rogram s. These i s s u e s  w i l l  be t r e a t e d  in  

th e  fo llo w in g  th r e e  c h a p te r s .

^ I b i d . , p . 8 2 .



CHAPTER IV

THE QUESTION OF SOFT LOANS

P e u t S e rv ic in g  C a p a c ity  o f  th ;  
D evelop ing  C o im trle s

I s  th e r e  a  n eed  f o r  s o f t  lo a n s ?  What a re  th e  f a c t s  c o n c e rn in g  

th e  a b i l i t y  o f  th e  d ev e lo p in g  c o u n tr ie s  to  s e r v ic e  h a rd  lo a n s ?  As men­

t io n e d  in  C h ap te r 1, two a u th o r i t a t i v e  s tu d ie s  on d e b t s e r v ic in g  c a ­

p a c i t y  were made by  members o f  th e  s t a f f  o f  th e  In te m a tio n s lL  Bank f o r

1 ?R e c o n s tru c tio n  and  D evelopm ent. ’ T hese s tu d ie s  r e l y  on in fo m n a tio n  

s u p p lie d  t o  th e  Bank by  d e b to r  c o u n t r i e s .  The Developm ent A s s is ta n c e  

Committee o f  th e  O rg a n iz a tio n  f o r  Economic C o -o p e ra tio n  and  D evelopm ent 

p u b l is h e s  s t a t i s t i c s ,  on d eb t and  d eb t s e r v i c in g ,  w hich a r e  p ro v id e d  by 

th e  c r e d i t o r  c o u n t r i e s .  T here  i s  some c ro s s -c h e c k in g  in  an a tte m p t to  

g a in  r e l i a b l e  in fo rm a tio n . So f a r  as th e  a u th o r  c o u ld  d e te rm in e , th e  

I n te r n a t io n a l  Bank i s  th e  o n ly  so u rc e  o f  s t a t i s t i c s  on th e  d e b t s e r v i c ­

in g  c a p a c i ty  o f  low -incom e c o u n t r i e s .  For t h i s  r e a s o n , th e  a u th o r  r e ­

l i e s  on th e s e  s tu d ie s  to  a  c o n s id e ra b le  e x te n t .

The f i r s t  s tu d y  o f  d e b t s e r v ic in g  c a p a c i ty ,  p u b l is h e d  by th e  

B ank, c o v e re d  th e  decade 1 9 ^ -1 9 5 5  and  w as, on th e  w hole , an  o p t im is t i c

^A vram ovic, D e b j-S e rv ic in g  C a p a c ity  and  P ostw ar Growth i n  I n t e r ­
n a t i o n a l  In d e b te d n e ss  .

^Avramovic and  G u lh a t i ,  Debt S e rv ic in g  Problem s o f  Low-Income 
C o u n tr ie s
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r e p o r t .  Avramovic p o in te d  o u t t h a t  th e  s i z e  o f  p o s tw ar c a p i t a l  flow s 

h ad  b een  much above c o rre s p o n d in g  flow s in  th e  1920 's  and  t h a t  g r a n t s - 

i n - a i d  h ad  p la y e d  a  v e ry  s u b s t a n t i a l  r o le  in  th e  p o s t  W orld War I I  

p e r io d . Such g r a n ts  h a d  s e rv e d  to  red u ce  th e  b u rd en  o f  d e b t t h a t  n o r ­

m a lly  fo llo w s  c a p i t a l  o u t f lo w s . ^

Avramovic d e f in e d  e x te r n a l  p u b l ic  d e b t as th e

L ong-term  d e b t owed o r  g u a ra n te e d  by p u b l ic  b o d ie s  in  d .eb ter 
c o u n t r i e s .  I t  in c lu d e s  d e b ts  o f  c e n t r a l  and  l o c a l  governm en ts , 
o f  p u b l ic  a g e n c ie s  an d  s ta te -o w n e d  e n t e r p r i s e s .  E x te rn a l  deb t 
i s  ta k e n  t o  mean a l l  d e b t w hich i s  c o n tr a c te d  and p a y a b le  ex ­
t e r n a l l y .  G r a n t s - in - a id  as  w e ll  as lo a n s  g ra n te d  by  f o re ig n  
governm ents b u t re p a y a b le  in  l o c a l  c u rre n c y  a r e  n o t  t r e a t e d  as 
e x te r n a l  lo a n s .  S h o r t- te rm  d e b ts  w ith  a  m a tu r i ty  o f  l e s s  th a n  
one y e a r  . . . a r e  e x c lu d e d .^

Avramovic e s t im a te d  t h a t  th e  s iz e  o f  th e  r e t u r n  f lo w  o f  s e r ­

v ic e  paym ents (p u b lic  a s  w e ll  a s  p r iv a t e )  o f  36 low -incom e c o u n tr ie s  

in c r e a s e d  by 80  p e r  c e n t  in  c o n s ta n t  d o l l a r  p r ic e s  from  1 9 ^ - 1 9 5 5 *

P u b lic  deb t s e r v ic e  was r e p o r te d  t o  have r i s e n  c o n s id e ra b ly  f a s t e r  th a n  

th e  r e t u r n  flo w  on p r iv a t e  a c c o u n t .3 T h is 8 0  p e r  c e n t  in c r e a s e  was n o t 

v iew ed w ith  a la rm  b e c a u se  o f  th e  r e l a t i v e l y  low b a se  o f  d e b t s e rv ic e  

paym ents a t  th e  c lo s e  o f  th e  Second W orld War. Avramovic co n c lu d e d , on 

th e  b a s i s  o f  c r i t e r i a  t o  be  d is c u s s e d  l a t e r ,  t h a t  t h e r e  was p le n ty  o f  

room f o r  f u r t h e r  in c r e a s e s  in  in d e b te d n e ss  on th e  p a r t  o f  th e  d ev e lo p in g  

n a t io n s .

How d id  he m easu re  c a p a c i ty  t o  m eet d e b t s e r v ic e  paym ents? 

P r im a r i ly ,  he a rg u e d , d e b t s e r v ic e  c a p a c i ty  depended upon two economic

^Avram ovic, p . 17.

^ I b i d . , p . 20 .

3Ibid., p. U 7.
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f a c t o r s .  F i r s t ,  t h e  d e b to r  c o u n try  m ust be  a b le  to  do w ith o u t enough 

dom estic  incom e and  sa v in g s  to  make paym ent on th e  d e b t. S e c o n d ly , 

th e  c o u n try  m ust b e  a b le  t o  c o n v e r t  su ch  s a v in g s  in to  f o r e ig n  exchange . 

T hese two a r e  in te rd e p e n d e n t.  "A h ig h  r a t e  o f  o v e r - a l l  income g ro w th , 

m a in ta in e d  o v e r  a  long  te rm , a lm o s t a u to m a t ic a l ly  im p lie s  an  a d e q u a te  

r a t e  o f  in c r e a s e  i n  th e  su p p ly  o f  com m odities w hich e i t h e r  a c tu a l l y  

e n te r  i n t e r n a t io i ia l  t r a d e  o r  a r e  c a p ab le  o f  b e in g  i n t e r n a t i c n a l l y  

t r a d e d . I n  o r d e r ,  t h u s , ,  t o  m easure d e b t - s e r v ic in g  c a p a c i ty ,  one m ust 

lo o k  a t .  t h e  c o u n tr y 's  pe rfo rm ance  in  th e  f i e l d s  o f  income an d  s a v in g s  

and  in  th e  f i e l d  o f  f o re ig n  t r a d e .  The m ost r e l e v a n t  r a t i o  i s  th e  r a ­

t i o  o f  p u b l ic  d e b t s e r v ic e  to  c u r r e n t  a c c o u n t r e c e i p t s .

D uring  th e  decade 1 9 ^ -1 9 5 5  th e  income o f  th e  d e v e lo p in g  

c o u n tr ie s  grew  a t  a  r a p id  r a t e .  However, A vram ov ic 's  s t a t i s t i c a l  e v i ­

dence in d ic a te d  t h a t  a g g re g a te  s e r v ic e  paym ents (e x p re s se d  in  c o n s ta n t  

p r i c e s )  grew  even  f a s t e r . ^ In  a d d i t io n  t o  income g row th , th e  d e v e lo p in g  

c o u n tr ie s  showed a  r a p i d  in c r e a s e  in  g ro s s  s a v in g s  du ring  th e  decade 

u n d e r d i s c u s s io n .  In  th e  m a jo r i ty  o f  c o u n tr i e s  c o n s id e re d  th e  m a rg in a l 

s a v in g s  r a t e  was g r e a t e r  th a n  th e  a v e ra g e  r a t e ,  a l s o .^

The c r u c i a l  r a t i o ,  as p o in te d  o u t  e a r l i e r ,  i s  th e  r e l a t i o n s h i p  

b etw een  s e r v i c e  paym ents and  c u r r e n t  a c co u n t r e c e i p t s .  In  36  d e v e lo p in g  

c o u n t r i e s ,  c o v e re d  by th e  s tu d y ,  e x p o r ts  in c r e a s e d  62  p e r  c e n t  from  19^ '  

t o  1955- These same c o u n t r i e s ' .d e b t s e r v i c e  paym ents on p u b l ic  and  p r i ­

v a te  a c co u n t r o s e  by  a lm o s t 90 p e r  c e n t  in  th e  same p e r io d .^  "As a  

c o n seq u en ce , th e  s h a re  o f  e x te r n a l  e a rn in g s  a b so rb e d  by s e r v ic e  paym ents

^Ibid . , p. 58. ^Ibid. , pp. 6 I-62 .

3I b i d . , p. 79. ^ I b id . , p. 95-
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incresLsed from  ab o u t 6 . 7^  izi 19^8 t o  7*7?^ izi 1955* « • • The in c re a s e  

in  th e  r a t i o  o f  p u b l ic  d eb t s e r v ic e  to  e x te r n a l  ee im ings was g r e a t e r .  

The s t a t i s t i c s  on d eb t s e r v ic e  paym ents a s  a  p e rc e n ta g e  o f  c u r r e n t  a c ­

co u n t r e c e ip t s  f o r  th e  38  d e v e lo p in g  c o u n tr ie s  c o v e re d  in  A vram ovic 's  

s tu d y  a r e  shown in  T ab le  1 .

By th e  tim e  t h a t  S e n a to r  M onroney 's R e s o lu tio n  had  bo rne  

f r u i t ,  and  th e  I n te r n a t io n a l  Developm ent A s s o c ia t io n  was b e in g  con­

s id e r e d  by  th e  member governm ents o f  th e  W orld Bank, a  second  s tu d y  on 

d eb t s e r v ic in g  c a p a c i ty  had  been  is s u e d . The -optim ism  e v id e n t  in  th e  

s tu d y  p u b l is h e d  in  1958  was m is s in g  in  th e  196O r e p o r t .

A lthough  i t  was p o in te d  o u t t h a t  th e  l e s s  d eve loped  c o u n tr ie s  

had  b een  r e c e iv in g  an in c r e a s in g  p r o p o r t io n  o f  p u b l ic  funds t r a n s f e r r e d  

a b ro a d , i t  was a l s o  n o te d  t h a t  an in c r e a s in g  p o r t io n  o f  th e s e  funds was
p

ta k in g  th e  form  o f  lo a n s .  T h is phenomenon i s  a c co u n te d  f o r  by th e  

f a c t  t h a t  th e  U n ite d  S ta te s  gave M a rsh a ll  P la n  a i d  to  th e  r e l a t i v e l y  

r i c h  n a t io n s  o f  W estern  Europe on a  g r a n t  b a s i s  w hereas t h e  a id  t o  th e  

p o v e r ty  s t r i c k e n  c o u n tr ie s  o f  A s ia , L a t in  A m erica and A f r ic a  was m o stly  

lo a n s  an d  m o s tly  lo a n s  on c o n v e n tio n a l te r m s , i . e .  E x p o rt- Im port Bank 

o p e r a t io n s .

In  a d d i t io n  to  th e  f a c t  ' t h a t  c a p i t a l  was n o t e x ten d ed  on as 

f a v o ra b le  te rm s as  b e f o r e ,  i t  was p o in te d  o u t t h a t  th e  e x p o rt e a rn in g s  

o f  th e  p rim a ry  p ro d u c in g  c o u n tr ie s  h ad  ta k e n  a  n o s e -d iv e  d u rin g  th e  

p e r io d  o f  th e  seco n d  s tu d y , 1956- 1 9 5 8 - And, w h ile  p rim ary  p ro d u c t 

p r ic e s  f e l l ,  t h e  p r ic e s  o f  m an u fa c tu red  goods ro s e  th ro u g h o u t th e

I p b id .

^Avramovic and  G u lh a t i ,  p . 10.



TABLE 1 .--Relationship between service payments and current account receipts

C ountry

P u b lic  D ebt S e rv ic e  as  
P e rc e n ta g e  o f  C u rre n t 

A ccount R e c e ip ts

P r iv a te  S e rv ic e  
Payments a s  ^  o f  

C u rre n t A ccount R e c e ip ts

T o ta l  S e rv ic e  
Payments a s  ^  o f  

C u rre n t A ccount R e c e ip ts

P ostw ar D ir e c t io n  C u rre n t 
o f  Change in  th e  R a tio  

R a tio  ( 1 9 5 5 ) C u rre n t R a tio  (’1955) C u rre n t R a t io  (1955)

B r a z i l ■ I 1 9 .2 5 .4 24.6
I s r a e l n . a . 1 6 . 8 C 1 . 5c 1 8 . 3c
Y u g o slav ia I 1 3 .1 0 .9 i 4 .o
H a i t i I 9 .5 2 .8 1 2 .3
C h ile I 8 .0 1 3 .6 2 1 .6

Turkey n . a . 7 .1 ? ^ n .a . n • S i  •

Mexico ■ I 7 .1 6.k 1 3 .5
Colum bia I 6 .8 2 .2 9 .0
Lebanon n . a . 6 . 7^ 1 7 . 4c 24.1®
P a k is ta n I 6 .1 2 .4 8 .5

Burma n . a . 5 .9 ? 0 . 7 ? 6 . 6 ?
P e ru I 6 .1 1 1 .5
Uruguay S 5 .1 2 .0 7 .1
N ic a rag u a I k.9 8 .9 1 3 .8
Paraguay D k.9 1 .4 6 .3

B o liv ia n . a . l(-. 6 2 .9 7 .5
In d o n e s ia n . a . 3.6® 1 1 . i s 1 4 .7 8
E cuador I 3 .6 l 4 . l 1 7 .7
Fed. o f  R hodesia and

N yasa land ■ I 2 .8 1 8 .2 2 1 .0
A rg e n tin a n . a . 2 .5 1 .8 4 .3

o \o



TABLE 1--Continued

C ountry

P u b lic  D ebt S e rv ic e  as 
P e rc e n ta g e  o f  C u rre n t 

A ccount R e c e ip ts

P r iv a te  S e rv ic e  
Paym ents a s  ^  o f  

C u rre n t A ccount R e c e ip ts

T o ta l  S e rv ic e  
Payments a s  ^  o f  

C u rre n t A ccount R e c e ip ts

P ostw ar D ir e c t io n  
o f  Change in  th e  

R a tio

C u rre n t
R a tio

(1955) C u rre n t R a tio  ( l9 5 5 ) C u rre n t R a tio  (1955)

P h i l ip p in e s n .a . 2 . 2 . 1 2 .1 1 4 .3
Cuba n .a . 1.9® 5 . 2 ® 7 . 1®
B e lg ia n  Congo I 1 . 6 * 1 1 .4 1 3 .0
I c e la n d I 1 .5 ^ 0 .6 2 .1
C o sta  R ica n .a . 1 . 5C 1 1 .8 1 3 .3

Iraq . n .a . 1 .4 3 5 . g f 3 7 .3
E l S a lv ad o r D 1 .0 6 .0 7 .0
T h a ila n d S 1 .0  ■ I 'S l 2 .9
I r a n n .a . n .a . 2 0 . 4b 2 0 .4
Panama 8 0 .7 1 3 .9 i 4 .6

I n d ia S 0 .7 3 .6 4 .3
G uatem ala S 0 .5 5 .8 6 .3
C eylon S 0 .5 4 .0 4 .5
E th io p ia I 0 .4 2 .3 2 .7
V enezuela n « s> o 0 .1 2 9 .3 2 9 .4

D om inican R ep u b lic n .a . 0 .0 9 .6 9 .6

a \

N otes: I  in d ic a te s  t h a t  th e  p u b l ic  d e h t s e r v ic e  r a t i o  in c re a s e d .
S in d ic a te s  t h a t  th e  p u b l ic  d e b t s e r v ic e  r a t i o  rem ained  s t a b l e .
D in d ic a te s  t h a t  th e  p u b l ic  d e b t s e r v ic e  r a t i o  d e c lin e d .



TABLE 1 --Continued

^ C u rre n t Account R e c e ip ts  i s  d e f in e d  to  in c lu d e  goods, s e r v i c e s ,  and  p r iv a t e  r e m i t ta n c e s .
G ross r e c e ip t s  a r e  u se d .

^ R e p a t r ia t io n  o f  p r iv a t e  in v es tm e n t i s  n o t in c lu d e d .

C195A.

*%Iay in c lu d e  some p r iv a t e  s e r v ic e  paym ents. P ro b ab ly  in co m p le te .

ei953.

^A verage f o r  195^-5^*

S R atio  to  commodity e x p o r ts  o n ly .
o\

^May in c lu d e  some p u b lic  deb t s e r v ic e  paym ents.
♦

S ource: D ata  from  I n te r n a t io n a l  Bank f o r  R e c o n s tru c tio n  and  D evelopm ent, Economic S t a f f ,
S t a t i s t i c s  D iv is io n ,  f o r  p u b lic  d e b t s e r v ic e ;  I n t e r n a t io n a l  M onetary Fund, Bal.ance o f  Payments 
Y earbook, v a r io u s  i s s u e s ,  f o r  'in v es tm e n t income paym ents and  f o r  c u r r e n t  a c co u n t r e c e i p t s .  A dapted 
from  A vram ovic, T ab le  XVI, pp. 98-99•
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p e r io d .^

As a  r e s u l t  o f  t h e  d e te r io r a t i o n  in  t h e i r  te rm s o f  t r a d e ,  th e  

u n d e rd ev e lo p ed  c o u n tr i e s  had  to  red u ce  t h e i r  r a t e  o f  c a p i t a l  good im­

p o r t s .  I t  was e s t im a te d  t h a t  th e s e  c o u n t r i e s '  im p o rts  were re d u c e d  

$ 2 .2  b i l l i o n  from  1957  t o  1958  o r  ab o u t 10 p e r  c e n t  o f  th e  1957
p

l e v e l  o f  im p o rts .

À t h i r d  a d v e rs e  f a c t o r  laad e n te r e d  th e  p i c tu r e  duri~~

1 9 56-1958  p e r io d .  T here  was a  s h a rp  r i s e  in  i n t e r e s t  r a t e s  on i n t e r ­

n a t io n a l  lo a n s .  And th e r e  was a  m arked s h o r te n in g  o f  th e  av e rag e  e f ­

f e c t i v e  p e r io d  o f  re p a y m e n t.3

T ab le  2 shows th e  e x te r n a l  p u b l ic  in d e b te d n e s s  o f  32 d ev e lo p in g  

c o u n tr ie s  (a c c o u n tin g  f o r  tw o - th i rd s  o f  th e  p o p u la t io n  o f  th e  u n d e r­

d eve loped  c o u n tr ie s  o u ts id e  th e  S o v ie t  b lo c )  a t  th e  c lo s e  o f  1955 and  

a t  th e  c lo s e  o f  1958. The t o t a l  p u b l ic  in d e b te d n e s s  o f  th e s e  32 

c o u n tr ie s  had  in c r e a s e d  from  $ 6 .2  b i l l i o n  t o  $ 1 0 .1  b i l l i o n  in  a  p e r io d  

o f  3 y e a r s . T h is  i s  a  63 p e r  c e n t in c r e a s e .  F o r  some o f  th e s e  c o u n tr ie s  

th e  o r i g i n a l  in d e b te d n e s s  was so  low t h a t  any new d e b t shows up as  a  

h ig h  p e rc e n ta g e  in c r e a s e .  B u t, f o r  o t h e r s ,  n o ta b ly  B r a z i l ,  A rg e n tin a , 

and  I n d ia ,  th e  o r i g i n a l  in d e b te d n e ss  was c o n s id e r a b le .

As l a r g e  a s  th e  p u b l ic  d eb t s e r v ic e  b u rd e n  i s  in  th e s e  c o u n t r i e s ,  

we m ust n o t  f o r g e t  t h a t  s e r v ic e  paym ents on p r iv a t e  accoun t a re  ab o u t 

tw ic e  as l a r g e .  In  1955 p u b l ic  d eb t s e r v ic e  paym ents o f  th e s e  32 low- 

income c o u n tr ie s  w ere $653  m i l l io n  w h ile  s e r v ic e  paym ents on p r iv a t e

^ I b id . , p . 2 8 .

2 I b i d . , pp . hO-kh. 

3I b i d . , pp . 1 0 -2 0 .
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TABLE 2 . —E x te rn a l  p u b l ic  in d e b te d n e ss  December 31; 1955 an d
December 31> 1958 

(m i l l io n s  o f  U. S. d o l l a r  e q u iv a le n t )

December 31; 1955 December 3I ; 1958

L a t in  A m erica 3 ,7 0 5 5 ,2 4 6
B r a z i l 1 ,2 0 4 1;509
A rg e n tin a (6 0 0 ) ( l ;4 3 0 )
Mexico 500 599
C h ile 354 459
Colom bia 274 438
P eru 222 216
Uruguay 127 131
B o l iv ia 94 98
E cuador 69 94
Cuba 65 58
Panama 21 42
H a i t i 43 37
C osta  R ica 36 34
E l S a lv a d o r 28 26
N ica rag u a 23 25
G uatem ala 22 22
P araguay 18 17
Honduras 5 13

A s ia , M iddle E a s t  and  A f r ic a 2 ,5 9 2 4 ,8 7 4
In d ia 308 1 ,442
I s r a e l ( 3 6 0 ) ( 5 5 8 )
Fed. o f  R h o d esia  and

N y asa lan d 371 528
B e lg ia n  Congo 316 518
Indones i a (5 6 9 ) (415)
I r a n 230 377
U n ite d  Arab R ep u b lic 5 291
P a k is ta n i4 8 200
P h i l ip p in e s 91 198
T h a ila n d 73 143
Burma 17 84
E th io p ia 33 51
C eylon * ‘ 44 48
Lebanon 27 27

T o ta l ,  non-E uropean  lov -incom e
c o u n tr ie s  6 ,2 9 7 10,120

N ote: F ig u re s  in  p a re n th e s e s  a r e  c rude  e s t im a te s .

A dapted  fromS o u rce : D ata  from  IBRD S t a t i s t i c s  D iv is io n
Avramovic an d  G u lh a t i ,  T ab le  I I ,  pp. 13-14 .
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ac co u n t w ere $ 1 ,117  m i l l i o n .  In  1958 th e  r a t i o  was much th e  same. 

P r iv a te  s e r v ic e  paym ents were $1 ,280  m i l l i o n  and  p u b l ic  d e h t s e rv ic e  

paym ents w ere $770 m i l l i o n .^  Of c o u rse  t h e r e  i s  a  d eg ree  o f  f l e x i ­

b i l i t y  i n  s e r v ic e  paym ents on p r iv a t e  a c c o u n t t h a t  i s  n o t  p r e s e n t

in  p u b l ic  d e b t s e r v ic e  paym ents. I n s o f a r  a s  p r iv a t e  s e r v ic e  pay­

m ents ta k e  th e  form  o f  d iv id e n d s , th e y  may f lu c t u a t e  w ith  e x p o rt 

e a rn in g s  i n  su ch  a  iray as to  m in im ise  th e  s t r a i n  on th e  h e le n c e  o f  

paym en ts.

T ab le  3 p r e s e n ts  p u b l ic  deb t s e r v ic e  as a  r a t i o  o f  e x p o rt 

e a rn in g s  f o r  30  d e v e lo p in g  c o u n tr ie s  ( f o r  w hich  such  f ig u r e s  were 

a v a i l a b l e )  in  1955 , 1958, 1957 and  1958.

A d r a s t i c  w orsen ing  o f  th e  r a t i o  i s  e v id e n t  in  th e  c a se  o f

Colum bia (from  6 .1  in  1955 to  21.k in  1 9 5 8 ) , C h ile  (8 .8  t o  1 3 .2 )  and

E cuador ( k . 0 to  9 - 8 ) .  The w e ig h ted  a v e ra g e  f o r  a l l  th e s e  c o u n tr ie s  

ro s e  from  h.9 p e r  c e n t  o f  c u r r e n t  a c co u n t r e c e ip t s  in  1955 t o  5*8 

p e r  c e n t  i n  1 9 5 8 .^

The f a c t  t h a t  th e  s tu d y  ended in  1958 g iv e s ,  p e rh a p s , to o  f a ­

v o ra b le  a  p i c t u r e  o f  th e  p o s i t i o n  o f  some c o u n t r i e s .  I t  w i l l  be no­

t i c e d  from  T ab le  3 t h a t  I n d i a 's  p u b l ic  d e b t s e r v ic e  o n ly  r e q u i r e d  I .7  

p e r  c e n t  o f  c u r r e n t  ac co u n t r e c e ip t s  in  1958. T h is  i s  n o t an  a la rm in g  

r a t i o .  However, 1958 was th e  b e g in n in g  o f  heavy  bo rrow ing  f o r  th e  

Second F iv e  Y ear P la n  and  t h i s  r a t i o  changed  c o n s id e ra b ly  in  a  v e ry  

s h o r t  p e r io d .

^Avramovic and  G u lh a t i ,  T ab le  I I I  and  A ppendix T ab le  XXI, 
p . 19 and  p . 7 3 .

^ I b i d . , p .



66

TABLE 3 - - - R a t io  o f  p u b l ic  d e b t s e r v ic e  to  c u r r e n t  a c co u n t r e c e ip t s

C ountry 1955 1956 1957 1958

Colom bia 6 .1 5 .2 1 0 .2 2 1 . 1 .2
C h ile - 8 .8 9 .3 1 0 .6 1 3 .2  *
B r a z i l 1 9 .7 * 1 0 .1 1 1 .3
Ecuador 4 .0 5 .7 6 .1
H a i t i 6 .5 - i 4 . i * 6 .5 9 . 3*
M exico 7 -7 7 .0 8 .8 9 . 0*
P eru 4 .9 8 . 3* 6 .7 7 .6
Uruguay 5 .6 5 .0 6 .9 7 . 1%
I ra n 1 .3 1 .0 3 .1
P a k is ta n 2 .3 4 .1 4 .4 5 . 3**
Panama 0 .7 0 .7 0 .6 4 .9 ^ ^
N ic a rag u a
Fed. o f  R hodesia  and

4 .9 5 .3 7 . 0* 4 .7

N y asa land 2 .7  • 2 .8 3 .8 4 .2 *
C o sta  R ica 0 .9 3 .5 3 .7 4 .2 *
P araguay 4 .3 * 4 . 3* 3 .9 4 .2
B e lg ia n  Congo 1 .7 2 .7 3 .5 4 .0 *
B o l iv ia 4 .8 * 3 .9 2 .3 4.0&
In d o n e s ia 3 .8 * 2 .9 2 .6 3 .5
T h a ila n d 1 .1 1 .4 2 .0 2 . 3*
P h i l ip p in e s 1 .5 1 .5 2 .4 * 2 .1
E th io p ia 0 .4 1 .0 1 .8 1 . 9 *
Honduras 0 .0 0 .0 0 .6 1 .8 *
Burma 0 .5 0 .6 0 .5 1 . 5*
I n d ia 0 .7 0 .7 0 .9 1.7*3-
E l S a lv ad o r 1 .0 1 .1 1 .1 1 .4 *
M alayat 0 .3 0 .6 0 .7 1 .0 *
G uatem ala 0 .2 0 .2 0 .5 0 . 7 *
Cuba 1 .0 * 0 .7 0 .6 0 .6 a
Ceylon 0 .5 0 .5 0 . 6* 0 .5
U n ite d  Arab R ep u b lic 0 .2 0 .2 0 .2 0 .2 *

^ I n d ic a te s  peak  r a t i o .

^ P re l im in a ry .

t R a t io  o f  d e b t s e r v ic e  t o  commodity e x p o r ts .

S ou rce: D ata from  IBRD S t a t i s t i c s  D iv is io n ; IMF B alance  o f
Payments Y earbook , v a r io u s  i s s u e s .  A dapted from  Avramovic an d  G u lh a t i ,  
T ab le  V I I I ,  p . 53-
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D e s p ite  th e  g r e a t e r  th a n  60 p e r  c e n t  in c r e a s e  in  p u b l ic  i n ­

d e b te d n e ss  o f  th e  32 low -incom e c o u n t r i e s ,  Avramovic and G u lh a t i  con­

c lu d e d  t h a t  " th e  p o s s i b i l i t i e s  f o r  f u r t h e r  i n t e r n a t ionsil le n d in g  a re  

f a r  from  e x h a u s te d . T here  a r e  a  g r e a t  number o f  c o u n tr ie s  w hich a r e  

s t i l l  i n  a  p o s i t i o n  t o  assum e new lo n g - ru n  o b l ig a t i o n s ." ^  However,
t.

t h i s  c o n c lu s io n  i s  tem pered  w ith  a  w arn in g . "R ecent e x p e r ie n c e  su g ­

g e s ts  t h a t  a t  c e r t .a in  p o in ts  in  t h e  g row th  p r o c e s s , some c o u n tr i e s  in c u r  

s u b s t a n t i a l  am ounts o f  d e b t in  a  v e ry  s h o r t  p e r io d  o f  t im e ; and  t h i s  

e x p e r ie n c e  may w e ll  be  r e p e a te d  in  o th e r  c a se s  i n  th e  f u t u r e . "2 In  

some c o u n tr ie s  u n c e r t a in  e x p o r t  p ro s p e c ts  an d  a lr e a d y  heavy d e b t b u r ­

dens made f u r t h e r  bo rrow ing  d i f f i c u l t  i f  n o t  im p o s s ib le .^

T hus, t h i s  second  e s t im a te  o f  d e b t - s e r v ic in g  c a p a c i ty  p r e ­

s e n te d  a  m ixed p i c t u r e .  A lthough  some c o u n tr ie s  c o u ld  s t i l l  bo rrow  

s a f e l y ,  a p p a re n t ly  t h e r e  was a  grow ing number t h a t  h a d  p a s s e d  t h e i r  

l i m i t .  I t  was t h i s  l a t t e r  g roup  o f  c o u n tr ie s  t h a t  p a r t i c u l a r l y  

p r e s s e d  f o r  th e  e s ta b l is h m e n t  o f  some i n s t i t u t i o n  l i k e  th e  I n t e r n a t io n a l  

D evelopm ent A s s o c ia t io n .

The F l ig h t  o f  C e r ta in  C o u n tr ie s

I s  t h e r e  some fo rm u la  w hich e s ta b l i s h e s  th e  l i m i t  beyond  w hich 

a  c o u n t r y 's  r a t i o  o f  in d e b te d n e ss  t o  e x p o r t  e a rn in g s  can n o t go w ith  

s a f e ty ?  A lthough  th e  I n t e r n a t io n a l  Bank say s  t h e r e  i s  no su c h  fo rm u la , 

i n  p r a c t i c e ,  th e  Bank re g a rd s  a  c o u n try  as b e in g  in  t r o u b le  when more 

th a n  6 o r  7 p e r  c e n t  o f  t h e i r  e x te r n a l  r e c e ip t s  i s  a b so rb e d  by  f in a n ­

c i a l  o b l ig a t io n s  a b ro ad . Beyond t h i s  p o i n t ,  a  s p e c i a l  s tu d y  i s

^Ibid., p. 59. 2Ibid. 3Ibid.
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necessa ry  to  j u s t i f y  g ran tin g  of f u r th e r  a s s i s t a n c e ,^

What does i t  mean fo r  a country  to  go beyond some such l im it?

The word goes out th a t  th a t  coun try  i s  no longer c red i tw o r th y .  "What 

t h i s  r e a l l y  means is  th a t  the bankers judge th a t  such a country  might 

in  'a c r i s i s  f ind  the tem pta tion  to  d e fa u l t  on i t s  fo re ig n  debt over­

whelming."^ Most observers  agree th a t  the danger p o in t  has been 

reached  by s e v e ra l  L atin  American c o u n t r i e s ,  p a r t i c u l a r l y  B ra z i l ,  

and i s  j u s t  ahead fo r  In d ia  and P a k is ta n .

The case of In d ia  deserves  s p e c ia l  c o n s id e ra t io n .  This coun­

t r y  con ta ins  approxim ately 400 m i l l io n  people or o n e - th i rd  of those 

people l iv in g  in  underdeveloped c o u n t r ie s  (o u ts id e  the Soviet b loc) 

today .  I'Jhat happens in  In d ia  may have a c r u c i a l  impact on the hopes 

of o the r  developing c o u n t r ie s  fo llow ing  a n o n - t o t a l i t a r i a n  p a th .

Shonfield  c i t e s  In d ia  as the most dram atic  case for s o f t  loans.

Consider, fo r  example, the a r i th m e t ic  of I n d i a ' s  Third 
Five-Year P lan , beginning  in  1961. Taking the most conserva­
t i v e  e s t im a te  of what the Ind ians w i l l  need to  ca r ry  out a sub­
s t a n t i a l  program . . . the f o r e ig n - t r a d e  d e f i c i t  during  t h i s  period  
w i l l  average an amount equal to  roughly tw o - th ird s  of I n d ia 's  
export earn ings  today.

What a re  the chances of in c re a s in g  I n d ia 's  export earn ings?  One

observer of the Indian economy has sa id  th a t  "As. fa r  as 95% of the

e x p o r ts  from In d ia  are  concerned, th e re  i s  thus l i t t l e  l ik e l ih o o d  of

any marked in c rease  even over the nex t two decades. In the p a s t  th ree

^Leonard R i s t ,  "The C apacity  to  Service Foreign Debts"--A le c tu re  
p resen ted  to  the Economic Development I n s t i t u t e  of the In te r n a t io n a l  
Bank fo r  R econstruc tion  and Development (IBRD) Ju ly  9, 1962 (Washing­
to n :  IBRD, 1962) p . 10. (Mimeographed.)

^Shonfie ld ,  p . 97.

^Shonfie ld ,  p .  30.
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decades th e  volume o f  e x p o r ts  o f  th e s e  item s hma f a l l e n ,  and  th e  t r e n d  

may c o n tin u e .

Even assum ing t h a t  t h e  In d ia n s  w ere a b le  t o  in c r e a s e  e x p o rts  

t o  th e  p o in t  t h a t  th e  f o r e ig n  t r a d e  d e f i c i t  was e q u a l to  o n ly  h a l f  

t h e i r  e x p o rt  e a in in g s , S h o n f ie ld  p o in ts  o u t t h a t ,  " th i s  w ould mean 

t h a t  by 1966  t h e  d e b t ac cu m u la te d  o v e r  th e  F iv e -Y ea r P la n  w ould amount 

t o  two and  a  h a l f  tim es  th e  v a lu e  o f  th e  c o u n t r y 's  e x p o rt t r a d e .

And t h i s  in d e b te d n e ss  w ould , o f  c o u rs e ,  b e  on to p  o f  th e  a lr e a d y  la r g e  

d eb t b u rd en .

I f  I n d ia  bo rrow ed  th e  funds n e c e s s a ry  t o  f in a n c e  th e  T h ird  

F iv e  Y ear P la n  a t  5 p e r  c e n t  i n t e r e s t  f o r  a  20 y e a r  p e r io d ,  she  "would 

have t o  f in d  each  y e a r  a  sum in  f o r e ig n  ex ch an g e , f o r  i n t e r e s t  and 

p r i n c i p a l  repaym en ts t o g e t h e r ,  e q u a l t o  10 p e r  c e n t  o f  th e  t o t a l  amount 

b o rrow ed  d u r in g  th e  f iv e - y e a r  p e r io d .  "3 T h is  w ould mean t h a t  th e  an ­

n u a l  c o s t  o f  s e r v ic in g  th e  T h ird  P la n  d e b t w ould ta k e  25 p e r  c e n t  o f  

e x p o r t  e a rn in g s .

B u t, t h i s  i s  o n ly  t h e  b e g in n in g . "More th a n  $1 b i l l i o n  w i l l  

be r e q u i r e d  f o r  th e  repaym ent o f  e x te r n a l  d e b t . . . d u rin g  th e  p e r io d  

c o v e re d  by I n d i a 's  T h ird  F iv e  Y ear P l a n . A n d  t h i s  amount e q u a ls  

ab o u t 10 p e r  c e n t  o f  I n d i a 's  f o r e ig n  exchange e a rn in g s  each  y e a r .  S o , 

t h a t  by I 9 6 6 , when th e  T h ird  P la n  i s  c o m p le ted , I n d ia  w ould be  r e q u i r in g

^S. J .  .P a te l ,  "E xport P ro s p e c ts  and  Economic Growth: I n d ia ,"
The Economic J o u r n a l , EXIX (S ep tem b er, 1 9 5 9 ), 501.

^ S h o n f ie ld , p . 30.

3 l b id .

R o b e r t  E, A sh e r , G ra n ts ,  L oans, an d  L oca l C u rre n c ie s  
(W ashington: The B rookings I n s t i t u t i o n ,  I 9 6 I ) ,  p . 9 7 .
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som eth ing  i n  th e  n a tu r e  o f  35 p e r  c e n t  o f  h e r  e x p o rt e a rn in g s  j u s t  to  

s e r v ic e  f o r e ig n  d e h ti

The p rob lem  p la g u in g  I n d ia  in  h e r  a tte m p t t o  in c r e a s e  e x p o r t  

e a rn in g s  i s  t h a t  o f  many d e v e lo p in g  c o u n tr ie s  to d a y . Even though  

th e  p e o p le  sav e  f i e r c e l y  an d  l i m i t  consum ption  t o  a  s t a r v a t i o n  l e v e l ,  

t h e r e  i s  g r e a t  d i f f i c u l t y  in  t u r n in g  th e  goods sa v ed  in to  e x p o r t  i te m s . 

T here  has n o t  been  enj’" s u b s t e n t i a l  I n c re a s e  in  w orld  demand f o r  I n d i a 's  

t r a d i t i o n a l  e x p o r ts  o f  t e a  an d  j u t e .  T e x t i l e s  s e rv e d  as a  medium f o r  

e n te r in g  th e  e x p o rt  f i e l d  f o r  J a p a n , and  I n d ia  i s  t r y i n g  to  em u la te  

J a p a n e se  e x p e r ie n c e . B u t, h e re  th e  In d ia n s  ru n  up a g a in s t  n o t  o n ly  

t a r i f f s  b u t  " v o lu n ta ry  q u o ta s "  on t e x t i l e  e x p o r ts .  Even a  program  

o f  ram pant p r i c e - c u t t i n g  c a n n o t overcom e su ch  r e s t r i c t i o n s .

I t  i s  im p o r ta n t to  rem em ber, in  c o n s id e r in g  th e  problem s con­

f r o n t in g  th e  I n d ia n s ,  t h a t  th e y  a re  a t te m p tin g  to  r a i s e  p e r  c a p i t a  i n ­

come by  3 p e r  c e n t a  y e a r ,  s t a r t i n g  from  one o f  th e  lo w e s t income 

b a se s  in  th e  w o rld . B u t, th e  s i z e  o f  th e  p o p u la t io n  i s  su ch  t h a t  

j u s t  t o  in c r e a s e  p e r  c a p i t a  income one d o l l a r  each  y e a r  r e q u i r e s  an 

in c r e a s e  in  n a t io n a l  income o f  $400 m i l l i o n .  Assuming a  c a p i t a l -  

o u tp u t r a t i o  o f  abou t 3 :1 ,  in  o r d e r  to  in c r e a s e  n a t io n a l  income $4-00 

m i l l i o n  an  in v es tm e n t o f  so m eth in g  o v e r  $1 b i l l i o n  i s  r e q u i r e d .  We 

s h o u ld , in d e e d , " c o n s id e r  t h e  a r i th m e t ic  o f  I n d i a 's  T h ird  F iv e -Y ea r 

P l a n . "

In d ia  i s  n o t a lo n e  i n  h e r  p l i g h t .  A t th e  1961  m ee tin g  o f  th e  

B oard o f  G overnors o f  th e  I n t e r n a t i o n a l  Bank, th e  G overnor from  P a k is ­

ta n  p r e s e n te d  a  v e ry  s im i l a r  p i c t u r e  o f  h i s  c o u n try . What a re  th e  a l ­

t e r n a t i v e s  f o r  su ch  c o u n tr ie s ?  The P a k i s t a n i  G overnor s a i d  th e y  have 

tw o. F i r s t ,  th e y  c o u ld  c u t  t h e i r  developm ent p la n s  and  program s back
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t o  th e  amount o f  s o f t  lo a n s  a v a i l a b l e .  O r, th e y  c o u ld  assume conven­

t i o n a l  o b l ig a t io n s  t h a t  th e y  know th e y  w i l l  n o t  be a b le  t o  r e p a y , in  

th e  hope t h a t  someone w i l l  b a i l  them  o u t .^  T h is  i s  a  r a t h e r  u n a p p e a l­

in g  s e t  o f  a l t e r n a t i v e s  f o r  any governm ent t h a t  i s  t r y i n g  t o  w in popu­

l a r  su p p o rt  a t  home and  a t  th e  same tim e  m a in ta in  i n t e r n a t io n a l  r e ­

s p e c t a b i l i t y .

The G overnor o f  th e  Bank f o r  N epal p r e s e n te d  a  d i f f e r e n t  c a s e .

H is c o u n try  i s  n o t  overw helm ed w ith  o u ts ta n d in g  d e b t.  B u t, th e  o p p o r­

t u n i t i e s  f o r  in v e s tm e n ts  o f  a  com m ercial o r  q u a s i-c o m m erc ia l p a t t e r n

a re  p r a c t i c a l l y  n o n - e x i s te n t .  T h is  i s  t r u e  b e c au se  th e  economy needs
2

so  many o f  th e  b a s ic  re q u ire m e n ts  w hich y i e l d  no d i r e c t  r e t u r n .

I s  i t  w ise  to  s a d d le  c o u n tr ie s  l i k e  N epal and  th e  new ly in d e ­

penden t A f r ic a n  c o u n tr ie s  w ith  a  l o t  o f  c o n v e n tio n a l  d eb t a t  t h i s  

p o in t  in  t h e i r  s t r u g g le  f o r  s u rv iv a l?  Maybe th e  West c o u ld  l e a m  

som eth ing  from  th e  e x p e r ie n c e  o f  t r y i n g  to  f in a n c e  I n d i a 's  and  P a k is ­

t a n 's  developm ent th ro u g h  th e  u se  o f  c o n v e n tio n a l  l o a n s . D r. R o b e rt 

A sher has  e s t im a te d  t h a t  b ecau se  o f  I n d i a 's  p a s t  c o n v e n tio n a l b o rro w in g , 

In d ia n  " a id  re q u ire m e n ts  w i l l  be n e a r ly  25 p e r  c e n t  g r e a t e r  th a n  th e  

$k . 4  b i l l i o n  b e l ie v e d  n e c e s s a ry  f o r  th e  im port o f  c a p i t a l  goods d u r in g  

1961- 1 9 6 5 ." 3  I s  i t  j u s t  m aking more t r o u b le  f o r  th e  f u tu r e  i f  h a rd  

lo a n s  a re  u se d  as  th e  m ain so u rc e  o f  developm ent c a p i t a l ?  F o r , h a rd  

lo a n s  m ust in c r e a s e  enough t o  a llo w  th e s e  c o u n tr ie s  t o  re p a y  p r in c i p a l

^lERD B oard o f  G overnors P re ss  R e le a se  No. 5 ; Septem ber 19,
1 9 6 1 , pp. 2 - 3 .

^IBRD B oard o f  G overnors P re ss  R e le a se  No. 1 6 , Septem ber I 8 ,
1 9 6 2 , p . 2 .

3
Asher, p. 97>
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p lu s  i n t e r e s t  o r  th e s e  c o u n tr ie s  a re  l e d  in to  a  v e ry  c y n ic a l  d e f a u l t .

A lan  N eale  has su g g e s te d  t h a t  th e  c o u n tr ie s  t h a t  have p a s se d  

th e  s e n s ib le  l im i t s  o f  d eb t s e rv ic in g  c a p a c i ty — I n d ia ,  P a k is ta n ,

B r a z i l  and  some o f  th e  A f r ic a n  c o u n t r i e s — do have one o th e r  a l t e r n a ­

t i v e .  They c a n , o f  c o u rs e ,  adop t th e  Com m unists' m ethods o f  fo rc e d  

sa v in g s  in  o rd e r  to  a c h ie v e  c a p i t a l  fo rm a tio n  q u ic k ly .^

The W orld Bank and  S o f t  Loans 

Mr. V. K, R. V. Rao, in  g iv in g  th e  M ontague B urton  L e c tu re  

a t  th e  U n iv e r s i ty  o f  Leeds in  i 9 6 0 , conceded  t h a t  h i s ,p r o p o s a l  f o r  a  

U n ite d  N a tio n s  Economic Development A d m in is t ra t io n  was o b v io u s ly  p r e ­

m atu re  in  th e  w o rld  o f  194-9. He r e c a l l e d  th e  W orld B ank 's  comments on 

t h a t  p ro p o sa l  and  n o te d  th e  iro n y  o f  th e  f a c t  t h a t  th e  Bank w ould be

c o n c u rr in g  in  th e  e s ta b l is h m e n t  o f  th e  D i t e m a t lo n a l  Development As-
2

s o c ia t io n  o n ly  a  decade l a t e r .

The B an k 's  management would n o t  p le a d  g u i l t y  to  in c o n s is te n c y  

in  t h e i r  p o l ic y .  F o r , th e  s t a f f  o f  th e  Bank has  had  a  lo n g -s ta n d in g  

p o l ic y  o f  o p p o s it io n  to  what th e y  c a l l  " fu zzy "  lo a n s .  From th e  tim e 

when Mr, John  MeCloy was p r e s id e n t  down, t o  to d a y , th e  o p p o s it io n  to  

" fu zzy "  lo a n s  rem ains s t r o n g .  And t h i s  i s  n o t  w ith o u t some re a s o n .

J u s t  what i s  a  "fuzzy"  lo an ?  The Bank d e f in e d  "fuzzy" lo a n s  

q u i te  e a r l y ,  a s  lo a n s  re p a y a b le  in  l o c a l  c u rre n c y  o r  lo a n s  where th e

^Alan D. N e a le , The Flow o f  R esou rces  from  R ich  to  Poor (H ar­
v a rd  U n iv e r s i ty  C e n te r  f o r  I n te r n a t io n a l  A f f a i r s  O ccas io n a l t a p e r s  in  
I n te r n a t io n a l  A f f a i r s  Number 2j Cam bridge: H arv ard  U n iv e r s i ty ,  19G1 ) ;
pp . 4-1-4-2.

K, R, V. R ao, I n te r n a t io n a l  A id  f o r  Economic D evelopm ent-- 
P o s s i b i l i t i e s  and  L im ita t io n s  (The U n iv e r s i ty  o f  Leads E igh teen th -M on- 
ta g u e  Bit to n  L e c tu re  on I n te r n a t io n a l  R e la t io n s ,  19& 0^pp . 15 - 1 6 ,
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o b l ig a t io n  t o  rep a y  was n o t  c l e a r .  The Bank f e l t  t h a t  i f  lo a n s  were 

made a t  low r a t e s  o f  i n t e r e s t  o r  w ith  an u n c e r ta in  d u r a t io n  (as  p ro ­

posed  in  SUNFED) t h a t  b o rro w ers  w ould n o t ta k e  th e  o b l ig a t io n  t o  re p a y  

s e r io u s ly  and t h i s  a t t i t u d e  w ould c a r r y  o v e r  to  th e  lo a n s  made by  th e  

Bank and  o th e r  c r e d i t o r s .  Loans re p a y a b le  in  l o c a l  c u rre n c y  w ere con­

s id e r e d  to  be n o th in g  b u t  d is g u is e d  g r a n t s .

Tlie s t a f f  c o n tin u e d  to  oppose " fu zzy "  lo o n s ,  b u t  by  1950-51 

th e r e  came th e  r e a l i z a t i o n  t h a t  som eth ing  e l s e  was n eed ed  b e s id e s  con­

v e n tio n a l  lo a n s .  "We h ad  t o  have some k in d  o f  s o f t  money in  o r d e r  to  

c a r r y  o u t th e  b a re  minimum t h a t  h ad  to  be done. S peak ing  on b e h a l f  

o f  th e  Bank to  th e  U n ite d  N a tio n s  Econom ic, Employment and  Developm ent 

Commission on May 1 7 , 1951, Mr. R ic h a rd  H. Demuth s a id :

We b e l ie v e  t h a t ,  i n  some c o u n t r i e s ,  th e  r a t e  o f  developm ent canno t 
be a c c e le r a te d  s u b s t a n t i a l l y  i f  th e  o n ly  e x te r n a l  c a p i t a l '  th e y  r e ­
c e iv e  i s  in  th e  form  o f  lo a n s  w hich have a  r e a s o n a b le  p r o s p e c t  o f  
repaym en t. I f  a d d i t i o n a l  a s s i s ta n c e  i s  to  b e  g iv e n  t o  th e s e  coun^ 
t r i e s  we b e l ie v e  s t r o n g ly  t h a t  i t  sh o u ld  be  in  th e  form  o f  g r a n t s , 
r a t h e r  th a n  in  th e  form  o f  q u a s i - lo a n s ,  and  t h a t  th e  g r a n ts  sh o u ld  
p r e f e r a b ly  be a d m ir iis te re d  th ro u g h  i n t e r n a t io n a l  c h a n n e ls .^

The P r e s id e n t  o f  th e  Bank, in  e v a lu a t in g  th e  re q u ire m e n t f o r  

s o f t  lo a n s ,  s a id :

T here a re  some in  th e  c r e d i to r  c o u n tr ie s  who a d v o c a te  p u t ­
t i n g  f o re ig n  a i d  on a  g r a n t - i n - a i d  b a s i s  in  o rd e r  t o  e sca p e  th e  
e v e n tu a l  n e c e s s i ty  o f  ta k in g  repaym ent in  f o r e ig n  goods. On th e  
o th e r  h an d , t h e r e  a r e  some who a d v o ca te  p u t t i n g  a l l  a i d  on a  100^ 
h a rd  lo a n  b a s i s ,  ig n o r in g  th e  v i r t u a l l y  in s u p e ra b le  t r a n s f e r  p ro b ­
lem s w hich th is ,w o u ld  c r e a t e .  Even i f  th e  c r e d i t o r  c o u n try  i s  p r e ­
p a re d  t o  c o n t in u e : le n d in g  and  r e le n d in g  on a  l a r g e  s c a l e  i n d e f i ­
n i t e l y ,  so  t h a t  i t s  a c tu a l  c a p i t a l  in v es tm e n t n eed  n e v e r  be  r e p a id ,

^ In te rv ie w  w ith  Mr. Eugene R. B la c k , March 1 3 , 19^3'

^ R ic h a rd  E. Demuth, "S ta tem en t on B e h a lf  o f  th e  H h te m a t io n a l  
Bank f o r  R e c o n s tru c tio n  and  Developm ent B efo re  th e  Econom ic, Employment 
and Developm ent Commission" (W ashington: IBRD, 1 9 5 l) ,- -p . IG . .
(M imeographed. )
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the mounting burden o f In te r e s t  can i t s e l f  become a formidable 
problem.

I t  i s  w ith such thoughts in  mind th a t I  have o ften  en­
dorsed in  p r in c ip le  th e id ea  th a t  a s ig n if ic a n t  part o f  develop­
ment a id  should  be extended on terms providing some r e l i e f  from 
th e tr a n s fe r  burden. I  have rep eated ly  observed th a t the j u s t i ­
f ia b le  and r e a l ly  minimum needs fo r  development c a p ita l in  the  
underdeveloped countries are g rea ter  than can be met through con­
v en tio n a l lo a n s .

This speech came a f te r  the proposal fo r  an In tern ation a l Development

Bank during th e  la s t  h a lf  o f  th e 1950's .

In  a  l a t e r  a d d re s s .  B lack  a rg u e d  t h a t ,  t o  be s u c c e s s f u l ,  de­

velopm ent a i d  m ust be  a c c e p te d  as  a  m ore o r  l e s s  perm anent f e a tu r e  o f  

W estern  p o l ic y  w ith  a  s e p a r a te  and  d i s t i n c t  s t a t u s  o f  i t s  own.^ "Con­

v e n t io n a l  lo a n s  a lo n e  w i l l  n o t  do th e  jo b .  A d ev e lo p in g  c o u n try  can  

re a c h  v e ry  r a p i d l y  th e  p ru d e n t  l i m i t  o f  i t s  c a p a c i ty  to  assum e f ix e d  

f o r e ig n  exchange o b l ig a t i o n s ,  as we a r e  l e a r n in g  in  th e  B a n k ."3

B lack  a l s o  had  a  w arn ing  f o r  th e  w o r ld 's  b an k e rs  an d  p o l i ­

t i c i a n s .

To ig n o re  t h i s  p ru d e n t l i m i t  an d  s im p ly  p i l e  lo a n  upon lo a n  i s  to  
d e s tro y  th e  v e ry  o rd e r  in  i n t e r n a t i o n a l  f i n a n c i a l  t r a n s a c t io n s  
w hich developm ent d ip lom acy i s  in  p a r t  d e s ig n e d  t o  p r e s e r v e .  . . . 
We can  no lo n g e r  a f f o r d  p e r io d ic  w h o lsa le  d e f a u l t s  a s  a  means o f  
c le a n in g  o u t  th e  i n t e r n a t i o n a l  f in a n c ia l ,  sy stem .

I n  o r d e r  to  g e t  a ro u n d  t h i s  b u s in e s s  o f  w h o le sa le  d e f a u l t s  such  as

happened  a f t e r  W orld War I ,  B lack  u rg e d  th e  n a t io n s  o f  th e  w o rld  to

^Sunrmary P ro c ee d in g s  o f  th e  1959 M eeting  o f  th e  B oard o f  Gover­
n o rs  o f  th e  I n t e r n a t i o n a l  Bank f o r  R e c o n s tru c t io n  and  Developm ent (Wash­
in g to n ,  IBRD, 1 9 5 9 ), p . 10.

^Eugene R. B la c k , The D iplom acy o f  Economic D evelopm ent, 
pp . 44 -45 .

3Ibid. , p. 55 .

^Ibid. , pp. 55- 56 .
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dev ise  a "whole v a r i e ty  of f in a n c i a l  in s tru m e n ts ,  some q u ite  new and 

nove l ,  i f  we a re  to  p reserve  o rder in  the ba lance  of payments of the 

new n a t io n s  and to  keep in  c o n s t ru c t iv e  c o n ta c t  w ith  them.

There has been a co n s id e rab le  degree of disagreement on j u s t

what form these  new and novel f i n a n c i a l  i n s t i t u t i o n s  should ta k e .  The

second Scheyven Report to  the United Nations had presented  a p roposa l
9

fo r  loans repayab le  in  lo c a l  cu rrency . The bank looked w ith  c o n s id ­

e rab ly  more favor on th i s  idea than on the e a r l i e r  inde term inate  loan 

p roposa l .  And, i f  p roperly  ad m in is te re d ,  the Bank would have favored 

such lo c a l  currency  loans .^  In  1957 the es tab l ish m en t of the United 

S ta te s  Development Loan Fund made lo c a l  currency  loans le g i t im a te  and 

the A r t i c l e s  of Agreement of the I n te r n a t io n a l  Development A sso c ia tio n  

are c l e a r ly  designed to  permit loans repayab le  in  lo c a l  currency . The 

r e p o r t  of the Executive D irec to rs  which accompanied the A r t ic l e s  of 

Agreement s p e c i f i c a l l y  mentioned "loans repayab le  wholly or p a r t l y  in  

lo c a l  cu r re n c y ."^  Even though such loans a re  a u th o r ized ,  to  d a te ,  none 

has been made. The finance  made a v a i la b le  by IDA does have a fo re ig n  

exchange burden even though repayment i s  spread over a very long p e r io d .  

But, the s t a f f  of the Bank is  no t w i l l in g  to  c a l l  even these  loans .

^I b i d . ,  p . 56.

^United N ations ,  General Assembly, S p ec ia l  United Nations Fund 
fo r  Economic Development (A/2906, May 23, 1955) (New York, 1955), p. 18.

■’In te rv iew  w ith  an o f f i c i a l  of the  In te r n a t io n a l  Bank fo r  Re­
c o n s tru c t io n  and Development, March 8, 1963.

^Report of the Executive D ire c to rs  of the In te r n a t io n a l  Bank 
fo r  R econs truc tion  and Development on the A r t i c l e s  of Agreement of 
t he I n t e r n a t io n a l  Development A sso c ia t io n  (Washington: IBRD, 1960),
p . 7.
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They a r e  r e f e r r e d  to  as  "developm ent c r e d i t s "  and  Mr*. B lack  f e e l s  t h a t  

th e y  a r e  r e a l l y  d is g u is e d  g r a n t s . ^

How can  a  n o - i n t e r e s t  lo a n  made re p a y a b le  o v e r  a  50 y e a r  p e r io d  

be  d i s t in g u is h e d  from  a  " fu zzy "  lo an ?  F i r s t ,  t h e r e  i s  a  d e f i n i t e  r e ­

payment d a te  s e t .  S e c o n d ly , th e r e  i s  a  f o re ig n  exchange b u rd en . The 

s t a f f  o f  th e  Bank w ould have much p r e f e r r e d  o u t r ig h t  g r a n ts  to  such

arrorgeT nents but, b o th  th e  d ev e lo p ed  and  d ev e lo p in g  c o u n tr ie s  p r e f e r r e d
2

th e  "developm ent c r e d i t "  a p p ro ach .

And th e  f i n a n c i a l  community much p r e f e r r e d  n o - i n t e r e s t  lo a n s  to  

3 p e r  c e n t  lo a n s .  A 3 p e r  c e n t  lo a n  was a  " fu zzy "  lo a n —n o t  r e a l l y  a 

lo a n  and  n o t r e a l l y  a  g r a n t .  The f i n a n c ia l  w orld  i s  f u l l  o f  b i a s e s ,  

c l i c h e s ,  and sym bols and  th e y  f e l t  t h a t  th e r e  was som eth ing  v e ry  r e a l  

ab o u t t h i s  d i s t i n c t i o n .  And s in c e  th e  Bank m ust r e l y  upon th e  f in a n ­

c i a l  community to  p u rc h a se  i t s  b o n d s , th e  Bank m ust a tte m p t to  conform  

to  t h e i r  e x p e b ta t io n s . ^

As m en tio n ed  e a r l i e r ,  from  1950-1951 o n , th e  Bank became in ­

c r e a s in g ly  aw are o f  th e  n e e d  f o r  more funds f o r  economic developm ent. 

T here was c o n s id e ra b le  d is c u s s io n  abou t what sh o u ld  be done abou t i t .

As some c o u n tr ie s  moved in to  th e  c a te g o ry  in  w hich th e y  c o u ld  n e v e r  b o r ­

row from  th e  Bank and  a s  more c o u n tr ie s  ap p ro ach ed  th e  end  o f  t h e i r  

c r e d i tw o r th in e s s ,  t h e r e  was no h e lp  to  o f f e r  th e s e  c o u n tr ie s  a t  a l l ,  

u n le s s  th e  Bank changed  i t s  n a tu r e  a l t o g e th e r .  And i t  c o u ld n 't  do t h a t  

under th e  A r t i c l e s  o f  A greem ent drawn up a t  B re tto n  Woods. T here  were 

v a r io u s  p ro p o sa ls  t h a t  th e  Bank sim ply  e x te n d  th e  p e r io d  o f  repaym ent

^ In te rv ie w  w ith  Mr. Eugene R. B la c k , March 1 3 , 1963*

^ I b i d .

^ Ih te rv ie w  w ith  an  o f f i c i a l  o f  th e  IBRD, March 1 5 , 19&3.
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on o u ts ta n d in g  lo a n s .  S h o n f ie ld  a rg u e d  t h a t  t h e  B an k 's  r e s e r v e s  o f  

$500  m i l l i o n  sh o u ld  a l l o v  th e  hank  t o  make su c h  a  c o n c e ss io n .

G ra n te d , t h e  i ù â t i t t i t i o n  m ust keep  up  a  to u g h  ap p earan ce  
and  g iv e  a  f a i r  I m i ta t io n  o f  a  h a rd - f a c e d  h a n k e r ,  i f  i t  i s  t o  
keep  i t s  r e l a t i o n s  sw eet w ith  W all S t r e e t  an d  o th e r  money c e n te r s .  
B ut le n g th e n in g  th e  te rm  o f  a  lo a n ,  hy  o f f e r in g  a  c o u n try , s a y , 
an  e x t r a  f i v e  y e a rs  b e fo re  i t  has t o  h e g in  re p a y in g  th e  p r in c i p a l  
i n  a n n u a l i n s t a l l m e n t s ,  s u r e ly  n eed  n o t  he  i n t e r p r e t e d  a s  a  dan­
g e ro u s ly  s o f t  and  u n b u s in e s s l ik e  a c t ,  when i n t e r e s t  and  o th e r  
c h a rg e s  am ounting t o  a  t o t a l  o f  o v e r  6 p e rc e n t  p e r  annum . . . 
a r e  to  '?■= p a id  by th e  b o rro w er r i g h t  th ro u g h  th e  e x t r a  f iv e
y e a r s ................. Some p e o p le  m igh t r e g a r d  t h i s  a s  r a t h e r  a  good
In v es tm e n t. . . .  Wo doubt some o f  th e  b ro k e rs  and  in v es tm en t 
b a n k e rs  w ould sh ak e  t h e i r  heads a  l i t t l e  a t  f i r s t ,  as th e y  i n ­
v a r i a b ly  do w henever some o b je c t  on th e  f i x e d  h o r iz o n  o f  bank­
in g  c o n v e n tio n s  s h i f t s  i t s  p o s i t i o n  e v e r  so  s l i g h t l y j  b u t  th e y  
w ould  soon re c o g n iz e  t h a t  th e  s e c u r i ty  o f  t h i s  h ig h ly  p r o f i t a b l e  
in v es tm e n t i n  W orld Bank bonds h ad  n o t  b een  re d u c e d , j u s t  b ecau se  
some o f  th e  lo an s^ w ere  g o in g  t o  be l e f t  t o  e a rn  i n t e r e s t  f o r  a 
few  y e a r s  lo n g e r .

Such p ro p o s a ls  have been  d ism iss e d  by  th e  Bank as a  v io l a t i o n  

o f  t h e  t r u s t  p la c e d  in  th e  Bank by  i t s  i n v e s t o r s .  M cCloy' and  B lack  have 

b o th  s p e n t a  g r e a t  d e a l  o f  tim e  go ing  a ro u n d  th e  U n ite d  S ta te s  a s s u r in g  

th e  b a n k e rs  and o th e r  in v e s to r s  t h a t  n o th in g  w ould  t h r e a te n  th e  s a n c t i t y  

o f  th e  lo a n s  made. And any a l t e r a t i o n  in  th e  te rm s  i s  f e l t  t o  b e  a  dan­

g e ro u s  v i o l a t i o n  o f  t h i s  p le d g e .

By th e  tim e  Monroney made h i s  p r o p o s a l ,  in v o lv in g  th e  l o c a l  

c u rre n c y  q u e s tio n  as i t  d id , th e  Bank was re a d y  t o  c o n s id e r  a lm o st az_y- 

th in g  t h a t  d id  n o t  in v o lv e  a  fundam en ta l change in  p r in c i p l e s .  The 

T h i r te e n th  A nnual R e p o rt o f  th e  I n t e r n a t io n a l  Bank f o r  R e c o n s tru c tio n  

and  D evelopm ent, p u b l is h e d  in  Septem ber 195Ô, e x p re s s e d  th e  o p in io n  

t h a t  th e  Monroney p r o p o s a l ,  a lth o u g h  in v o lv in g  c o m p le x it ie s  w hich would 

have t o  be  r e s o lv e d ,  was v e ry  i n t e r e s t i n g  and  d e s e rv in g  o f  f u r t h e r

^Shonfield, p. 99*
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s tu d y . ^

In  h i s  speech to  the Board of Governors in  1958, P re s id e n t  

Black s a id :

I t  would be a  sad se tback  to  the  e f f o r t s  and achievements of 
the p a s t  decade i f  the flow of i n t e r n a t i o n a l  development c a p i ­
t a l  should s ta g n a te  j u s t  when governments in  the underdeveloped 
world have made s ig n i f i c a n t  p ro g ress  in  persuad ing  t h e i r  peo­
p le  to  accep t  the  changes and to  make the  s a c r i f i c e s  necessary  
fo r  fu tu re  grow th. I  can th in k  of no qu icker  way to  d e s t ro y  the 
hopes of hundreds of m i l l io n s  of ex p ec tan t  people than th a t  we, to  
whom they look, should be unprepared and unequipped fo r  new s i t u a ­
t io n s  as they u n f o ld .2

L ater  in  the  same speech he commented on the  need fo r  new sup­

p l i e s  and sources  of in t e r n a t i o n a l  development c a p i t a l  and the d e s i r a ­

b i l i t y  of channe ling  i t  through in t e r n a t i o n a l  a g e n c ie s .3 This was about 

as s tro n g  support as Black f e l t  he could give in  view of h i s  p o s i t io n  

as head of an in t e r n a t i o n a l  agency and in  view of the  f a c t  th a t  the Mon­

roney p roposa l was, a f t e r  a l l ,  only a r e s o lu t io n  b e fo re  the United 

S ta te s  S ena te—a p u re ly  domestic a f f a i r .

Views of Some Developed C ountries  
Toward Soft Loans

The o f f i c i a l  view of the Eisenhower A d m in is t ra t io n  toward s o f t  

loans was undergoing a co n s id e rab le  change during  the l a s t  p a r t  of the 

1950 's .  With the  change in  personne l a t  the Treasury  D epartm ent--the 

replacement of George Humphrey by Robert B. A nderson -- the re  was a no­

t ic e a b le  thaw in  the p o s i t io n  toward n o n -conven tiona l  loans fo r

^(Washington: IBRD, 1958), p .  6.
2

Summary Proceedings of the 1958 Annual Meeting of the  Board 
of Governors of the  I n t e r n a t io n a l  Bank fo r  R eco n s tru c tio n  and Develop­
ment (Washington: IBRD, 1958), p . 13.

^ Ib id  . ,  p . 14.
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d e v e lo p in g  c o u n t r i e s . D eputy Under S e c re ta ry  o f  S t a te  f o r  Economic 

A f f a i r s  D ouglas D i l lo n  r e f l e c t e d  th e  new p o l ic y  o f  th e  A d m in is tra t io n  

in  h i s  te s t im o n y -b e fo re  t h e  Monroney Com m ittee.

He s t a t e d  t h a t  t h e  S t a te  D epartm ent had  e s t im a te d  th e  n eed  f o r  

s o f t  lo a n s  a t  ab o u t $75® m i l l i o n  a  y e a r  in . a d d i t io n  t o  th e  sums b e in g  

made a v a i l a b l e  by  W estern  E urope. T h is  $750 m i l l i o n  p e r  y e a r  h a d  been  

th e  g o a l o f  th e  A d m in is t ra t io n  ih  s e t t i n g  up th e  D evelopm ent Loan Fund. 

However, D i l lo n  a rg u e d  t h a t  i f  th e  U n ite d  S ta te s  s w itc h e d  t h i s  amount 

o f  funds from  th e  D evelopm ent Loan Fund to  th e  I n t e r n a t i o n a l  D evelop­

m ent A s s o c ia t io n ,

I t  w ould r e q u i r e  a t  l e a s t  an e q u iv a le n t  a n n u a l c o n t r ib u t io n  from  
th e  o th e r  d e v e lo p ed  c o u n t r i e s . O th e rw ise , th e  I n t e r n a t io n a l  De­
velopm ent A s s o c ia t io n  w ould lo s e  i t s  m u l t in a t io n a l  c h a r a c te r  and 
become a  m ere in s tru m e n t  o r  t o o l  o f  th e  U n ite d  S t a t e s .  An an n u a l 
c o n t r ib u t io n  o f  any su c h  m agn itude  by th e  o th e r  d e v e lo p ed  coun­
t r i e s  o v e r  and  above t h e i r  p r e s e n t  e f f o r t  i s  c l e a r l y  o u t o f  th e  
q u e s tio n  f o r  th e  f o r e s e e a b le  f u tu r e .

The A d m in is tra t io n  a p p a re n t ly  f e l t  t h a t  s in c e  th e  e n t i r e  s o f t  lo a n

program  c o u ld  n o t be  p u t on a  m u l t i l a t e r a l  b a s i s ,  i t  was b e t t e r  n o t to

p u t any o f  i t  on su ch  a  b a s i s .  Even tho u g h  th e  A d m in is t ra t io n  had  been

co n v in ced  o f  th e  n e c e s s i ty  f o r  s o f t  lo a n s ,  th e r e  was l in g e r in g  doubt

in  th e  C ongress.

R e p re s e n ta t iv e  Jo h n  R hodes, o f  A riz o n a , was v e ry  g r e a t ly  con­

c e rn e d  ab o u t th e  im pact o f  IDA lo a n s  on th e  m ora l f i b r e  o f  th e  u n d e r­

deve loped  c o u n t r i e s .

Mr. R hodes. A p p a re n tly  th e  g o v ern in g  body o f  IDA has  made a  p o l ic y  
d e c is io n ,  f o r  a t  l e a s t  th e  tim e  b e in g , n o t t o  c h a rg e  i n t e r e s t .  I  
q u e s tio n  th e  wisdom o f  i t ,  n o t  o n ly  b ec au se  I  t h in k  m ost p e o p le  who
borrow  money e x p e c t t o  pay i n t e r e s t ,  b u t  b e c au se  i t  seems t o  me

^S en a te  Subcom m ittee on Banking and C u rren c y , H ea rin g s  on 
S. R es. 264 , 1 9 5 8 , p .  l 4 l .
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t h e r e  i s  some v i r t u e  t o  c h a rg in g  i n t e r e s t . ^

Not o n ly  was Mr. Bhodes co n cern ed  ah o u t th e  lo s s  o f  v i r t u e  t h a t  f o l ­

lows n o t p ay in g  i n t e r e s t ,  he was a ls o  co n cern ed  ah o u t th e  m o ra l i ty  

o f  th e  U n ite d  S ta te s  in  making su ch  funds a v a i l a b l e .

Mr. R hodes. However, a t  some tim e  in  th e  f u tu r e  i t  seems t o  me 
t h a t  in  t h e  e x p e c ta t io n  o f  a  no rm al b o rro w e r , he w ould , a t  some 
tim e  s t a r t  p a y in g  i n t e r e s t .  I  do n o t  th in k  t h a t  we a re  p la y in g  
f a i r  w ith  t h e  u n d e rd ev e lo p ed  c o u n tr ie s  i f  we l e t  them g e t  i n t o ' 
th e  h a b i t  o f  th in k in g  t h a t  th e  moon i s  made o f  g re e n  c h eese  and  
I  am a f r a i d  t h i s  i s  e x a c t ly  w hat we a r e  doing by m aking t h i s  ty p e  
lo a n .

A lan N eale  has r e f e r r e d  to  t h i s  ty p e  argum ent a s  a

more th a n  u s u a l ly  n a u s e a t in g  l i n e .  . . .  I f  th e  poor c o u n tr ie s  
c o u ld  in c r e a s e  t h e i r  im port c a p a c i ty  s u f f i c i e n t l y  by r a i s in g  
money on com m ercial te rm s , th e y  w ould do so . T h is  i s  j u s t  what 
th e y  c a n n o t do. In  a  c a p i ta l - h u n g r y  w o rld  i t  i s  obv ious t h a t  
by and l a r g e  new in v es tm e n t p r o je c t s  in  th e  f a s te r -g ro w in g  a d ­
vanced  c o u n tr ie s  w i l l  te n d  t o  o f f e r  a  s a f e r  and more a t t r a c t i v e  
r e t u r n  th a n  p r o je c t s  in  u n d e rd e v e lo p e d  c o u n tr ie s  and  t h a t  in  a  
f r e e  w o rld  m ark e t f o r  c a p ita i l  t h e  l a t t e r  would be o u tb id  n e a r ly  
e v e ry  t im e . T h is l i n e  i s  humbug and  in  r e a l i t y  a s s e r t s  t h a t  u n d e r­
dev e lo p ed  c o u n tr ie s  s h o u ld  n o t  g e t  c a p i t a l  a t  a l l . 3

In  E u ro p e , th e r e  i s  s t i l l  c o n s id e ra b le  o p p o s it io n  to  s o f t  lo a n s .

Germany and  th e  U n ite d  Kingdom, in  p a r t i c u l a r ,

have r a i s e d  o b je c t io n s  o f  p r i n c i p l e  a g a in s t  s o f t  lo a n s ,  e s p e c i a l l y  
. ' w ith  r e s p e c t  to  i n t e r e s t  r a t e s .  The German Government f e e l s  t h a t  

lo a n s  a t  s o f t  te rm s may Im p a ir  th e  r o l e  o f  p r iv a t e  c a p i t a l ,  d i s ­
t o r t  c o m p e ti t iv e  p o s i t io n s  and  weaken th e  f u n c t io n  o f  i n t e r e s t  
r a t e s  in  a l l o c a t i n g  s c a rc e  c a p i t a l  among com peting u s e s .  C are m ust 
be ta k e n ,  in  th e  v iew  o f  th e  German G overnm ent, to  e n su re  t h a t  th e  
g r a n t in g  o f  lo a n s  a t  s o f t  te rm s does n o t  c o n s t i t u t e  a  s u b s t i t u t e  
f o r  m onetary  and  f in a n c i a l  d i s c i p l i n e  on th e  p a r t  o f  th e  r e c i p i e n t  
c o u n tr ie s .  The U n ite d  Kingdom Government g e n e ra l ly  makes lo a n s  a t  
th e  r a t e  a t  w hich i t  can  bo rrow  p lu s  a  sm a ll m ^agem en t c h a rg e .
I t  i s  c o n c e rn e d , in  a d d i t io n ,  t h a t  len d in g , a t  s o f t  r a t e s  m igh t

^U. S . ,  C o n g ress, H ouse, Subcom m ittee o f  th e  Committee on Ap­
p r o p r i a t i o n s ,  H e a r in g s , F o re ig n  O p e ra tio n s  A p p ro p r ia tio n s  f o r  I 9 6 2 ,
87 t h  C ong ., 1 s t  S essT , 19^1 , p . 97*

2lb id . , pp. 98- 99 .

% eale, p. 39 .
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have r e p e r G lissions on th e  term s o f  t r e a s u r y  le n d in g  t o  dom estic  
b o r ro w e rs , su c h  as  th e  n a t io n a l i z e d  i n d u s t r i e s .  The U h ite d  K ing­
dom Govei-nment t r i e s  to  re d u c e  th e  d e b t s e r v i c e  b u rd en  by e x te n d ­
in g  th e  p e r io d  o f  rep ay m en t, now t y p i c a l l y  a t  25 y e a r s ,  and  by 
g r a n t in g  g ra c e  p e r i o d s .1

Commander S i r  R o b ert G. A. Ja c k so n  h a s  p r e s e n te d  an im p re ss iv e

argum ent a g a in s t  t h i s  p le a  " f o r  th e  r o l e  o f  p r i v a t e  c a p i t a l . "

Many o f  us in  th e  West f e e l  t h a t  l a r g e  movements o f  c a p i t a l  s h o u ld  
be somehow a u to m a tic ,  w ith  c a p i t a l  s e e k in g  th e  b e s t  a re a s  o f  i n v e s t ­
ment end  re s p o n d in g  t o  o p p o r tu n i t i e s  f o r  p r o f i t .  T h is  w ould be th e  
" n a t u r a l " m ethod and  to  th o s e  who re a s o n  th u s  g o v ernm en ta l a c t i v i ­
t i e s  o r  a c t i o n  by i n t e r n a t io n a l  a g e n c ie s  a r e  f e l t  t o  be a  d i s t u r b ­
in g  d e p a r tu re  from  th e  o ld ,  f r e e ,  l i b e r a l  t r a d i t i o n .  I t  i s  t h e r e -  

■ f o re  r e l e v a n t  t o  a sk  how th e  movements o f  c a p i t a l  o c c u rre d  in  th e  
p a s t  and  w h e th e r " a u to m a tic "  m ethods w ould s t i l l  b r in g  th e  same 
r e s u l t s . . . , .  . We can  se e  t h a t  a  number o f  e s s e n t i a l  e le m en ts  in  
th e  e a r l i e r  p a t t e r n s  o f  i n t e r n a t i o n a l  in v e s tm e n t a re  now la c k in g .
In  th e  f i r s t  p l a c e ,  th e  w o rld  i s  much l e s s  s e c u r e .  . . . Today th e  
o n e -tim e  p ro p  o f  "law  and o rd e r"  in  l a r g e  p a r t s  o f  th e  w o r ld - - th e  
c o lo n ia l  c o n t r o l  e x e r c is e d  by European  pow ers—has v a n is h e d , and 
r i g h t l y  so . . . .

F u r th e rm o re , much a u to m a tic  in v e s tm e n t h as  v a n is h e d , o r  i s  
v a n is h in g , w i th  th e  end  o f  c o lo n ia l is m . . . .

A n o th e r v i t a l  f a c t  i s  t h a t  th e  whole o u tlo o k  f o r  p r iv a t e  
c a p i t a l  has changed . . . . Today th e  l a r g e s t  p o t e n t i a l  i n v e s t o r ,  
A m erica , h as  a  v a s t  p ro sp e ro u s  i n t e r n a l  m a rk e t.

Commander J a c k s o n 's  w if e ,  Lady J a c k s o n , h as  added  h e r  v o ic e  to

th o s e  who w ould a rg u e  f o r  more s o f t  lo a n s .

I  do n o t  b e l i e v e  we a re  th in k in g  ab o u t developm ent on a n y th in g  l i k e  
a  l a r g e  enough s c a l e .  Our se n se  o f  p r o p o r t io n  in  t h i s  w hole q u es­
t i o n  o f  econom ic a s s i s t a n c e  i s  s t i l l  q u i te  wrong. The m ost r e v e a l ­
ing  f ig u r e  i s  t h a t  th e  i ro r ld  can spend  100 b i l l i o n  d o l l a r s  each  
y e a r  on d e fe n s e ,  y e t  i f  we p roduce  f iv e  b i l l i o n s  in  econom ic a s ­
s i s t a n c e ,  we th in k  we a re  doing  v e ry  w e l l .

^ O rg a n iz a tio n  f o r  Economic C o -o p e ra tio n  and D evelopm ent (OECD), 
Development A s s is ta n c e  E f f o r t s  and P o l i c i e s  in  19^1 ( P a r i s :  OECD,
S ep tem ber, 1 9 & ) ,  p . 23.

^Commander S i r  R o b e rt G. A. J a c k s o n , The Case f o r  an  I n t e r ­
n a t io n a l  De v e lo pm ent A u th o r ity  (S y ra c u se : S y ra cu se  U n iv e r s i ty  P r e s s ,
1 9 5 9 ), P P .'  4 l - f e .

^ B a rb a ra  W ard, " Im a g in a tio n  in  D evelopm en t,"  R e s t le s s  N a tio n s  
(Wew York: Dodd, Mead & Company, 1 962 ),. pp . 197-198*
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I f  morals have any meaning a t  a l l ,  they must e n t a i l  t h a t  the 
hungry a re  fed ,  the  naked c lo th e d ,  the  homeless s h e l t e r e d ,  and 
a l l  the sons of men given some l i t t l e  share  in  the w o r ld 's  g re a t  
patrimony of knowledge and o p p o r tu n i ty ,  of h e a l th  and h o p e . l

Lady Jackson has given the Western world a la rge  o rder and one 

t h a t  hard loans simply cannot f i l l .  Some such v i s io n  of the w o r ld 's  

need must have been in  Senator Monroney's mind when he f i r s t  con­

ceived of the I n te r n a t io n a l  Development A sso c ia t io n  in  Bangkok in  

1956. And along w ith  t h i s  need , the  Senator thought he saw a way to  

meet i t - - th ro u g h  the use of lo c a l  c u r r e n c ie s .

^Barbara Ward, "New P e r s p e c t iv e s , "  R e s t le s s  N a t io n s , p. 67.



CHAPTER V 

THE LOCAL CURRENCY QUESTION 

Monroney's P roposa l

In  Monroney's speech to  the In te r -P a r l ia m e n ta ry  Union in  1956 

th e re  was a th ree-p ronged  p ro p o sa l .  One a sp e c t  concerned the need 

fo r  more funds on e a s ie r  te rm s. The second a sp ec t  concerned an i n t e r ­

n a t io n a l  agency to  ad m in is te r  the se  funds. And the  t h i r d  a sp ec t  of 

h i s  p ro p o sa l  was the  p o s s i b i l i t y  of u s ing  c o u n te rp a r t  funds l e f t  over 

from M arshall  P lan  days and lo c a l  c u r re n c ie s  acqu ired  under Public  

Law 480 to  f in a n c e  the new agency. When the Senator re tu rned  to  Wash­

in g to n ,  he d iscovered  th a t  th e re  were few M arshall P lan  c o u n te rp a r t  

funds s t i l l  a v a i l a b l e .  So, t h i s  idea  was dropped. However, he d i s ­

covered th a t  the  United S ta te s  had around $1 b i l l i o n  in  in c o n v e r t ib le  

c u r re n c ie s  of the  underdeveloped c o u n t r ie s  as a r e s u l t  of s a le s  of s u r ­

p lu s  a g r i c u l t u r a l  commodities. By the time the I n t e r n a t io n a l  Develop­

ment A sso c ia t io n  was launched, in  1960, u n u t i l i z e d  ba lances  of fo re ig n  

c r e d i t s  t o t a l l e d  $4 b i l l i o n . ^

Monroney wondered why th i s  money c o u ld n ' t  be put to  work. He 

had seen the  obvious s u rp lu s e s ,  of te a  and ju t e  in  In d ia ,  of r i c e  in  

some of the  S outheast Asian c o u n t r i e s ,  of petroleum  in  the Middle E a s t ,

^Semiannual Report of the  N a tio n a l  Advisory Council on I n t e r ­
n a t io n a l  Monetary and F in a n c ia l  Problems fo r  the  Period  January 1 through 
June 30. 1960 (Washington; U.S. Government P r in t in g  O ff ic e ,  1961),
Table C-9, p . 73.
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o f  o re s  in  L a t in  A m erica. And y e t ,  some o f  th e s e  com m odities c o u ld  he 

u se d  hy  o th e r  d ev e lo p in g  c o u n tr i e s .

One o f f i c i a l  in  th e  U n ite d  S ta te s  T re a su ry  D epartm ent su g ­

g e s te d  t h a t  S e n a to r  Monroney s im p ly  d id  n o t  u n d e rs ta n d  th e  u se  o f  

l o c a l  c u r r e n c ie s .  S e c re ta ry  A n d e rso n 's  s ta te m e n t  t o  M onroney' s com­

m it te e  was su pposed  to  s t r a ig h t e n  him o u t on t h i s  m a t te r  by p o in t in g  

c u t t h a t  •'..’h a t  th e  u n d e rd ev e lo p ed  c o u n tr ie s  n eeded  -wsa f o re ig n  ex ­

change. T h is  same o f f i c i a l  p o in te d  o u t t h a t ,  t o  d a te ,  th e  I n t e r ­

n a t io n a l  Developm ent A s s o c ia t io n  has  n o t lo a n e d  a  peso  o f  l o c a l  c u r ­

re n c y —even t h a t  w hich was p a id  in  on s u b s c r ip t io n .  Why sh o u ld  a  

c o u n try  p u t up a  m i l l io n  pesos in  c a p i t a l ,  b o rrow  i t  back  from  IDA 

and pay a  s e r v ic e  ch a rg e  on i t ,  when th e y  c o u ld  go t o  th e  p r in t i n g  

p re s s  and p r i n t  up th e  money and  spend  i t ?  And m ost o f  th e  u n d e r­

developed  c o u n tr ie s  do j u s t  t h a t .  I t  was p o in te d  o u t ,  how ever, t h a t  

th e  In te r-A m e ric a n  Development Bank has u se d  lo c a l  c u rre n c y  t o  make 

lo a n s  to  a  c o u n try  in  i t s  own c u rre n c y . And such  c o u n tr ie s  have been  

w i l l in g  to  pay i n t e r e s t  on th e  c u r r e n c ie s  w hich th e y  th em se lv e s  have 

s u b s c r ib e d .^

One o f  th e  e x e c u tiv e s  o f  th e  W orld Bank has s a id  t h a t  "Monroney 

th o u g h t t h a t  l o c a l  c u r r e n c ie s  were ' r e a l  m oney '. Gene B lack  had  b re a k ­

f a s t  w ith  Monroney and  luncheons and  d in n e r  p a r t i e s  to  t r y  to  e x p la in  

i t ,  b u t  he n e v e r  d id  su c c e e d ." ^

^ In te rv ie w  -with an  o f f i c i a l  o f  th e  U. S . T re a su ry  D epartm en t, 
Ja n u a ry  1 7 , 1 9 6 3 .

^ In te rv ie w  w ith  an o f f i c i a l  o f  th e  IBRD, Ja n u a ry  2 2 , I 9 6 3 .
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M onroney's  P u b l i c i ty  Campalgn

Monroney had  heen  a  newspaperman b e fo r e  go ing  t o  C ongress and  

had  a  c o n s id e ra b le  r e s p e c t  f o r  th e  in f lu e n c e  o f  th e  p re s s  in  g e t t in g  

an  id e a  a c c e p te d  hy  th e  p u b l ic .  He a ls o  h a d  a  number o f  f r ie n d s  in  

th e  new spaper b u s in e s s .  He k e p t up a  s te a d y  s tre a m  o f  am m unition t o '  

th e s e  p e o p le  on th e  I n te r n a t io n a l  Developm ent A s s o c ia t io n  and p a r t i ­

c u la r ly  on th e  l o c a l  c u rre n c y  a s p e c t .  S e v e ra l  p a p e rs  e d i t o r i a l i z e d  

in  fa v o r  o f  h i s  p ro p o s a l ,  in c lu d in g  th e  New York T im es, th e  W ashington 

P o s t  and th e  S t .  Louis P o s t D is p a tc h .

The Dayton (O hio) D a ily  News e d i t o r i a l i z e d  on March 1 , 1958 in  

s u p p o r t  o f  S e n a to r  M onroney' s r e s o l u t i o n .  The e d i t o r i a l  s t r o n g ly  en ­

d o rse d  th e  lo c a l  c u rre n c y  a s p e c t  o f  th e  p ro p o s a l .  "Such a  bank  c o u ld  

f a c i l i t a t e  many th re e -w a y  t r a d e - a n d - lo a n  d e a ls  such  as  R u s s ia .s o  e a s i l y  

a r r a n g e s ,  w ith  s a t e l l i t e s  handy f o r  a b s o rp t iv e  m a rk e tin g , w hereas f r e e -  

w o rld  t a r i f f  b a r r i e r s  r e n d e r  them  d i f f i c u l t  f o r  t h i s  c o u n try  t o  make.

The Des M oines R e g is te r  was n o t  o p t im is t i c  ab o u t th e  l o c a l  c u r ­

re n c y  f e a tu r e  b u t  f e l t  t h a t  i t  m igh t have some v a lu e .

I t  would n o t do I n d ia  much good f o r  an  i n t e r n a t io n a l  agency  t o  le n d  
back  ru p ees  f o r  econom ic developm ent. T hese ru p e e s  would r e p r e s e n t  
a  c la im  on In d ia n  r e s o u r c e s .  What I n d ia  needs i s  c a p i t a l  from 
a b ro ad .

N e v e r th e le s s ,  t h e r e  i s  some v a lu e  in  th e  " lo c a l  c u rre n c y "  
lo a n  f e a t u r e .  In  some o f  th e  p o o re r  c o u n t r i e s ,  b an k in g  f a c i l i t i e s  
a r e  so in a d e q u a te , t h a t  th e  "Monroney bank" w ould s e rv e  a  v a lu a b le  
f u n c t io n  j u s t  in  p ro v id in g  lo n g -te rm  f in a n c in g  m a c h in e ry .^

A good many econom ists  have p o in te d  o u t th e  n eed  to  do som eth ing

^Dayton D a ily  News, March 1 , 1958 as q u o ted  in  S en a te  Subcommit­
t e e  on B anking and  C u rre n c y ,H earings on S. R es. 2 6 4 , 1958, p . 35*

^Des M oines R e g i s t e r ,  March 2k, 1958 as q u o ted  in  S en a te  Sub­
com m ittee on Banking and  C urrency, H earin g s on S„ R es. 2 6 4 , 1958, p . 4-4.
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about United S ta te s  ho ld ings  of lo c a l  c u r r e n c ie s .

These ba lances  a re  a lready  growing f a s t  on account of our farm - 
s u rp lu s -d i s p o s a l  program. We w i l l  consequen tly  acqu ire  an embar­
r a s s in g  power over o the r  c o u n t r i e s .  We w i l l  be the l a r g e s t  s in g le  
ho ld e r  of bank d e p o s i t s ,  capable of u p s e t t in g  monetary and f i s c a l  
p o l i c i e s  abroad . To make m a tte rs  w orse , our hoards of fo re ig n  c u r ­
re n c ie s  must r e t a r d  the  e l im in a t io n  of exchange c o n t ro l s  in  Asia 
and L a t in  America. Other c o u n t r ie s  may h e s i t a t e  to  make t h e i r  c u r ­
re n c ie s  c o n v e r t ib le  fo r  fe a r  th a t  we may then  demand d o l l a r s  in  e x ­
change fo r  our b a la n c e s ,  denuding them of fo re ig n  exchange. This 
i s  an anomalous s i t u a t i o n  f o r  the United S t a t e s ,  because we e x to l  
currency  c o n v e r t i b i l i t y . ^

The Senator concluded th a t  the reason  the  underdeveloped c o u n t r ie s  

were no t ab le  to  buy each o th e r ' s  s u rp lu s  goods was a lack  of u sab le  c u r ­

rency . And here was the United S ta te s  h o ld ing  $1 b i l l i o n  in  the c u r ­

r e n c ie s  of these  very  co u n tr ie s  and no t making any use of i t  I I t  d id 

seem l ik e  a most reasonab le  s o lu t i o n  to  t r a n s f e r  United S t a t e s '  h o ld ­

ings of the se  c u r re n c ie s  to  an i n t e r n a t i o n a l  i n s t i t u t i o n .  I t  would be 

ab le  to  use them to  purchase su rp lu s  commodities and t r a n s f e r  them to  

p la ces  where they were needed. This would m ob ilize  wasted r e s o u rc e s ,  

and i t  would in c re a se  the tempo of economic development w ithou t c o s t ­

ing the United S ta te s  taxpayer one c e n t .

Monroney had another reason fo r  w anting to  put the se  lo c a l  c u r ­

r e n c ie s  to  work. He could fo re se e  th a t  as  t h i s  s to r e  of lo c a l  c u r ­

rency mounted each y e a r ,  th e re  was going to  be a powerful movement to  

can ce l  them o u t.  "Sooner or l a t e r  th e se  c u r re n c ie s  must be fo rg iv en  

or w r i t t e n  o f f  or they must be used :"2 As a p a s t  member of the  Banking

Ip e te r  B. Kenen, Giant Among N ations (Chicago: Rand McNally
& Company, 1963), pp. 175-176.

^C ongressional 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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an d  C urrency  Committee o f  th e  House and  a  member o f  t h e  S e n a te  Com­

m it te e  on B anking and C u rren c y , M onroney h ad  come t o  b e l i e v e  in  sound 

i n t e r n a t i o n a l  f i n a n c i a l  o p e r a t io n s .  The id e a  o f  w r i t in g  o f f  a l l  th e s e  

c u r r e n c ie s  d id  n o t  a p p e a l t o  him as  a  move d e s ig n e d  to  e n g en d er r e s p e c t  

f o r  i n t e r n a t i o n a l  o b l ig a t io n s  an d  a  s e n se  o f  r e s p o n s i b i l i t y  f o r  d e b ts .  

I t  a l s o  would in v o lv e  d is  i l l u s  ionm ent f o r  th e  U n ite d  S t a te s  ta x p a y e rs  

who s u p p o r te d  P u b lic  Law 480 b e c a u se  th e y  th o u g h t th e  U n ite d  S ta te s  

was g e t t i n g  a  g u id  p ro  quo f o r  t h e s e  s u rp lu s  com m odities.

H ea rin g s  on th e  M onroney R e s o lu tio n

By th e  tim e  th e  h e a r in g s  on th e  R e s o lu tio n  had  s t a r t e d ,  Mon­

ro n ey  had  a c q u ire d  a  c o n s id e ra b le  amount o f  am m unition on th e  l o c a l  

c u rre n c y  q u e s tio n . I t  was t o  become th e  c e n t r a l  i s s u e  in  th e  h e a r in g s .

S e c re ta r y  A nderson came t o  th e  h e a r in g s  la d e n  w ith  q u e s tio n s

c o n c e rn in g  th e  l o c a l  c u rre n c y  a s p e c t  o f  IDA.

S e c re ta r y  A nderson. . . . ( l )  I s  l o c a l  c u rre n c y  a v a i l a b l e  in  
c o u n tr ie s  t h a t  m igh t have c a p i t a l  goods a v a i l a b le  f o r  e x p o rt  
t o  e th e r .a r e a s ?

(2 ) I f  t h e r e  a r e  su c h  h o ld in g s ,  would th e  c o u n tr ie s  
p e rm it t h e i r  u se  f o r  f in a n c in g  e x p o r ts ?

(3 ) Would th e y  be  w i l l i n g  t o  have th e  c u r r e n c ie s  tu r n e d  ' 
o v e r  t o  an i n t e r n a t io n a l  agency  f o r  t h i s  pu rpose?

(k) Would f in a n c in g  th ro u g h  t h i s  agency w i th in  th e  
c o u n try  be fa v o re d  by  c o u n tr i e s  now r e c e iv in g  lo a n s  re p a y a b le  
in  l o c a l  c u rre n c y  from  U h ite d  S t a te s  program s?

In  a d d i t io n  to  h i s  q u e s t io n s ,  th e  S e c re ta r y  h ad  a  good many 

s ta te m e n ts  to  make ab o u t t h e  l o c a l  c u rre n c y  i s s u e .  He p o in te d  o u t 

t h a t ,  "A lthough th e  U n ite d  S t a te s  h o ld s  t i t l e  to  l a r g e  sums in  l o c a l  

c u r r e n c ie s ,  th e s e  have b een  a c q u ir e d  o n ly  u n d er s p e c i f i c  ag reem en ts  

w ith  f o re ig n  c o u n tr ie s  t h a t  t h e i r  u se  w ould  be l im i t e d  in  v a r io u s

^S en a te  Subcom m ittee on B anking and  C u rren cy , H e a rin g s  on 
S . R es. 264 . 1 9 5 8 ,  pp . 58 - 5 9 .
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s p e c i f i c  ways, and g e n e ra l ly  these l im i ta t io n s  do not perm it t h e i r  use 

fo r  f in an c in g  e x p o r t s . T h e  S ec re ta ry  a l s o  emphasized th a t  lo c a l  c u r ­

re n c ie s  loaned back to  the developing c o u n t r ie s  would not add to  these  

c o u n t r i e s '  r e a l  r e s o u rc e s .

He made much o f  the f a c t  th a t  P ub lic  Law 480 had s p e c i f i c a l l y  

au th o rized  the f in a n c in g  of goods purchased in  one country fo r  the use 

of another coun try ,  x h is  was ex ac t ly  what Sena tu t  Ilotitoney had in  mind. 

And y e t ,  the S ec re ta ry  m aintained th a t  "only very  small amounts of c u r ­

re n c ie s  generated under the program have to  d a te  been agreed upon fo r  

t h i s  p u r p o s e . M r .  A nderson 's  i n t e r p r e t a t i o n  of t h i s  experience was 

th a t  such t r a n s a c t io n s  were almost im possible  to  e f f e c t .

Mr. Douglas D i l lo n ,  Deputy Under S ec re ta ry  of S ta te  fo r  Econo­

mic A f f a i r s ,  echoed the testim ony th a t  had been given by Anderson,

D il lon  argued th a t  our s tock  of lo c a l  currency  could not be used to  

remove resou rces  from the  country whose lo c a l  currency  is  concerned.

We cannot,  fo r  example, use our ho ld ings  of B ra z i l ia n  c ru z e iro s  
to  buy up B r a z i l i a n  c o f fe e ,  cocoa, or c o t to n - - B r a z i l  has no c a p i ­
t a l  goods fo r  ex p o r t- -a n d  ship  th a t  c o f f e e ,  cocoa, or co t to n  to  
some o ther  co u n try .  And even i f  we should do so w ith  the con­
se n t  of the B r a z i l i a n  Government, we would be reducing by th a t  
much B r a z i l ' s  exp o r t  earn ings in  hard  c u r re n c ie s  and i t s  c ap a c i ty  
to  pay fo r  the c a p i t a l  resou rces  needed fo r  i t s  economic 
development.3

Senator Monroney answered th a t  he was no t concerned w ith  com­

m odities  th a t  could be so ld  in  world t r a d e .  His i n t e r e s t  was in  using 

su rp lu s  commodities of the  underdeveloped c o u n t r ie s  and he was con­

vinced then and i s  s t i l l  convinced th a t  exchanges of such commodities 

could be a rranged .  He used the exp ress ion  th a t  the developing c o u n tr ie s  

should s e l l  for "money, m arb les ,  or c h a lk ."

l l b l d . . p.  59.  ^I b i d . . p.  60.  3i b i d . , p.  143.
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I  am t a l k in g  ab o u t a  w orldw ide o p e ra t io n  w here t h e r e  a r e  many 
k in d s  o f  s u rp lu s e s  t h a t  go u n u se d , t h a t  r o t  on th e  g round  b e ­
cause  th e  n e ig h b o r in g  c o u n try  does n o t  have th e  f o re ig n  ex­
change t o  buy th e  r o t t i n g  c ro p  e x c e p t as i t  c o n v e r ts  i t s  l o ­
c a l  c u r r e n c ie s  t o  h a rd  d o l l a r s .^

Monroney m a in ta in e d  t h a t  th e  U n ite d  S ta te s  Government h ad  n o t  r e a l l y

t r i e d  to  e f f e c t  t r a n s f e r s  o f  s u rp lu s e s  be tw een  u n d erd ev e lo p ed

c o u n t r i e s .

The S ta te  D epartm ent p re p a re d  a  memorandum on l o c a l  c u r ­

r e n c ie s  f o r  th e  u se  o f  th e  Com m ittee. In  t h i s  memorandum, i t  i s  

p o in te d  o u t t h a t  " u n le s s  th e y  r e c e iv e  a t  l e a s t '  e q u iv a le n t  r e s o u rc e s  

in  r e tu r n  th e  l e s s  d ev e lo p ed  c o u n tr ie s  c an n o t p ro v id e  r e s o u rc e s  to  

o th e r  c o u n tr ie s  w ith o u t a  s e tb a c k  to  t h e i r  own economic g row th . I f  

th e  U n ite d  S ta te s  w ere t o  u se  a  l e s s  d e v e lo p ed  c o u n tr y 's  l o c a l  c u r ­

ren cy  to  remove re s o u rc e s  from  i t  f o r  u se  by o th e r  c o u n tr ie s  we 

would cau se  such  a  s e tb a c k .

T h is  s ta te m e n t  does no damage t o  M onroney 's p ro p o sa l  b ecau se  

he d id  n o t p ro p o se  ta k in g  re s o u rc e s  from  th e  l e s s  d ev e lo p ed  c o u n tr ie s  

w ith o u t p u t t in g  a n y th in g  back  in .  He was p ro p o s in g  an exchange o f  r e ­

so u rc e s  betw een c o u n tr ie s  w ith  com plem entary n e e d s . The S ta te  D e p a r t­

ment i n s i s t e d  t h a t  "To th e  e x te n t  t h a t  i t  i s  f e a s i b l e ,  t h i s  s o r t  o f  

exchange i s  a lr e a d y  g o in g  on th ro u g h  norm al com m erdial c h a n n e ls .

There i s  no p r e s e n t  o b s ta c le  t o  t r a d e  betw een  th e  l e s s  d eve loped  coun­

t r i e s  w hich w ould be  rem oved by  U n ite d  S ta te s  governm en ta l a c t io n  in  

le n d in g  th e s e  c o u n tr ie s  each  o t h e r 's  l o c a l  c u r r e n c i e s . "3 S e n a to r  

Monroney would n o t  r e c o n c i l e  h im s e lf  to  a  w o rld  where p e o p le  s ta r v e  in

^Ibid. , p. 175 . ^Ibid. , p. 123. ^Ib id ., p. 124.
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one c o u n try  w h ile  s u rp lu s  fo o d  r o t s  on the g round  in  an  a d jo in in g  

c o u n try . The S ta te  D epartm ent v iew , how ever, was t h a t  t h e r e  was no 

s o lu t i o n  t o  t h i s  problem .

S e n a to r  Monroney th o u g h t t h e  A d m in is tra t io n  p o s i t i o n  on l o ­

c a l  c u r r e n c ie s  was c o n t r a d ic to r y .  On th e  one h an d , th e  S e c r e ta r y  o f  

th e  T re a s u ry  i n s i s t e d  th e y  w ere p r a c t i c a l l y  u s e le s s  f o r  econom ic de­

velopm ent ; They d i d n ' t  add  any r e a l  r e s o u rc e s  t o  th e  c o u n try  th e y  

w ere lo a n e d  t o .  They c o u ld  n o t  b e  u se d  in  i n t e r n a t io n a l  t r a d e .  And 

y e t ,  on t h e  o th e r  hand , th e  A d m in is t r a t io n  k e p t p u sh in g  P u b lic  Law 

48o lo a n s  re p a y a b le  in  l o c a l  c u r r e n c ie s  and  had  even e s t a b l i s h e d  th e  

D evelopm ent Loan Fund to  r e c e iv e  repaym ent in  l o c a l  c u r r e n c ie s .  D uring  

D eputy U n d e rs e c re ta ry  o f  S t a te  D i l l o n 's  te s t im o n y . S e n a to r  M onroney 

s a id :  "You c a n ' t  have i t  b o th  w ays. I f  y o u r c a se  i s  t r u e —t h a t  th e s e  

fu n d s a r e  o f  no use:—th e n  th e  repaym en ts  t h a t  th e  S ta te  D epartm en t g e ts  

b a c k  in  th e s e  same lo c a l  c u r r e n c ie s  a ls o  have no u se  a n d , t h e r e f o r e ,  

we a r e  a d d in g  to  a  s ta g n a n t  p o o l o f  f ro z e n  c u r r e n c ie s ." ^

D ebate  on L ocal C u rre n c ie s  

D uring  th e  1959 m ee tin g  o f  th e  B oard o f  G overnors o f  t h e  Bank, 

l o c a l  c u r r e n c ie s  became th e  s u b je c t  o f  an e x te n d e d  d e b a te . The d e v e l­

oped  c o u n t r i e s , l e d  by th e  N e th e r la n d s  and  th e  U n ite d  Kingdom were 

p a r t i c u l a r l y  opposed to  th e  l o c a l  c u rre n c y  a s p e c ts  o f  IDA.

The G overnor from  th e  N e th e r la n d s  s t a t e d  t h a t  h i s  Government

was

n o t  w ith o u t co n cern  ab o u t t h e  p o s s ib le  m onetary  and  com m ercial im­
p l i c a t i o n s  o f  th e  u t i l i z a t i o n  o f  s o - c a l l e d  l o c a l  c u r r e n c ie s  f o r

^Ib id . , p. 136.
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i n t e r n a t i o n a l  in v es tm e n t p u rp o se s . We a re  p a r t i c u l a r l y  co n c e rn e d
ab o u t th e  i n f l a t i o n a r y  consequences o f  th e  u t i l i z a t i o n  o f  su ch
c u r r e n c ie s  accu m u la ted  in  th e  p a s t ,  an d  ab o u t th e  d i s t o r t i o n  o f  
i n t e r n a t i o n a l  t r a d e  t h a t  may r e s u l t  from  th e  l im i t e d  u s a b i l i t y  o f  
in c o n v e r t ib le  l o c a l  c u r r e n c ie s  i f  made a v a i l a b le  f o r  f o re ig n  p ay ­
m en ts . We, t h e r e f o r e ,  want t o  s t r e s s  t h a t  th e  f i n a n c i a l  o p e ra ­
t i o n s  o f  th e  IDA. sh o u ld  in  no way a g g ra v a te  th e  problem s o f  mone­
t a r y  i n s t a b i l i t y  and  t r a d e  r e s t r i c t i o n s  w hich in  many c o u n tr ie s  
c o n tin u e  t o  e x i s t ,  d e s p i te  th e  g r e a t — a n d  t o  a  c e r t a i n  e x te n t  
s u c c e s s f u l— e f f o r t s  o f  th e  I n t e r n a t i o n a l  M onetary Fund and th e  
QAlTT to  re d u c e  t h e i r  s ig n i f i c a n c e .  We w ould d e fe a t  o u r  own p u r ­
po ses  i f  th e  IDA were t o  become an  i n s t i t u t i o n  c r e a t in g  o r  even  
s t im u la t in g  th e  v e ry  te n d e n c ie s  th e  Fund and  th e  GATT a re  o p p o s in g .^

The N e th e rla n d s  G overnor in tro d u c e d  th e  I n te r n a t io n a l  M onetary Fund in to

th e  d e b a te  on l o c a l  c u r r e n c ie s  and  s u r e ly  some m en tion  m ust be made o f

th e  F u n d 's  o p p o s i t io n  t o  a n y th in g  w hich smacks o f  b i l a t e r a l  t r a d in g

a rran g em en ts  o r  o f  b a r t e r .  T h is  i s  in  l i n e  w ith  th e  c l a s s i c a l  l i b e r a l

t r a d i t i o n  o f  f r e e  t r a d e .

However, Andrew S h o n f ie ld  h as  a rg u e d  t h a t  i t  i s  n o t  in  l i n e  w ith  

th e  r e a l i t i e s  o f  th e  tw e n t ie th  c e n tu ry .

One way i n  w hich th e  u n d e rd e v e lo p e d  c o u n tr ie s  c o u ld  s u r e ly  
h e lp  to  r e l i e v e  th e  p r e s s u r e  on t h e i r  b a la n c e  o f  paym ents i s  by  
t r a d in g  m ore among th e m se lv e s . I t  i s  n o t  j u s t  a  m a t te r  o f  ta k in g  
in  each  o t h e r 's  w ash ing . S u rp lu s  p ro d u c t io n  o f  a  commodity ru n s  
t o  w aste  in  one c o u n t iy ,  w h ile  in  a n o th e r  p e o p le  go s h o r t  o f  i t ,  
b ec au se  th e  m echanism  o f  exchange f a i l s  t o  fu n c t io n  e f f i c i e n t l y .
A l o t  more fo o d  c o u ld  and  w ould b e  grown in  th e  g r e a t  s u rp lu s  
a g r i c u l t u r a l  a r e a  o f  A s ia ,  w hich ru n s  from  Burma a c ro s s  th e  S o u th - 
e a s t - A s ia n  p e n in s u la ,  i f  t h e r e  w ere an  a s s u re d  m arke t f o r  i t .
But i t  o n ly  needs one good r i c e  h a r v e s t  f o r  Burma to  be  fa c e d  -vrith 
th e  n ig h tm are  o f  s u rp lu s  s to c k s .  T h a t i s  what has  happened  r e ­
c e n t ly .  T h ere  a r e  no a d eq u a te  s to r a g e  f a c i l i t i e s ,  th e  r i c e  r o t s ,  
th e  p r ic e  f a l l s ;  and  n e x t t im e ,  th e  p e a s a n t  does n o t  b o th e r  to  
grow so much o r  t o  b r in g  i t  t o  m a rk e t.

The re a s o n  g iv en  f o r  th e  Burmese f a i l u r e  t o  s e l l  th e  r i c e  
to  th e  In d ia n s  i s  s im p ly  t h a t  th e  In d ia n s  can n o t a f f o r d  i t .  T h a t 
i s  t r u e  in  th e  s e n se  t h a t  th e  In d ia n  governm ent i s  n o t  p re p a re d  to  
a l l o c a t e  a n y th in g  o u t o f  i t s  v e ry  in a d e q u a te  r e s e r v e s  o f  f o r e ig n  
exchange t o  pay f o r  a d d i t io n a l  im p o rts  o f  r i c e .  . . .  I f  Burma 
demands in be  p a id ,  l i k e  everyone e l s e ,  in  s t e r l i n g  o r  some o th e r  
c o n v e r t ib le  c u r re n c y , i t  w i l l  b e  l e f t  h o ld in g  i t s  s u rp lu s  r i c e ,

^IBRD B oard  o f  G overnors P re s s  R e le a s e  No. 1 0 , Septem ber 3 0 , 
1959, p . 3.
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and everybody w i l l  b e  t h a t  much p o o re r .
In d e e d , one w ould have th o u g h t i t  e le m e n ta ry  t h a t  th e s e  

n a t io n s  sh o u ld  be  en co u rag ed  to  engage in  b a r t e r  t r a d e  td ie rev e r  
t h i s  h e lp s  them  t o  p u t  t h e i r  a c tu a l  o r  p o t e n t i a l  s u rp lu s e s  o f  
p ro d u c tio n  to  some u s e f u l  p u rp o se . I t  came as  a  sh o c k , t h e r e ­
f o r e ,  when I  was in  I n d ia  a t  th e  end  o f  1959  ̂ to  ru n  in to  a  m is­
s io n  from  th e  I n t e r n a t io n a l  M onetary Fund engaged  in  a  v ig o ro u s  
e f f o r t  t o  b re a k  up an  Indo-B urm ese b a r t e r  ag reem en t. The IMF 
s t a r t e d  by  h u r l iü g  ana them as. What th e  In d ia n s  w ere do ing  was 
a  s in  a g a in s t  th e  p r i n c i p l e  o f  un tram m eled  m u l t i l a t e r a l  t r a d e ,  
w ith  e q u a l freedom  f o r  a l l  e x p o r te r s  t o  e n te r  a  m ark e t.

Seme p o rsc n s  have a rg u e d  t h a t  M onroney 's p ro p o s a l  t o  u se  l o c a l  c u r ­

r e n c ie s  t o  f a c i l i t a t e  such  b a r t e r  a rran g em en ts  m ere ly  p u t  a  mask on 

them . I t  was s t i l l  e s s e n t i a l l y  b a r t e r  and  ivas condemned as such  by 

some o f  th e  member governm ents o f  th e  I n t e r n a t io n a l  Bank.

The U n ite d  Kingdom jo in e d  in  a t t a c k in g  th e  l o c a l  c u rre n c y  

p ro p o s a l .  "We have c o n s id e r a b le  doubts ab o u t th e  u se  o f  l o c a l  c u r ­

r e n c ie s  by IDA. . . .  We s h a l l  want to  be  c l e a r  how su ch  u se  c o u ld  be 

a rra n g e d  w ith o u t r e s u l t i n g  in  d i s t o r t i o n s  o f  norm al t r a d e . T h e  

G overnor from  Canada p a r t i c i p a t e d  in  th e  d e b a te ,  a l s o .  He echoed th e  

speeches  o f  th e  G overnors from  th e  N e th e rla n d s  and  th e  U n ite d  Kingdom, 

in  t h a t  he was c o n c e rn e d  ab o u t c o n t r ib u t in g  t o  i n f l a t i o n ,  a g g ra v a tin g  

th e  exchange problem s o f  bo rrow ing  c o u n t r i e s ,  an d  c o n t r ib u t in g  to  un-
3

economic t r a d e  d iv e r s io n .

The G overnors from  I n d ia  and P a k is ta n  a ls o  e x p re s s e d  o p p o s it io n  

to  th e  l o c a l  c u rre n c y  a s p e c t s .o f  IDA. The G overnor from  P a k is ta n  s a id  

t h a t

I t  would be u n r e a l i s t i c  to  e x p e c t th e  l e s s  d ev e lo p ed  c o u n tr ie s  to  

^ S h o n f ie ld , pp . 39-^0»

^IBRD B oard o f  G overnors P re ss  R e le a se  No. 6 0 , Septem ber 3 O;
1 9 5 9 , P*

3IBRD B oard o f  G overnors P re ss  R e le a se  No. 6 8 , Septem ber 3 0 ,
1959, pp. 2-3.
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. . . a g re e  to  th e  u se  o f  t h e i r  l o c a l  c u r r e n c ie s ,  w he ther in  th e  
shape o f  c o u n te rp a r t  funds o r  o th e r w is e ,  in  th e  form  o f  u n re -  
g u i të d  e x p e r ts . ; . . . .  I  am s u re  t h a t  th e  o p t io n  to  d e te rm in e  th e  
tim e  \dien a  l e s s  d ev e lo p ed  c o u n try  w i l l  he  in  a  p o s i t i o n  t o  s p a re  
some o f  i t s  p ro d u c tio n  f o r  h e lp in g  o th e r  d ev e lo p in g  c o u n tr ie s  m ust 
r e s t  w ith  th e  c o u n tr ie s  c o n c ern ed  and  n o t  w ith  th e  i n s t i t u t i o n .

The G overnor from  I n d ia  was in  agreem ent w ith  th e  P a k i s t a n i

G overnor on t h i s  i s s u e .  He p r e s e n te d  a  c lo s e ly  re a so n e d  argum ent in

o p p o s it io n  t o  w id e sp re a d  u se  o f  l o c a l  c u r r e n c ie s .b y  IDA.

The p ro p o s a l  b e fo re  us has  r a i s e d  th e  q u e s tio n  o f  th e  u t i l i z a t i o n  
o f  th e  ac cum ulât io n s  by  one c o u n try  in  th e  lo c a l  c u rre n c y  o f  a n o th ­
e r .  These a c cu m u la tio n s  c a n n o t, o b v io u s ly ,  be u se d  in  a  m anner 
t h a t  amounts to  making t h a t  much e x p o rts  a v a i l a b le  w ith o u t c o r ­
resp o n d in g  paym ent. Nor can  th e y  be  u s e d  as  a  so u rc e  o f  a d d i t io n a l  
i n t e r n a l  f in a n c e  w ith o u t c r e a t in g  i n f l a t i o n a r y  p r e s s u r e s  in  th e  
p ro c e s s . These funds a r e  a  r e s o u rc e  o n ly  n o t io n a l ly ,  th e  im pact 
o f  th e  i n i t i a l  lo a n  in  r e a l  te rm s b e in g  r e p r e s e n te d  by  th e  im p o rts  
f in a n c e d  from  i t .  The su b seq u e n t t r a n s a c t io n s  a re  o n ly  an  a c c o u n t­
in g  d e v ic e . I t  i s  t r u e  t h a t  w ith  th e  a c c r e t io n  o f  an e x te r n a l  r e ­
s o u rc e , a  m easure o f  dom estic  c r e d i t  c r e a t io n  m igh t be a p p r o p r ia t e ,  
b u t  th e  m easure and t im in g  o f  t h i s  c r e d i t  c r e a t io n  have to  be  ju d g e d  
in  r e l a t i o n  to  th e  o v e r - a l l  econom ic s i t u a t i o n  r a t h e r  th a n  in  term s 
o f  th e  a p p a re n t ac cum ulât io n s  as su ch .

T hus, i t  can be  se en  t h a t  n o t o n ly  th e  d ev e lo p ed  c o u n tr ie s  ( e s p e c ia l ly  

th e  la r g e  t r a d in g  n a t i o n s ) ,  o b je c te d  t o  th e  l o c a l  c u rre n c y  a s p e c ts  o f  

IDA, b u t th e  c o u n tr ie s  t h a t  h ad  r e c e iv e d  l a r g e  q u a n t i t i e s  o f  a g r ic u l- ;  

t u r a l  s u rp lu s e s  u n d er P u b lic  Law 480 o b je c te d  a l s o .  B oth g roups o f  

c o u n tr ie s  were a f r a i d  o f  a  r e d u c t io n  in  t h e i r  e x p o rts  b ro u g h t abou t 

by th r e e - c o r n e r e d  t r a d e  a rra n g e m e n ts . I t  was a  l i t t l e  s t r a n g e ,  how ever, 

t o  a t t a c k  M onroney 's p ro p o sa l  as in im ic a l  t o  f r e e  m u l t i l a t e r a l  t r a d e ,  

w h ile  s u p p o rtin g  P u b lic  Law 480. The w hole a g r i c u l t u r a l  s u rp lu s  d i s ­

p o s a l  program , no m a t te r  what i t s  m e r i t s ,  i s  an  e x c e p tio n  t o  th e  p rin -r 

c ip le s  o f  f r e e  m u l t i l a t e r a l  t r a d e .

^IBRD B oard o f  G overnors P re s s  R e le a se  No. 4-7, Septem ber 3 0 ,
1959, p . 2.

^IBRD B oard o f  G overnors P re s s  R e le a se  No. 6 5 , Septem ber 3 0 ,
1959, pp. 4-5.
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When the  I n te r n a t io n a l  Development A sso c ia tio n  was e s ta b l i s h e d  

the A r t i c l e s  of Agreement had a p ro v is io n  d e a l in g  w ith  lo c a l  c u r r e n ­

c i e s .  A r t i c l e  I I I ,  S ec tion  2 (a) s t a t e s  th a t

The A sso c ia t io n  may e n te r  in t o  arrangem ents , on such terms 
and co n d i t io n s  c o n s i s te n t  w ith  the  p ro v is io n s  of th i s  Agreement as 
may be agreed upon, to  rec e iv e  from any member, in  a d d i t io n  to  the  

* amounts payable by such member on account of i t s  i n i t i a l  or any 
a d d i t io n a l  s u b s c r ip t io n ,  supplem entary reso u rces  in  the  cu rrency  of 
ano ther  member, provided th a t  the  A sso c ia t io n  s h a l l  not e n te r  in to  
any such arrangem ent un less  thÿ A sso c ia t io n  is  s a t i s f i e d  th a t  tha 
member whose currency" i s  involved agrees  to  the use of such cu rren cy .

Mr. J .  Burke Knapp, Vice P re s id e n t  of the  I n t e r n a t io n a l  Bank, in  d i s c u s ­

s in g  t h i s  p ro v is io n  w ith  the au thor emphasized the phrase "as may be 

agreed upon."  Knapp po in ted  out th a t  the I n te r n a t io n a l  Bank had been 

most r e l u c t a n t  to  assume the r e s p o n s i b i l i t y  fo r  ad m in is te r in g  these  

lo c a l  c u r r e n c i e s .  Thus, t h i s  p ro v is io n  in  the  A r t ic l e s  i s  ex trem ely  

im portan t .  No government, inc lu d in g  the government of the United S t a t e s ,  

could even donate lo c a l  cu r re n c ie s  to  the  I n te r n a t io n a l  Development 

A sso c ia t io n  w ith o u t the agreement of the  A sso c ia t io n .^

The lo c a l  currency  debate  i s  coming back in to  the l im e l ig h t  in

the p re s e n t  d iscu s s io n s  concerning augm entation of the Development 

A s s o c ia t io n 's  funds. There is  co n s id e ra b le  p re s s u re  on the E xecutive  

D ire c to rs  to  accep t  lo c a l  cu r re n c ie s  as p a r t  of the s u b s c r ip t io n s .

Some members of the s t a f f  of IDA f e e l  th a t  lo c a l  c u r re n c ie s  

could be loaned to  the underdeveloped c o u n t r i e s .  They argue t h a t  th e re  

i s  a g re a t  d ea l  of sense to  loaning the se  cu r re n c ie s  so long as they 

r e p re s e n t  r e a l  sav in g s .  I f  the  money has no t been obta ined from

^A r t i c l e s  of Agreement of the I n t e r n a t io n a l  Development A sso c ia ­
t i o n  (Washington; IDA,  ̂ 1960), p. 7.

^ In te rv ie w ,  January 22, 1963.
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s a v in g s ,  th e n  i t  i s  p u re ly  i n f l a t i o n a r y —t h a t  i s  J u s t  th e  same as 

p r in t i n g  i t .  B u t ,  i f  th e  c o u n try  h as  ta x e d  s a v in g s  t o  c o n tr ib u te  

to  th e  A s s o c ia t io n ,  why s h o u ld n 't  th e y  he  lo an ed ?

T here  i s  a  q u e s tio n  o f  w o r k a b i l i ty  in  c o n n e c tio n  w ith  IDA 

u se  o f  l o c a l  c u r r e n c ie s .  Could th e  A s s o c ia t io n  keep  t r a c k  o f  th e  c u r ­

re n c y  a s  i t  w orked i t s  way th ro u g h  th e  c o u n t r y 's  f i n a n c i a l  sy s te m / 

Could H iA in s u re  t h a t  th e  money r e a l l y  d id  r e p r e s e n t  sa v in g s?

A t f i r s t  s i g h t  i t  m igh t seem obv ious t h a t  th e  r e l e a s e  o f  m onies 
o b ta in e d  from  s a v in g s  w ould n o t  be  i n f l a t i o n a r y .  T here  i s ,  how­
e v e r ,  a  v e ry  im p o r ta n t  q u e s tio n  o f  t im in g . What c o u ld  h a p p en -- 
and  in  f a c t  o f t e n  hap p en s— i s  t h a t  funds a r e  accu m u la ted  from  
g en u in e  s a v in g s ,  b u t  t h a t  d u r in g  th e  p e r io d  w h ile  t h i s  accum ula­
t i o n  i s  e x e r c i s in g  a  d e f l a t i o n a r y  e f f e c t ,  th e  l o c a l  governm ent 
i s  expand ing  th e  money su p p ly  th ro u g h  o th e r  c h a n n e ls .  The im­
m ed ia te  r e s u l t  i s  n e u t r a l ,  b u t  i f  th e n  in  a  su b se q u e n t p e r io d  
th e  im pounded s a v in g s  a r e  r e l e a s e d ,  th e  r e s u l t  can  be  a  s e r io u s  
i n f l a t i o n a r y  im petus d e s p i te  th e  o r i g i n a l  s o u rc e  o f  th e  r e l e a s e d  
fu n d s .

I t  w ould s t r i k e  th e  a u th o r  t h a t  th e s e  p roblem s a r e  no more 

d i f f i c u l t  th a n  o th e r s  t h a t  th e  s t a f f  has s o lv e d . I t  i s  n o t  u n l ik e ly  

t h a t  some u se  w i l l  be fo u n d  f o r  th e s e  c u r r e n c ie s .

The U n ite d  S ta te s  h as  n o t t r a n s m i t t e d  any o f  i t s  h o ld in g s  o f  

l o c a l  c u r r e n c ie s  t o  th e  A s s o c ia t io n . The T re a s u ry  D epartm ent f e l t  

t h a t  P u b lic  Law 480 a u th o r iz e d  su ch  t r a n s m is s io n  b u t ,  n e v e r th e le s s ,  

in c lu d e d  s p e c i f i c  a u th o r i ty  in  a  b i l l  in tro d u c e d  in  I 9 6 0 . The b i l l  

was p a r t  o f  a n o th e r  m a t te r  and  f o r  an u n r e l a te d  re a s o n  d id  n o t p a s s . 

The A d m in is t ra t io n  h as  n o t  p ro p o se d  l e g i s l a t i o n  s in c e  th e n  on t h i s  

m a t te r .

T h u s, i t  can  be  se e n  t h a t  one o f  S e n a to r  M onroney 's id e a s  f o r  

th e  I n te r n a t io n a l  Developm ent A s s o c ia t io n  has b een  a b o r t iv e .  He i s

^ P e rs o n a l l e t t e r  from  an o f f i c i a l  o f  th e  IBRD, Ju n e  2 5 , 1963°
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s t i l l  o p t im is t i c  t h a t  som eth ing  can  be done w ith  th e s e  c u r r e n c ie s  

a n d , m eanw hile , h i s  g o a l  o f  p u t t i n g  more o f  th e  U n ite d  S t a te s  econo­

mic a i d  program  on a  m u l t i l a t e r a l  b a s i s  has been  r e a l i z e d .



CHAPTER VI

A MULTILATERAL APPROACH TO AID

When Senator Monroney proposed the I n te r n a t io n a l  Development 

A sso c ia t io n ,  h is  experience in Thailand was f r e s h  in  h is  memory. He 

had seen the enthusiasm w ith  which the Thais regarded th e i r  dam th a t  

had been b u i l t  w ith  World Bank funds. And he had seen th e i r  r e lu c ta n c e  

to  e x h ib i t  t h e i r  new highway th a t  had been paid  fo r  w ith  United S t a t e s '  

defense support funds. This experience made a l a s t in g  im pression. I t  

seemed q u i te  obvious to  the Senator th a t  an in t e r n a t i o n a l  a id  agency 

was more e f f e c t i v e  in  encouraging economic development th a t  was a b i ­

l a t e r a l  program. In coming to  th i s  view, he was jo in in g  a number of 

economists who had been arguing along s im i la r  l in e s  fo r  y e a rs .

Alec C airncross  has po in ted  out the  h i s t o r i c a l  reasons why the

Thais and o th e rs  have viewed b i l a t e r a l  programs w ith  su sp ic io n .

The export of c a p i t a l  has always been a s s o c ia te d  in  the ou tlook  of 
the under-developed c o u n tr ie s  w ith  im p e r i a l i s t i c  in f luence  and the 
improper e x e rc is e  of power by lending c o u n t r ie s  in order to  secure  
p ro p e r ty  r i g h t s  or advance the commercial i n t e r e s t s  of in v e s to r s .
The s e t t i n g  up of the Bank was, from t h e i r  p o in t  of view, a blow 
a g a in s t  im peria lism  of th i s  k ind . They were f a r  more w i l l in g  to  
welcome c a p i t a l  from an in t e r n a t i o n a l  i n s t i t u t i o n  than to  r e ly  e i t h e r  
on p r iv a t e  investm ent or on loans from f r i e n d ly  governments.^

^Alec C a irn c ro ss ,  The I n te r n a t io n a l  Bank fo r  R econstruc tion  
and Development (P r ince ton  U n iv e rs i ty  Essays in  In te rn a t io n a l  Finance 
No. 33, March, 1959), p. 27.
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One does n o t  have t o  lo o k  f a r  t o  f i n d  p e rso n s  from  th e  d e v e lo p ­

in g  c o u n tr ie s  t h a t  w i l l  a g re e  w ith  C a irn c ro s s .  The G overnor o f  th e  

I n t e r n a t io n a l  D evelopm ent A s s o c ia t io n  from  Sudan^ a t  th e  1961  m ee tin g  

o f  th e  B oard  o f  G o v e rn o rs , p o in te d  o u t  t h a t  IDA's g r e a t e s t  s t r e n g th  

was i t s  i n t e r n a t i o n a l  c h a r a c te r .  He u rg e d  th e  r i c h  c o u n tr ie s  t o  lo o k  

upon a id  as  a  b a s ic  aim  o f  f o r e ig n  p o l ic y  and n o t  a s  an  e x p e d ie n t f o r  

s c o u rin g  in m sd in te  d ip lo m a tic  a d v a n ta g e s .

By c h a n n e lin g  a id  th ro u g h  an i n t e r n a t i o n a l  ag en cy , t h e  U n ite d  

S ta te s  t e l l s  th e  u n d e rd e v e lo p e d  c o u n tr ie s  t h a t  i t  p u ts  developm ent 

ah ead  o f  d ip lo m a tic  a d v a n ta g e s . And th e r e  i s  a  grow ing  d ise n c h a n tm e n t 

w ith  th e  p o s s i b i l i t y  o f  u s in g  b i l a t e r a l  a id  as a  cem en te r o f  a l l i a n c e s  

and a  f e e l in g  t h a t  th e  U n ite d  S ta te s  s h o u ld  have lo n g - ru n  developm ent 

o b je c t iv e s  r a t h e r  th a n  a  d e s i r e  f o r  t r a n s i t o r y  a l l i a n c e s .

A number o f  p e o p le  have p o in te d  o u t  th e  d i f f i c u l t i e s  in v o lv e d

in  a d m in is te r in g  a  b i l a t e r a l  a i d  program . P erhaps none has done i t

b e t t e r  th a n  L eonard  H i s t .

The u n d e rd e v e lo p e d  w o rld  i s  co m p rised  o f  a  g r e a t  number o f  coun­
t r i e s .  Few among th e  i n d u s t r i a l i z e d  n a t io n s  can  c la im  th o ro u g h  
know ledge o f  a l l  o f  them ; lo n g  s ta n d in g  r e l a t i o n s  a r e  n e c e s s a ry  
to  e s t a b l i s h  n o t  o n ly  th e  c l im a te  o f  c o n fid e n c e  b u t  th e  b a s i s  
f o r  lo n g -te rm  judgm ents o f  th e  r e a l  n eeds o f  th e  d e v e lo p in g  coun­
t r y .  I t  i s  n o t  s u r p r i s i n g ,  t h e r e f o r e ,  t h a t  some o f  th e  i n d u s t r i ­
a l i z e d  c o u n tr ie s  s h o u ld  f e e l  h e s i t a n t  when th e y  make d e c is io n s  on 
th e  ty p e  o f  a s s i s t a n c e  w hich th e y  s h a l l  g r a n t .

I n t e r n a t io n a l  o r g a n iz a t io n s  h a v e , in  t h i s  r e s p e c t ,  a  d i s ­
t i n c t  a d v a n ta g e . T h e ir  p o l i t i c a l  r e l a t i o n s h i p  w ith  t h e i r  own 
member c o u n tr ie s  i s  t h a t  o f  a  c o o p e ra tiv e  o r g a n iz a t io n  w ith  i t s  
members. ^

^IDA B oard  o f  G overnors P re s s  R e le a se  No. 32 , Septem ber 19 ,
1 9 6 1 ,  p . 2 .

2
L eonard  R i s t ,  " I n t e r n a t io n a l  C o o p e ra tio n  in  D evelopm ent A id ,"  

A ddress t o  th e  F o u r th  S E A K Z A M e e tin g , (W ashington: IBRD, 1 9 6 2 ) ,
pp . 16- 1 7 . (M im eographed .)
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A v e ry  p r a c t i c a l  r e a s o n  f o r  tu r n in g  developm ent e f f o r t s  o v e r  

t o  an i n t e r n a t io n a l  agency  was g iv e n , by th e  M axwell G raduate  S c h o o l, 

t o  th e  U n ite d  S ta te s  S e n a te  Com m ittee on F o re ig n  R e la t io n s .  "Program s 

w hich in d u ce  change r a i s e  to u c h y  p o l i t i c a l  p rob lem s. T here  i s  c o n se ­

q u e n tly  a  s tro n g  c a se  f o r  m u l t i l a t e r a l  management o f  such  program s in  

t h e  w hole f i e l d  o f  t e c h n ic a l  a i d  and  in v e s tm e n t lo a n s  f o r  economic 

d ev e lo p m en t."^  T h is  g roup  p o in te d  o u t t h a t  c e r t a i n  l o c a l  s p e c i a l  i n ­

t e r e s t s  a re  bound to  b e  a d v e rs e ly  a f f e c t e d  by  th e  changes w hich come 

ab o u t a s  th e  r e s u l t  o f  developm ent e f f o r t s .  Why sh o u ld  th e  U n ite d  

S ta te s  Government be b lam ed  f o r  su ch  changes?  An i n te r n a t io n a l  agency 

i s  l e s s  b o th e re d  by su ch  p r e s s u r e s . 2

The p l i g h t  o f  th e  u n d e rd e v e lo p e d  c o u n tr ie s  in  d e a lin g  w ith  so 

many d i f f e r e n t  a id  program s has  b een  d e m o n s tra ted  by  th e  s to r y  o f  one 

c o u n try  t h a t  a p p l ie d  f o r  t e c h n i c a l  a s s i s t a n c e  from  th e  U n ite d  N a tio n s . 

The t e c h n ic a l  a s s i s ta n c e  n eed ed  was l e a r n in g  how t o  a p p ly  f o r  lo a n s  

and g r a n ts  from  a l l  th e  d i f f e r e n t  a id - d is p e n s in g  a g e n c ie s .

In  a d d i t io n  t o  th e  argum ents g iv e n  by  econom ists  and  d e v e lo p in g

c o u n tr ie s  th e r e  i s  an  argum ent p u t fo rw a rd  by  an A m erican businessm an

in  f a v o r  o f  i n t e r n a t io n a l  c h a n n e ls  f o r  a id .

I  q u e s t io n , how ever, w h e th e r from  a  s ta n d p o in t  o f  e i t h e r  th e  
le n d e r  o r  th e  b o rro w er i t  i s  w ise  f o r  one n a t io n a l  governm ent to  
borrow  from  a n o th e r . Among th e  re a s o n s  in  su p p o rt  o f  t h i s  v iew  
a r e ,  f i r s t ,  i t  i s  d i f f i c u l t  f o r  a  le n d in g  n a t io n a l  governm ent to

^U. S . ,  S e n a te , Committee on F o re ig n  R e la t io n s ,  U n ite d  S ta te s  
F o re ig n  P o lic y - -C o m p ila tio n  o f  S tu d ie s , "The O p e ra tio n a l A spec ts  o f  
U n ite d  S ta te s  F o re ig n  P o l ic y  by M axwell G raduate  S choo l o f  C i t iz e n ­
s h ip  and  P u b lic  A f f a i r s ,  S y racu se  U n iv e r s i ty  (W ashington: U. S. Gov­
ernm ent P r in t in g  O f f ic e ,  M arch 1 5 , 1 9 ^ 1 ), p . 5^5•

^ I b id . , pp. 598- 599-
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p u t  su ch  a  t r a n s a c t io n  on a  th o ro u g h ly  h u s in e s s l lk e  b a s i s  a n d , s e c ­
ond , th e  c o l l e c t i o n  o f  lo a n s  g iv e n  by one c o u n try  t o  a n o th e r  p r e ­
s e n ts  g r e a t  d i f f i c u l t i e s .  F o r th e s e  re a s o n s  I  th in k  t h a t  as  r a p id ­
l y  as  p o s s ib le  le n d in g  and  b o rro w in g  among n a t io n s  s h o u ld  be  on an 
i n t e r n a t i o n a l  b a s i s . ^

Raymond M ik e s e ll  h a s  been  a b le  to  d e te c t  a  n o t ic e a b le  s h i f t  in  

U n ite d  S ta te s  p u b l ic  o p in io n  in  f a v o r  o f  m u l t i l a t e r a l  a id .  He g iv e s  

th r e e  re a s o n s  f o r  t h i s  s h i f t .  F i r s t ,  th e  r e l a t i v e  d e t e r i o r a t i o n  o f  

th e  U n ite d  S t a t e s '  b a la n c e  o f  pa.yments has l e d  t o  a  d e s i r e  t o  s h a re  

th e  b u rd en  o f  econom ic a s s i s t a n c e .  S eco n d ly , th e r e  i s  a  changed  a t ­

t i t u d e  to w a rd  developm ent a s s i s t a n c e .  F o rm erly  i t  was t i e d  t o  s h o r t ­

te rm  o b je c t iv e s  as p a r t  o f  th e  U n ite d  S ta te s  m i l i t a r y  program  w hereas 

i t  i s  now se en  a s  a  lo n g -ru n  p ro c e s s  d e s ig n e d  t o  a s s u re  n a t i o n a l  in d e ­

pendence and d em o cra tic  p r o g re s s  in  th e  d e v e lo p in g  c o u n t r i e s .  F in a l ­

l y ,  M ik e s e ll  b e l ie v e s  t h a t  a  m a jo r  f a c t o r  in  th e  change h as  been  th e  

in f lu e n c e  o f  th e  W orld Bank and  i t s  P r e s id e n t ,  Eugene R. B la c k . Con­

f id e n c e  in  B lack  and  th e  Bank a re  c r e d i t e d  w ith  w inn ing  C o n g re s s io n a l 

and P r e s i d e n t i a l  s u p p o rt f o r  th e  I n t e r n a t io n a l  Developm ent A s s o c ia t io n .

The change t h a t  has come a b o u t o r ig i n a te d  as much in  th e  C ongress as
2

in  th e  A d m in is t r a t io n , as  e v id e n c e d  by  th e  Monroney R e s o lu t io n .

R e s e rv a t io n s  C oncern ing  M u l t i l a t e r a l  A id

D e s p ite  a l l  th e  o r a to r y  and  s h i f t i n g  o f  o p in io n s ,  th e  D i r e c to r  

o f  th e  O rg a n iz a tio n  f o r  Economic C o o p e ra tio n  and  D evelopm ent p o in ts

^P au l G. Hoffm an, " P r i o r i t i e s  o f  Economic D evelopm en t,"
R e s t le s s  N a t io n s , p . $6 .

^Raymond F . M ik e s e l l ,  "Problem s and  P o l ic i e s  in  P u b lic  L ending 
f o r  Economic D evelopm en t,"  U. S. P r iv a te  and Government In v es tm e n t 
A broad , ed . Raymond F. M ik e s e ll  (E ugene, Oregon: U n iv e r s i ty  o f  Oregon
Books, 1 9 6 2 ) ,  p . 3 5 0 .
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o u t how r e a l l y  l i t t l e  p ro g re s s  has been  made in  t h i s  d i r e c t i o n .

I  th in k  i t  l i k e l y  t h a t  in  th e  y e a rs  t o  come, t r u e  m u l t i ­
l a t e r a l  a id  th ro u g h  th e  U n ite d  N a tio n s  S p e c ia l  Fund, s p e c i a l i z e d  
a g e n c ie s ,  and  so  o n , m igh t be in c r e a s in g .  P e r s o n a l ly ,  I  th in k  
t h i s  i s  d e s i r a b le .  However, i t ' s  a  f a c t  o f  l i f e  t h a t  th e  b u lk  
o f  a id  f o r  th e  tim e  b e in g ,  a s  w e ll  as th e  b u lk  o f  p r iv a t e  c a p i ­
t a l  e x p o r ts  and  th e  b u lk  o f  t e c h n ic a l  a s s i s t a n c e ,  i s  g iv e n  o r  
l e n t  o r  in v e s te d  on a  b i l a t e r a l  b a s i s .  We p u b l is h e d  a  r e p o r t  
some m onths ago on th e  f lo w  o f  fu n d s , in c lu d in g  th e  economic 
v a lu e  o f  t e c h n ic a l  a s s i s t a n c e  t o  l e s s  d ev e lo p ed  c o u n tr ie s  in  th e  
f o u r  y e a rs  1 956 - 1 9 5 9 * I t  a p p e a re d  from  t h a t  r e p o r t  t h a t  no l e s s  
th a n  93  p e r  c e n t  o f  th e  t o t a l  flo w  o f  funds was on a  b i l a t e r a l  
b a n i s . Only 7 p e r  c e n t  was coming th ro u g h  th e  W orld Bank, U n ite d  
N a tio n s  a g e n c ie s ,  and  th e  l i k e .  I f  you ex c lu d e  p r iv a t e  c a p i t a l  
e x p o r t s ,  i t s  o n ly  88  p e r  c e n t ,  b u t  s t i l l  a b o u t n in e - t e n th s  o f  
t e c h n i c a l  a s s i s ta n c e  and  o f  c a p i t a l  flo w  o f  a l l  s o r t s  i s ,  w hether 
you  l i k e  i t  o r  n o t ,  on a  b i l a t e r a l  b a s i s .^

Many p e o p le  th in k  t h a t  t h i s  i s  as i t  s h o u ld  b e . Raymond M ike- 

s e l l  and  R o b e rt L o rin g  A lle n  g iv e  t h r e e  re a so n s  why th e  U n ite d  S ta te s  

s h o u ld  c o n tin u e  t o  p ro v id e  th e  b u lk  o f  i t s  developm ent a s s i s t a n c e  on a  

b i l a t e r a l  b a s i s .  F i r s t ,  t h e r e  i s  th e  t r a d i t i o n a l  argum ent t h a t  f o re ig n  

a id  as  a  t o o l  o f  f o r e ig n  p o l ic y  can  be more f l e x i b l y  em ployed on a  b i ­

l a t e r a l  b a s i s .  A seco n d  re a s o n  i s  t h a t  th e  U n ite d  S t a te s  can  e x e r t  a  

l e a d e r s h ip  r o l e  in  c o o rd in a t in g  th e  a s s i s ta n c e  a c t i v i t i e s  b e c au se  o f  

th e  s i z e  o f  i t s  c o n t r ib u t io n .  T h i rd ly ,  i t  i s  a rg u e d  t h a t  i t  i s  e a s i e r

to  t i e  b i l a t e r a l  a s s i s t a n c e  to  U n ite d  S ta te s  e x p o r ts  th a n  in  th e
2

c a se  o f  m u l t i l a t e r a l  a s s i s t a n c e .

Some econom ists  would q u e s tio n  th e  argum ent t h a t  b i l a t e r a l  a id  

i s  a  f l e x i b l e  t o o l  o f  f o re ig n  p o l ic y .  B enjam in H igg in s  i n s i s t s  t h a t  

The d i lu t i o n  o f  U. S. o b je c t iv e s  i s  g r e a t e r  in  th e  U n ite d  S ta te s

^ T h o rk il  K r is te n s e n ,  "The OECD and W orld D evelopm ent,"  R e s t le s s  
N a t io n s , p . 104.

^U. S . ,  C o n g ress , J o i n t  Economic Com m ittee, Economic P o l ic i e s  
Toward L ess D eveloped  C o u n tr ie s ,  p re p a re d  by Raymond F. M ik e s e ll  and 
R o b e rt L o rin g  A lle n  87 t h  C ong ., 1 s t  S e s s . ,  1 9 6 1 , pp . 3^ -3 6 .
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program  th a n  in  th e  U n ite d  N a tio n s  p rogram . The n e c e s s i ty  f o r  
C o n g re ss io n a l c o n t r o l  o f  p o l ic y  f o r  f o r e ig n  economic a s s i s t a n c e ,  
a lo n g  w ith  a l l  o th e r  p o l i c i e s  in f lu e n c in g  th e  economic p o s i t i o n  
o f  u n d e rd e v e lo p e d  c o u n t r i e s ,  r e s u l t s  i n e v i t a b l y  in  a  c e r t a i n  de­
g re e  o f  in c o n s is te n c y  and  i n s t a b i l i t y  o f  th e  s h o r t - r u n  g o a ls  r e ­
f l e c t e d  in  th e  l e g i s l a t i o n  g o v e rn in g  th e  U .S . economic a s s i s ta n c e  
p rog ram s. ^

H igg in s  i s  in c lu d in g  th e  W orld Bank an d  t h e  I n t e r n a t io n a l  Development 

A s s o c ia t io n  when he r e f e r s  t o  th e  " U n ite d  N a tio n s  p ro g ra m ."

A p p a re n tly  a  good menj'- p e o p le  s u b s c r ib e  t o  th e  v iew  o f  one 

U n ited  S ta te s  Government o f f i c i a l .  "The u n d e r-d e v e lo p e d  c o u n tr ie s  

d o n 't  c a re  where th e y  g e t  th e  money. S u re ,  S t a te  D epartm ent money i s  

p o l i t i c a l .  But l e t ' s  n o t g e t  a ro u n d  p o l i t i c s .  Our a id  money sh o u ld  

be f o r  p o l i t i c a l  g a in .  Not f o r  s e c u r in g  th e  e l e c t i o n  o f  someone we 

l i k e  in  B u r i ta n ia  - n o t  t h a t  ty p e .  T h a t d o e s n 't  g e t  us anyw here.

B u t, developm ent lo a n s  s h o u ld  go w here th e y  w i l l  h e lp  u s . Our p o l i t i ­

c a l  o b je c t iv e s  a r e  p r e t t y  im p o r ta n t .

T here  i s  f e a r  in  some q u a r te r s  t h a t  m u l t in a t io n a l  a g e n c ie s  

m igh t be  g o v e rn ed  by p o l i t i c a l  f o rc e s  in  m aking lo a n  d e c is io n s .  And 

i t  i s  p o in te d  o u t t h a t  in  some c o u n t r i e s ,  n o ta b ly  in  Sou th  A m erica, 

th e  W orld Bank i s  r a t h e r  u n p o p u la r w ith  l a r g e  s e c t io n s  o f  th e  p u b l i c .3 

These two c a v e a ts  s h o u ld  be g iv en  a lo n g  w ith  th e  obv ious advan tages  

w hich m u l t in a t io n a l  a g e n c ie s  h a v e , a l th o u g h , i t  c e r t a i n l y  seems u n l ik e ly  

t h a t  th e  I n t e r n a t io n a l  Development A s s o c ia t io n ,  w ith  i t s  w e ig h ted  v o tin g  

sy s tem , i s  in  any im m ediate l ik e l i h o o d  o f  b e in g  g overned  by p o l i t i c a l

^ H ig g in s , p . 1^5.

^ In te rv ie w , J a n u a ry  17 , 1963»

^ M ik e s e ll ,  "Problem s and  P o l ic ie s ; '. in  P u b lic  Lending f o r  
Economic D evelopm en t,"  U. S . P r iv a te  and  Government In v es tm en t 
A broad, pp . 351-352 .
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f o rc e s  in im ic a l  t o  th e  W est. And th e  B an k 's  u n p o p u la r i ty  may he 

c a u se d  by  i t s  i n s i s t e n c e  on r e s p o n s ib le  governm en ta l p o l ic y  w hich i s  

u n p o p u la r  w ith  many.

The B rook ings I n s t i t u t i o n  has enum erated  two re a s o n s  why th e  

U n ite d  S ta te s  m igh t n o t  w ish  to  t u r n  more economic a i d  o v e r  t o  th e  

W orld Bank. F i r s t ,  i t  i s  a rg u e d  t h a t  n o t a l l  n a t io n s  w h ic h -th e  U n ite d  

S ta te s  w ishes t o  a s s i s t  a r e  members o f  th e  Bank. S e c o n d ly , some coun­

t r i e s  may n o t  w ish  t o  su b m it t h e i r  lo a n  re q u ire m e n ts  t o  th e  s c r u t in y  o f  

th e  Bank, e s p e c i a l l y  when i t s  m em bership in c lu d e s  governm ents which a r e  

n o t on f r i e n d ly  te rm s w ith  th e  a p p l i c a n t .^

T here  i s  a  f e e l i n g  in  some c o u n tr ie s  t h a t  th e  W orld Bank and 

th e  IDA a re  dom inated  by th e  U n ite d  S ta te s  Government and r e f l e c t  i t s  

p o l i c i e s .  Wo one who has  o b se rv e d  th e  o p e ra t io n s  c o u ld  b e l ie v e  t h a t  

th e  U n ite d  S ta te s  i s  w ith o u t in f lu e n c e  in  th e s e  i n s t i t u t i o n s .  The 

U n ite d  S t a te s  does have a lm o s t a  t h i r d  o f  th e  v o t in g  power and  c a n , 

w ith  th e  c o u n tr ie s  o f  th e  Commonwealth, c o n t r o l  a  c l e a r  m a jo r i ty  o f  

th e  v o te s .  Of c o u r s e ,  th e  Commonwealth c o u n tr ie s  do n o t  alw ays v o te  

w ith  th e  U n ite d  S t a t e s .  However, i t  i s  d i f f i c u l t  t o  e n v is io n  p o l i c i e s ,  

t o  w hich th e  U n ite d  S ta te s  was v i o l e n t l y  opposed , c o n tin u in g  f o r  any 

g r e a t  le n g th  o f  t im e . On th e  o th e r  h an d , t h e r e  a re  item s on -vdiich th e  

d ev e lo p ed  c o u n tr ie s  som etim es s p l i t  and th e  U n ite d  S ta te s  w inds up in  

th e  m in o r ity  p o s i t i o n .

One o f  th e  r e a s o n s  w hich some members o f  th e  s t a f f  o f  th e  

Bank g iv e  f o r  n o t  w an tin g  to  a c c e p t any g r e a t e r  p o r t io n  o f  th e  U n ited

^U. S . ,  C o n g re ss , S e n a te , S p e c ia l  Committee t o  S tudy  th e  F o re ig n  
A id  Program , F o re ig n  A id  Program  " A d m in is tra tiv e  A sp ec ts  o f  U n ite d  
S ta te s  F o re ig n  A s s is ta n c e  P ro g ram s,"  by  th e  B rook ings I n s t i t u t i o n ,
85 t h  C ong ., 1 s t  S e s s . ,  1957^ P* 501.
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S ta te s  a i d  e f f o r t  i s  th e  f e a r  o f  U n ite d  S t a t e s ' a tte m p ts  to  dom inate 

th e  A s s o c ia t io n . Of c o u rse  i f  th e  U n ite d  S ta te s  and  W estern  Europe 

in c re a s e d  t h e i r  c o n t r ib u t io n s  to  IDA p a r i  p a s su  t h i s  o b je c t io n  would 

d is a p p e a r .

Im portance  o f  th e  Framework f o r  A d m in is te r in g  A id

Roscoe Drummond sum m arized much o f  th e  th in k in g  on m u l t i ­

l a t e r a l  a id  in  h i s  summary o f  th e  196I  C onference  on T e n sio n s  in  

D evelopm ent.

Everyone r e a l i z e s  t h a t  r e s p o n s ib le  governm ent m ust be 
th e  a c c o u n ta b le  c u s to d ia n  o f  t a x  rev en u es  and  m ust d em o n stra te  
t o  i t s  c i t i z e n s  t h a t  i t  has n o t  l o s t  c o n t r o l  o f  th e  u se s  o f  i t s  
t a x  money. T h is  i s  why m ost economic a id  i s  b i l a t e r a l :  a  t r a n s ­
a c t io n  d i r e c t l y  be tw een  two governm en ts. A t th e  same t im e , ex ­
p e r ie n c e  shows t h a t  I n te r n a t io n a l  a g e n c ie s  can  i n s i s t  upon 
f i r m e r ,  b e t t e r ,  more s t r i n g e n t  c o n d i t io n s —even in c lu d in g  i n ­
t e r n a l  economic r e f o r m s - - in  a  c o n t r a c t  be tw een  th e  donor agency 
and th e  r e c i p i e n t  c o u n try .

The judgm ent o f  n e a r ly  a l l  th e  e x p e r ts  p r e s e n t  was t h a t  
th e  b e s t  p o s s ib l e ,  t h e  m ost e x a c t in g ,  and th e  m ost c o n s t r u c t iv e  
c o n d it io n s  f o r  g iv in g  an d  r e c e iv in g  economic a s s i s t a n c e  can  be 
n e g o t ia te d  when th e  r e p r e s e n ta t i v e s  o f  s e v e r a l  n a t io n s  a re  a t  
th e  c o n fe re n ce  t a b l e .  . . .

S in ce  th e  e s s e n t i a l  fo u n d a tio n  f o r  e f f e c t i v e  economic 
a i d  i s  to  deve lop  a  r e l a t i o n s h i p  o f  t r u s t  and  u n d e rs ta n d in g  b e ­
tw een th e  l e s s  dev e lo p ed  and  th e  more d ev e lo p ed  c o u n t r i e s , th e  
fo llo w in g  s u g g e s t io n  was advanced . The b e s t  means o f  b r in g in g  
t h i s  r e l a t i o n s h ip  i n to  b e in g  i s  f o r  th e  u n d e r  d ev e lo p ed  n a tio n s  
now, w ith o u t d e la y ,  t o  become th em se lv es  donors o f  economic a id .  
They sh o u ld  dev o te  p a r t —how ever m o d est, however m in is c u le —o f  
t h e i r  n a t io n a l  income to  h e lp in g  o th e r  u n d e rd e v e lo p e d  c o u n tr ie s .  
They w i l l  th u s  b e n e f i t  and  be  b e n e f i te d ;  th ro u g h  a c tu a l  e x p e r i ­
ence as d o n o rs , th e  l a r g e l y  r e c i p i e n t  c o u n tr ie s  w i l l  be  a b le  to  
u n d e rs ta n d  b e t t e r  th e  a t t i t u d e s  and problem s o f  o th e r  donor 
c o u n tr ie s .  T h is  w i l l  enhance th e  f e e l in g  o f  d ig n i ty  and  e q u a l i ty  
among n a tio n s  in  an  econom ic p ^ t n e r s h i p  d e s ig n e d  n o t  to  win a  
C old War b u t  t o  w in th e  p e a c e .

Drummond i s  ec h o in g  a  p o in t  made tim e  and  tim e  a g a in  by 

S e n a to r  Monroney in  h i s  d r iv e  t o  g e t  th e  I n t e r n a t io n a l  Developm ent

^Roscoe Drummond, " P a r tn e r s h ip  f o r  P e a c e ,"  R e s t le s s  N a tio n s , 
pp . 10-11 .
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A sso c ia t io n  e s t a b l i s h e d .  The Senator f e l t  the  West was m issing a 

r e a l  b e t  in  no t g e t t in g  the underdeveloped c o u n t r ie s  to  help each 

o th e r .  I t  would not only help them t o  see the problem from the 

d o n o r 's  p o s i t i o n .  I t  would a l so  give them a f e e l in g  of r e s p o n s ib i l i t y  

th a t  the resou rces  e n t ru s te d  to  them no t be squandered. There i s ,  

fo r  v a r io u s  re a so n s ,  a l im ited  amount of re so u rces  th a t  can be 

r a is e d  f c r  sccncmic 2s s l s t 2r.ee. T'Ther ?.ny ne.tlon wastes i t s  p o r t io n  

i t  p en a l ize s  o the r  n a t io n s  in  the growth p ro cess .  IDA was an a t tem pt 

to  i n s t i l l  t h i s  idea  in to  a l l  the developing c o u n t r ie s .

This w i l l  not be achieved by simply g e t t in g  the n a t io n s  of 

the West to g e th e r  to  give t h e i r  a id  through c o n s o r t i a .  Dag Hammar- 

sk jo ld  po in ted  t h i s  out in  a p re ss  conference a f t e r  h is  r e tu rn  from 

A fr ic a  in  1960.

I  w i l l  no t  in  th i s  con tex t r e p e a t  what i s  common know­
ledge. For those c o u n t r i e s ,  i t  is  i n f i n i t e l y  e a s ie r  to  r e ­
ce ive  f in a n c i a l  a s s i s ta n c e  and te c h n ic a l  a s s is ta n c e  by experts  
and so on through an i n t e r n a t i o n a l  body than  on a b i l a t e r a l  
b a s i s ,  and i t  i s  i n f i n i t e l y  e a s ie r  fo r  them to  rece iv e  i t  
through an in t e r n a t i o n a l  body of which they a re  themselves 
members than through any o the r  in t e r n a t i o n a l  body of which 
they a re  no t members. That i s  to  s a y , in t e r n a t i o n a l i z a t i o n  
of a id  i s  no t achieved by sw itch ing  from the system of one 
country  g iv ing  ano ther  country  a id  to  a system where one group 
of c o u n t r ie s  gives a country  a id .  The b i l a t e r a l  c h a ra c te r  is  
then m a in ta ined . I t  is  not u n t i l  and u n le ss  the rece iv in g  
country  f e e l s  th a t  t h i s  is  an a c t  of s o l i d a r i t y  w ith in  an o r ­
g a n iz a t io n  where they have equal r i g h t s  w i th  the donors th a t  
you r e a l l y  reach  the optimum p o in t  no t only psycho log ica lly  
bu t p o l i t i c a l l y  and eco nom ica lly .!

Hammarskjold's argument i s  r e in fo rc e d  by Barbara Ward. She 

p o in ts  out th a t  the framework in  which aid  i s  given i s  almost as

!prom remarks made by the l a t e  S ec re ta ry  General of the United 
Nations as quoted in  Benjamin H igg ins ,  United Nations and U. S. Foreign 
Economic P o l i c y , p . 179.
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im p o rta n t an th e  a i d  i t s e l f .

On th e  s id e  o f  th e  d e v e lo p in g  n a t i o n s ,  f r i c t i o n  and 
re se n tm e n t s p r in g  in e v i ta b ly  from  th e  f a c t  t h a t  w h ile  p o l i t i ­
c a l  independence  i s  now (sa v e  in  p a r t s  o f  A f r ic a )  a  f a c t ,  
economic independence  i s  n o t .  The "S o u th e rn "  a re a s  o f  o u r 
p la n e t  have n o t  y e t  th e  c a p i t a l  o r  th e  s k i l l s  n ee d ed  f o r  th e  
f o re e d -d ra u g h t  developm ent t h a t  i s  demanded by  t h e i r  r e l a t i v e  
backw ardness an d  grow th  o f  p o p u la t io n . They m ust s t i l l  lo o k  to  
th e  N o r th , and  th e r e  i s  s t i l l  an e lem en t o f  dependence in h e re n t  
in  t h e i r  s i t u a t i o n .  I t  fo llo w s  t h a t  th e  fram e w i th in  w hich a s ­
s i s t a n c e  i s  g iv e n  i s  o f  immense p o l i t i c a l  Im p o rtan ce . I f  th e  
N s s te m  pow ers g iv e  a i d  f o r  p r a c t i c a l  pi’r p o s e s —t o  s to p  CoTimiu- 
n ism , t o  make c l i e n t s ,  o r  t o  b ack  n a t io n s  a g re e in g  w ith  t h e i r  
v iew s—th e n  th e  a s s i s t e d  c o u n tr ie s  f e e l  th e y  a r e  b e in g  u se d  as 
m eans, n o t  e n d s . T h is  i s ,  a f t e r  a l l ,  one d e f i n i t i o n  o f  sub ­
o r d in a t io n  o r  dependence. . . . The c o n te x t  o f  a id  g iv in g  i s  o f  
v i t a l  im p o rta n c e . I f  we s e e  th e  t r a n s f e r  o f  c a p i t a l  and  s k i l l s  
from  th e  d ev e lo p ed  N orth  t o  th e  u n d e rd e v e lo p e d  S o u th  as p a r t  o f  
a  j o i n t ,  w o rld -w id e  e f f o r t  t o  c r e a te  a  m od ern ized  w o rld  economy, 
th e  id e a  o f  in te rd e p e n d e n c e  i s  w r i t t e n  in  t o  w hat we do. B ut i f  
we aim  o n ly  a t  C old War m ^ e u v e r s ,  th e  s u b o rd in a t io n  o f  th e  de­
v e lo p in g  la n d s  t o  o u r W estern  p o l i c i e s  i s  in e s c a p a b le .^

S e n a te  P assage  o f  t h e  Monroney R e s o lu tio n

D e s p ite  th e  u rg in g s  o f  e c o n o m is ts , b u s in e ssm e n , and  i n t e r ­

n a t io n a l  c i v i l  s e r v a n t s ,  th e  E isenhow er A d m in is t r a t io n  was n o t a t  a l l  

e n th u s i a s t i c  ab o u t th e  id e a  o f  ru s h in g  down t o  t h e  I n t e r n a t io n a l  Bank 

and  h an d in g  o v e r  t h e  f o re ig n  a id  fu n d s . D eputy U nder S e c re ta ry  o f  

S t a te  D i l lo n ,  in  h i s  te s tim o n y  b e fo re  M onroney 's su b co m m ittee , a rg u e d  

t h a t  th e  S t a te  D epartm ent had  "found  g e n e r a l ly ,  T-rith th e  e x c e p tio n  o f  

th e  M iddle E a s t  w here te n s io n s  a r e  v e ry  h ig h ,  t h a t  th e  c o u n tr ie s  con­

c e rn e d  in d ic a te  a t  l e a s t  to  us t h a t  th e y  w ould j u s t  a s  so o n , i f  n o t ' 

p r e f e r ,  d e a l  w ith  us d i r e c t l y  r a t h e r  th a n  w ith  a  m u l t i l a t e r a l  i n s t i t u ­

t i o n .  And S e n a to r  C apehart was n o t to o  im p re sse d  w ith  th e  argum ents

^ B a rb a ra  W ard, " im a g in a tio n  in  D evelopm en t,"  R e s t le s s  N a t io n s ^
pp. 182- 1 8 3 .

^ S e n a te  Subcom m ittee on B anking and  C u rren c y , H earings on 
S . R es. 26 4 , 1 9 5 8 , pp . 170 - 1 7 1 .
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in  favor o f  m u l t i l a t e r a l  a id ,  e i t h e r .  He sa id  t h a t  the "only th in g  I  

have heard about so f a r  from you, Mr. Chairman, in  favor of i t  i s  th a t  

people would l ik e  us b e t t e r  i f  we loaned our money in  con junction  w ith  

some o the r  coun try  r a th e r  than loaning i t  to  them d i r e c t l y ,  which to 

me i s  a s i l l y  argument. I  do no t th in k  th e re  i s  any t r u t h  to  th a t  

s ta tem en t a t  a l l .

D espite  the  cb jec tic r .c  of Senators  Capehsrt and B r lc k e r ,  the 

Senate Committee on Banking and Currency accepted  the arguments in 

favor of m u l t i l a t e r a l  a id .  In  the r e p o r t  on Senate R eso lu tion  264, 

the Committee gave th re e  reasons fo r  p u t t in g  a id  on a m u l t i l a t e r a l  

b a s i s .

F i r s t ,  because the  advantages of development accrue to  a l l  members 
of the i n t e r n a t i o n a l  p o l i t i c a l  community, i t  seems only f a i r  to  
share  the c o s ts  of the development program among a l l  who can p a r t i ­
c i p a t e .  Second, a lending i n s t i t u t i o n  in c lu d in g  bo th  deb to rs  and 
c r e d i to r s  g ives a g r e a te r  measure of a ssu rance  th a t  the loans w i l l  
be r e p a id .  T h ird ,  governments may sometimes p r e f e r  in t e r n a t i o n a l  
loans because they remove any p o s s ib le  im p l ic a t io n  of p o l i t i c a l  
in t e r f e r e n c e  in  i n t e r n a l  a f f a i r s . ^

Senators  B ricke r  and Capehart did no t concur in  th i s  r e p o r t .

They condemned the  "use of a Senate r e s o lu t io n  to  usurp the usual d ip l o ­

m atic  procedure employed in  n e g o t ia t in g  the form ation  of a new i n t e r ­

n a t io n a l  i n s t i t u t i o n . "3 Furtherm ore , they argued th a t  "The r e s o lu t io n  

does no t  urge any course  of a c t io n  th a t  the  S ta te  Department could not 

i n i t i a t e  i t s e l f  through o rd inary  c h a n n e l s . T h u s ,  the only p o ss ib le

^ Ib id . , p .  173.

^U. S . ,  Congress, Senate ,  Committee on Banking and Currency, 
Report on the I n t e r n a t io n a l  Development A s s o c ia t io n . 85th  Cong.,
2d S e s s . ,  1958, p . 6.

^ I b i d . ,  p .  7.

^Ibid .
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e x p la n a tio n  was t h a t  " th e  p u rp o se  i s  to  fo rc e  th e  a d m in is t r a t io n  to  

ad o p t a  p o l ic y  t h a t  i t  has n o t  deemed, w ise  h e r e to f o r e ." ^  And th e  

S e n a to rs  w ere in  h e a r ty  agreem ent w ith  t h e  S ta te  D epartm ent ' s l a c k  o f  

a c t io n  in  t h i s  s p h e re ,  b e c au se  th e y  w ere co n v in ced  t h a t  " th e r e  i s  no 

n eed  f o r  th e  p ro p o se d  IDA,

In  a d d i t io n  t o  a  m a jo r i ty  o f  t h e  S e n a te  Committee on Banking 

and  C o ireuc^ ', th e  S e n a to r  from  Oklalioma was f i n a l l y  a b le  to  ccnv inoo  

th e  E isenhow er A d m in is t ra t io n  to  s u p p o r t  h i s  r e s o lu t io n .  T here  were 

s e v e r a l  changes i n  th e  r e s o l u t i o n ,  a t  th e  r e q u e s t  o f  th e  S ta te  and  

T re asu ry  D e p a rtm en ts , b u t  on May 2 0 , 195^ th e  o f f i c i a l  p o s i t i o n  o f  th e  

A d m in is tra t io n  became one fa v o r in g  e n a c tm e n t.

The r e v i s e d  r e s o l u t i o n  re a d s  as  fo llo w s :

R e so lv e d , T ha t r e c o g n iz in g  th e  d e s i r a b i l i t y  o f  p rom o ting  a  
g r e a t e r  d e g re e  o f  i n t e r n a t io n a l  developm ent by means o f  m u l t i ­
l a t e r a l  lo a n s  b a s e d  on sound  econom ic p r i n c i p l e s ,  i t  i s  th e  se n se  
o f  th e  S e n a te  t h a t  prom pt s tu d y  s h o u ld  be g iv en  by  th e  N a t io n a l  
A d v iso ry  C o u n c il on I n t e r n a t io n a l  M onetary  and F in a n c ia l  Problem s 
w ith  r e s p e c t  t o  th e  e s ta b l is h e m e n t  o f  an I n te r n a t io n a l  D evelopm ent 
A s s o c ia t io n ,  a s  an  a f f i l i a t e  o f  th e  I n te r n a t io n a l  Bank f o r  Recon­
s t r u c t i o n  an d  D evelopm ent.

In  o r d e r  to  a c h ie v e  g r e a t e r  i n t e r n a t io n a l  t r a d e ,  deve lopm en t, 
and econom ic w e l l - b e in g ,  su ch  s tu d y  sh o u ld  in c lu d e  c o n s id e r a t io n  o f  
th e  fo llo w in g  o b je c t iv e s :

(1 ) P ro v id in g  a  so u rc e  o f  lo n g -te rm  lo a n s  a v a i l a b l e  a t  a  
r e a s o n a b le  r a t e  o f  i n t e r e s t  and  re p a y a b le  in  l o c a l  c u r r e n c ie s  (o r  
p a r t l y  in  l o c a l  c u r r e n c ie s )  t o  supp lem en t I n te r n a t io n a l  Bank 
le n d in g  a c t i v i t i e s  and  th e re b y  p e rm it  th e  prom pt c o m p le tio n  o f  
w o rth w h ile  developm ent p r o j e c t s  w hich  c o u ld  n o t o th e rw is e  go fo rw ard .

(2 ) F a c i l i t a t i n g ,  i n  c o n n e c tio n  w ith  such  lo a n s ,  th e  u se  
o f  l o c a l  and  o th e r  f o re ig n  c u r r e n c ie s ,  in c lu d in g  th o s e  a v a i l a b l e  t o  
th e  U n ite d  S ta te s  th ro u g h  th e  s a l e  o f  a g r i c u l t u r a l  s u rp lu s e s  and  
th ro u g h  o th e r  p rogram s.

(3 ) I n s u r in g  t h a t  fu n d s f o r  i n t e r n a t io n a l  econom ic d e v e lo p ­
ment can  be  made a v a i l a b le  by  a  p ro c e s s  w hich w ould enco u rag e  m u l t i ­
l a t e r a l  c o n t r ib u t io n s  f o r  t h i s  p u r p o s e . 3

What b ro u g h t abou t th e  change o f  p o l ic y  on th e  p a r t  o f  th e

^Ibid. ^ I b id . , p. 9, , p. 11.
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A dm in is tra tion?  One o f f i c i a l  in  the Treasury Department has a t t r i ­

buted the change in  p o l ic y  to  a l l  the fav o rab le  p u b l i c i t y  Senator 

Monroney got fo r  h is  r e s o lu t i o n .  "The Treasury  would have held  back 

on IDA u n t i l  today un le ss  Monroney had g o tten  a l l  the p u b l i c i t y ,  the 

Senate R eso lu t io n ,  e t c . Monroney a t t r i b u t e s  the change, in  la rge  

p a r t ,  to  the p u b l i c i t y  and favo rab le  e d i t o r i a l  su p p o r t .  However, he 

p o in ts  out the r o le  of Eugene Black in  g e t t in g  the  R eso lu t io n  endorsed.

"Black gave a d inner fo r  a bunch of Republicans and to ld  them i t  was

a l r i g h t  and they decided to  support i t .

The p re s su re  fo r  SUNFED was im portan t ,  a l s o .  As Paul Hoffman

had po in ted  out "You c a n ' t  f i g h t  something w ith  n o th in g ."  IDA appeared 

as a good, cheap a l t e r n a t i v e  to  the c o n t r ib u t io n  the  United S ta te s  

would have had to  make to  SUNFED. A ll  these  reasons and more con­

t r ib u te d  to  changing the A d m in is t ra t io n 's  view of the m a t te r .  On 

Ju ly  23, 1958, w ith  A dm in is tra t ion  su p p o r t ,  the R eso lu t io n  s a i le d  

through the Senate by a vote  of 62-25. And, th u s ,  the  I n te r n a t io n a l  

Development A sso c ia tio n  was on i t s  way.

1In te rv iew  w ith  an o f f i c i a l  of the U. S. Treasury  Department, 
January 17, 1963.

2
In te rv iew  w ith  U. S. Senator A. S. Mike Monroney, January 25,

1963.



CHAPTER VII 

THE INTERNATIONAL DEVELOPMENT ASSOCIATION

The United S ta te s  Government Launches the 
In te r n a t io n a l  Development A sso c ia t io n

The Monroney R eso lu t io n ,  as  i t  had been passed by the Senate , 

reques ted  the N ationa l Advisory Council on I n te r n a t io n a l  Monetary and 

F in a n c ia l  Problems to  study  the  p o s s i b i l i t y  o f  e s t a b l i s h in g  an I n t e r ­

n a t io n a l  Development A sso c ia t io n .  The Council was e s ta b l i s h e d  by the 

B re t to n  Woods Agreement l e g i s l a t i o n  and c o n s is te d  of the S ec re ta ry  of 

the T reasury , the  S ec re ta ry  of S ta t e ,  the  S ec re ta ry  of Commerce, the 

Chairman of the  Board of Governors of the  F ed e ra l  Reserve System, 

and the P re s id e n t  of the Export-Im port Bank. When o the r  agenc ies  a re  

v i t a l l y  concerned w ith  the s u b je c t  m a tte r  under d iscu ss io n  they a re  

in v i te d  to  the  m eetings. At times the Mutual S ecu ri ty  A d m in is tra t io n ,  

the Agency fo r  I n te r n a t io n a l  Development and the o the r  a id  agencies  

have been re g u la r  members.

Before th i s  Council made any r e p o r t s  and p r io r  to  the meeting 

of the Board of Governors of the I n t e r n a t io n a l  Bank in  September, 1958, 

S ec re ta ry  of the Treasury Anderson wrote P re s id e n t  Eisenhower and 

proposed th a t  in form al d isc u ss io n s  be undertaken during the se  meetings 

concerning the  e s tab l ishm en t of an I n t e r n a t io n a l  Development
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A sso c ia t io n .  The P re s id e n t  agreed to  t h i s  p ro p o sa l .  T h e re a f te r ,  

S ec re ta ry  Anderson and h is  p a r ty  went on a t r i p  around the  w orld --on  

the  way to  and from the  New Delhi m eetings of the  Board of Governors. 

They ta lked  to  the  Chancellor o f  the  Exchequer in  the United Kingdom 

and the  F inance M in is te rs  of Germany, I t a l y  and Japan. "Only Japan 

was e n t h u s i a s t i c .  Germany and the U nited Kingdom d e f i n i t e l y  d id  not

o p e ra t io n .  They agreed to  support IDA in  exchange fo r  some th in g s  

they wanted. The United Kingdom and Germany s t i l l  d o n ' t  l i k e  i t  very 

much. We ta lk e d  about us ing  lo c a l  c u r re n c ie s  to  the Finance M in i s t e r s - -  

using B r a z i l i a n  lumber to  b u i ld  a p r o je c t  in  Greece because we have lo t s  

of B ra z i l i a n  c r u z e i r o s .  A ll  the underdeveloped c o u n t r ie s  a c t i v e l y  sup­

ported  the id e a  fo r  IDA.

S e c re ta ry  Anderson dwelt on IDA a t  some len g th  in  h i s  opening

s ta tem ent to  th e  Board of Governors.

We a re  now s tudy ing  t h i s  p roposa l  in  my own Government. I  have no 
b lu e p r in t  to  o f f e r  a t  th i s  time fo r  such an A sso c ia t io n .  E ssen­
t i a l l y ,  however, i t  would be an a f f i l i a t e  of the I n t e r n a t io n a l  Bank 
which would make long-term  loans fo r  economic development repayab le  
in  whole or in  p a r t  in  the  currency  of the  borrowing coun try .  As 
I  have s a id ,  the  United S ta te s  Government i s  making i t s  own s tu d ie s  
of the f e a s i b i l i t y  and d e s i r a b i l i t y  of e s t a b l i s h in g  an IDA. We 
hope th a t  o th e r  c o u n t r ie s  w i l l  a t  the  same time be g iv ing  thought 
to  the  m a t te r j  and we s h a l l  look forward to  having in form al con­
v e r s a t io n s  w ith  you. I f  these  in fo rm a l s tu d ie s  and co n v ersa t io n s  
lead to  encouraging co n c lu s io n s ,  i t  would be a p p ro p r ia te  to  under­
take more form al s tudy and n e g o t i a t i o n ,  looking  to  the  e s t a b l i s h ­
ment of such an A sso c ia t io n .

I t  i s  i n t e r e s t i n g  to  note  th a t  Anderson emphasized th a t  repayment would

be made in  lo c a l  c u r re n c ie s  r a th e r  than  t h a t  loans would be made in

^ In te rv iew  w ith  an o f f i c i a l  of the  U. S. Treasury  Department, 
March 12, 1963.

^IBRD Board of Governors P ress  R elease  No. 4 , October 6, 1958,
p. 3.
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lo c a l  c u r r e n c i e s - - a s  Monroney had planned.

The S e c re ta ry  of the Treasury serves  as Chairman of the N at iona l  

Advisory Council on I n t e r n a t i o n a l  Monetary and F in a n c ia l  Problems.

Thus : Anderson must be given a g r e a t  d e a l  of c r e d i t  fo r  pushing the 

proposa l  f o r  IDA through the Counci l .  The Council s tud ied  the Mon­

roney Reso lu t ion  from J u l y ,  1958 to  January,  1959, when i t  submit ted" 

an incerim r e p o r t  to the Chairman of the Senate Foreign  R e la t ions  

Committee. This r e p o r t  merely ind i c a te d  t h a t  d i s c u s s io n s  had been held 

w i th  fo re ig n  governments and t h a t  s tudy was c on t inu ing .

On August 19, 1959, the Council  submitted the r e p o r t  reques ted  

by Senate Reso lu t ion  2 6 4 .  ̂ The language of  t h i s  r e p o r t  i s  in  marked 

c o n t r a s t  to  the test imony of A dm in is t ra t ion  w i tne sse s  on the Monroney 

Reso lu t ion .  The r e p o r t  d e p i c t s  the Council ,  i f  no t  bubbling  w i th  en­

thus iasm, a t  l e a s t  r e c o n c i l e d  to  the idea  of an I n t e r n a t i o n a l  Develop­

ment A sso c ia t io n .  I t  s t a t e s  t h a t  "On the b a s i s  of i t s  s tu d ie s  thus 

f a r  . . . the Council  i s  convinced t h a t  the I n t e r n a t i o n a l  Development 

A ssoc ia t ion  would form a va luab le  ad junc t  to  the I n t e r n a t i o n a l  Bank, 

and would e f f e c t i v e l y  extend the f i e l d  of ope ra t ions  of the l a t t e r .

The reasons  given  fo r  suppor t  of IDA fo llow those adduced by 

Senator  Monroney. F i r s t ,  the A ssoc ia t ion  would al low the World Bank 

to  loan to  c o u n t r i e s  which could no t  assume the f u l l  fo re ig n  exchange 

o b l i g a t i o n  of  a conven t iona l  loan .  Secondly,  i t  would al low co u n t r i e s  

to  f inance  p r o j e c t s  w i thou t  prov id ing  a l l  the l o c a l  currency themselves.  

T h i rd ly ,  i t  would provide  a m u l t i l a t e r a l  agency w i th  g rea t  f l e x i b i l i t y

^Nat ional  Advisory Council  on I n t e r n a t i o n a l  Monetary and F i ­
n a n c ia l  Problems, Report  on the Proposed I n t e r n a t i o n a l  Development As­
s o c i a t i o n  (Washington; U. S. Government P r i n t i n g  O f f ice ,  1959).

Zj b i d . .  p.  3.
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in  lending  o p e ra t io n s .^

The r e p o r t  i n d i c a t e s  t h a t  the re  was r e lu c t a n c e  on the p a r t

of  some co u n t r i e s  to  accep t  the World Bank shares  as ap p ro p r ia te  for

IDA. One p roposa l ,  to  overcome t h i s  o b j e c t i o n ,  would have those

co u n t r i e s  whose re c e n t  growth warranted i t  purchase debentures  i s -
2

sued by IDA in  a d d i t io n  to  t h e i r  p ro ra ted  sha re .

The underdeveloped co u n t r i e s  hod in d i c a t e d ,  during the course 

of the 1958 c onve r sa t ions ,  a d e s i r e  fo r  more c o o rd in a t io n  of lending 

a c t i v i t i e s .  The hope was held out t h a t  the A sso c ia t io n  might provide

th i s  c o o r d in a t io n . 3

The N ational  Advisory Council concluded i t s  r e p o r t  by saying 

t h a t  i t  considered the I n t e r n a t i o n a l  Development A ssoc ia t ion  as both 

f e a s i b l e  and d e s i r a b l e  and th a t  i t  would be in  the  b e s t  i n t e r e s t  of 

the United S ta t e s  and the f ree  world to  proceed wi th  e f f o r t s  to e s t a b ­

l i s h  such an o rg a n iz a t io n .^

The Council  decided th a t  the b e s t  approach to e s t a b l i s h  IDA 

would be to  have the Executive D i rec to r s  of the Bank draw up a d r a f t  

of  the a r t i c l e s  of agreement for  submission to  member governments. 

Consequently,  Sec re ta ry  Anderson proposed such a s tep  to  Mr. Eugene
%

Black in a l e t t e r  dated Ju ly  31, 1959. This l e t t e r  i s  appended to the 

r e p o r t  of  the N at iona l  Advisory Council .  In i t .  S ec re ta ry  Anderson 

s t a t e d  t h a t  he was convinced t h a t  a s u f f i c i e n t l y  broad base of support  

e x i s t ed  for  the IDA among member governments so t h a t  a c a r e fu l ly  

worked out plan would meet with  widespread accep tance .  P re s iden t  Black

l l b i d . , p. 8. 2 l b i d .

^ I b i d . , pp. 8 -9 .  ' Î b i d .
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forwarded the S e c r e t a r y ' s  l e t t e r  to a l l  the member governments of  the 

Bank, In h i s  forwarding l e t t e r  Mr. Black s t a t e d ,  " I  am f u l l y  in 

accord w i th  the sugges t ion  of  the Governor fo r  the un ited  S ta t e s  th a t  

our meeting in  September should be the occasion fo r  tak ing  a c t i o n  

looking toward i t s  c o n s id e ra t io n  and,  as I  would hope,  toward the 

e s tab l i shm en t  of an I n t e r n a t i o n a l  Development A s s o c i a t i o n . " ^

Along with  the l e t t e r ^  S ec re ta ry  Anderson s e n t  some gu ide l ine s  

fo r  use by the I n t e r n a t i o n a l  Bank's Executive D i rec to rs  in  drawing up 

a r t i c l e s  of agreement for  the I n t e r n a t i o n a l  Development A sso c ia t io n .  

These g u id e l in es  conta ined the fol lowing p ro v i s io n s :  (1) The purpose

of IDA would be to  promote economic development of less -developed  mem­

bers  whose needs could not be met by the I n t e r n a t i o n a l  Bank. To th i s  

end, IDA should f inance  sound p r o j e c t s  of high p r i o r i t y .  (2) Member­

ship in IDA should be a v a i l a b l e  to  any member of the Bank. IDA should 

be a s e p a ra t e  f i n a n c i a l  e n t i t y ,  bu t  should be manned by the s t a f f  of 

the I n t e r n a t i o n a l  Bank. (3) Voting should be on a weighted b a s i s ,  a c ­

cording  to  c a p i t a l  subsc r ibed .  (4) IDA should have an au tho r ized  c a p i ­

t a l  of $1 b i l l i o n .  Members would pay h a l f  of t h e i r  s u b s c r i p t i o n  im­

media te ly  and the r e s t  over a 5 yea r  pe r iod .  (5) The United S ta t e s  

would c o n t r i b u t e  about $320 m i l l i o n .  (6) IDA's r e sou rces  should be 

recons ide red  every 5 y e a r s .  (7) Members would make t h e i r  s u b s c r ip t i o n  

p a r t l y  in gold or co n v e r t ib le  currency and p a r t l y  in t h e i r  own n a t i o n a l  

c u r r e n c i e s .  (8) Twenty per cent  of each c o u n t ry ' s  quota would be f r e e l y  

d is posab le  by IDA. IDA would have a u t h o r i t y  to suspend the o b l ig a t io n  

of the le ss  developed co u n t r i e s  to pay in c o n v e r t ib le  cur rency .  (9) IDA

Î b i d . , p.  11.
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would have a u t h o r i ty  to  borrow from member governments and o the r  

sources .  (10) Arrangements should be made fo r  IDA to  re c e iv e  the 

cu r ren c i e s  of one member from ano ther  member.^ The s t a f f  of the 

I n t e r n a t i o n a l  Bank had worked w i th  o f f i c i a l s  of the Treasury D epar t ­

ment in  drawing up these  g u id e l in e s .

The Board of Governors'  Debate on the I n t e r n a t i o n a l  
Development A ssoc ia t ion

The Views of the Developed Countries

P re s id e n t  Eisenhower, in  welcoming the Board of Governors 

of the I n t e r n a t i o n a l  Bank to  Washington in  1959, s t a t e d  the United 

S t a t e s '  view t h a t  the new Development A ssoc ia t ion  must be c l o s e l y  

i n t e g ra t e d  w i th  the Bank. "Thus, t h e r e  w i l l  be assured  the wise 

expendi tu re  of i t s  funds and the  e f f e c t i v e  c o o rd ina t ion  of  i t s  a c t i ­

v i t i e s  w i th  o the r  i n s t i t u t i o n s .  In our view, no o the r  mechanism can

perform t h i s  t a s k  for  the f r e e  world as w e l l  as  would the proposed 
2

IDA." Treasury Sec re ta ry  Anderson, fo l lowing  P re s iden t  Eisenhower, 

made a very s t rong  case for  e s t a b l i s h i n g  IDA.

The Governor from the N e the r lands ,  Mr. J .  Z i j l s t r a ,  posed 

s e v e ra l  i n t e r e s t i n g  problems fo r  the Governors.  He s t a t e d  the 

N ether lands '  view t h a t ,  a l though ,  they had accep ted the d e c i s io n  to 

double t h e i r  i n i t i a l  s u b s c r i p t i o n  in  the c a p i t a l  of  the B ank - - th i s  

did not  mean t h a t  they accepted t h i s  formula for  appo r t ion ing  shares  

in  the f u tu r e .  Shares in  IDA should be based on the members' capac i ty

^I b i d . ,  p p . 5-6.

^Summary Proceedings of  the 1959 Meeting of  the Board of  Gover­
nors of  the I n t e r n a t i o n a l  Bank fo r  Recons t ruc t ion  and Development, 
(Washington: IBRD, 1959), p. 2.
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to  c o n t r i b u t e .  He proposed a c h a r t e r  a l low ing  non-members of  the Bank 

to  be a s s o c i a t e d  w i th  IDA. The ques t ion  of  v o t in g  r i g h t s  should be 

open to  d i s c u s s io n .  The forms of f i n a n c i a l  a s s i s t a n c e  to  be made 

a v a i l a b l e  by IDA should no t  be sp e c i f i e d  in  advance- -g ran ts  should 

not  be excluded in  the c h a r t e r .  The l in k  w i th  the I n t e r n a t i o n a l  Bank 

should not  be so c lo se  as to preclude c lo se  coopera t ion  between IDA 

and the Spec ia l  Fund and o ther  United Nations a c t i v i t i e s .  He a t tach e d  

g r e a t  importance to  the observance of c e r t a i n  r u l e s  w i th  r e s p e c t  to  f a i r  

behav ior in  d e b t o r - c r e d i t o r  r e l a t i o n s h i p s  and w i th  r e s p e c t  to  f o r e ig n  

i n t e r e s t s .  Without assurance  th a t  IDA would ope ra te  on the b a s i s  of 

such sound p r i n c i p l e s ,  the Netherlands would no t  be prepared to  p a r t i c i ­

pate . ^

Ludwig Erhard ,  the Governor of  the Bank from Germany, expressed

approval  of  the p lan  to al low IDA to  provide funds on f l e x i b l e  terms.

However, he warned th a t

The very  al lowance fo r  such f l e x i b i l i t y  would,  however, commit the 
I n t e r n a t i o n a l  Development A ssoc ia t ion  and the r e c i p i e n t  c o u n t r i e s  
to observe a p a r t i c u l a r l y  high degree of d i s c i p l i n e  in  t h e i r  econ­
omic and monetary p o l i c i e s .  Only such d i s c i p l i n e  w i l l  avoid the 
danger t h a t  u n r e a l i s t i c  a s p i r a t i o n s  which w i l l  l a t e r  be found to 
have been harmful  a re  a s s i s t e d  by the new c r e d i t  f a c i l i t i e s .

The theme of t h i s  speech of Erha rd ' s  would be r e p e a te d ,  by him, a t  every

meeting of the Board of Governors fo l lowing the e s tab l i shm en t  of  IDA.

The Governor from the United Kingdom a t tached  "g rea t  importance 

to the p rov iso  t h a t  the s u b sc r ip t io n  of  i n d u s t r i a l i z e d  c o u n t r i e s  should

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

2
IBRD Board of Governors P ress Release No. 44, September 30,

1959, p. 2.
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be c o n v e r t ib l e ,  u n t i e d ,  and a d d i t i o n a l  to  the e x i s t i n g  l e v e l  of a i d .

He echoed the argument made by the Governor from Germany t h a t ,  al though 

IDA funds should be made a v a i l a b l e  on less  s t r i n g e n t  terms than i s  pos­

s i b l e  w i th  the I n t e r n a t i o n a l  Bank, n e v e r t h e l e s s ,  the b a s i s  of sound

in t e r n a t i o n a l  lending should not  be undermined. "We do no t  ou rse lves
2

much l ik e  the idea of concess ionary  r a t e s  of i n t e r e s t . "

The Governor from Canada. Mr. Donald Fleming,  warned t h a t ,  a l ­

though there  was need fo r  funds on le ss  onerous terms than those of 

Athe Bank, the re  was a l s o  need to  main ta in  lending s t a n d a rd s .  "In our 

opin ion,  the d i s t i n c t i o n  between g ran ts  and loans should no t  be b lu r r e d ,  

and prov is ions  r ega rd ing  repayment,  while p roper ly  l e ss  onerous than 

those which are  a v a i l a b l e  in commercial loans or through the I n t e r ­

n a t i o n a l  Bank, n e v e r th e le s s  should no t  be such as to  s t o r e  up t roub le  

fo r  the f u t u r e . " ^

The Governor from South A fr ica  expressed the view th a t  debtor  

co u n t r i e s  should be assessed  fo r  c o n t r i b u t i o n s  to IDA on the b a s i s  of 

per  c a p i t a  gross  n a t i o n a l  product  r a t h e r  than on the b a s i s  of the I n t e r ­

n a t io n a l  Bank's  s u b s c r ip t i o n  formula.  South A f r i c a  i n j e c t e d  a note of 

cau t ion  in to  the d i s c u s s io n  of IDA.

At the p re s e n t  time the demand fo r  c a p i t a l  f a r  exceeds the supply. 
The es tab l i shm en t  of the IDA w i l l  not  c r e a t e  new c a p i t a l .  At most 
i t  w i l l  mean the r e d i s t r i b u t i o n ,  w i th in  l i m i t s ,  of the a v a i l a b l e  
c a p i t a l .  Such d iv e r s io n  can and w i l l  make an important  c o n t r i b u ­
t io n  to  the  economic advancement of  the l e ss  developed coun t r ie s  
bu t  we must face  the  f a c t  t h a t  t h e r e . w i l l  s t i l l  not  be enough

^IBRD Board of Governors P res s  Release No. 60, September 30,
1959, p.  3.

^ I b i d .

^IBRD Board of Governors P ress  Release No. 68, September 30,
1959, p. 2.
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c a p i t a l  to  s a t i s f y  a l l  the wants of  a l l  these  c o u n t r i e s .  . . .
I f  we were to  th in k  th a t  the IDA w i l l  provide the answer 

to  a l l  c a p i t a l  p rayers  of the l e ss  developed c o u n t r i e s ,  t h a t  i t  
w i l l  be the panacea fo r  a l l  economic i l l s  and th a t  i t  w i l l  so lve 
a l l  f i n a n c i a l  problems, we are  bound to be d i s ap p o in ted .^

The Governor from Sweden i n t e r j e c t e d  SÜNFED in to  the deba te .

We hold the view th a t  th e re  would have been cons ide rab le  m er i t s  
in  a s o lu t i o n  pe rm i t t in g  a l s o  o ther  member coun t r i e s  of  the 
United Nat ions,  bes ides  those rep re sen ted  he re ,  to  a s s i s t  in the 
ta s k  of c r e a t i n g  a new f i n a n c i a l  i n s t i t u t i o n  of t h i s  k ind;  As 
you know, p r o j e c t s  of  a n a tu re  s im i l a r  to IDA, among them the 
Spec ia l  United Nations Fund fo r  Economic Development, have been 
cons idered by the UN for  s e v e ra l  y e a r s ,  and the ma t te r  w i l l  come 
up aga in  befo re  t h i s  y e a r ' s  s e s s ion  of the General  Assembly. I 
w i l l  make i t  c l e a r ,  however, t h a t  w e--s ince  so many of the p ro s ­
pe c t iv e  r e c i p i e n t  c o u n t r i e s  in the course of  t h i s  meeting have 
spoken in  favor of  the IDA--shal l  not  o b je c t  to  the proposed man­
da te  to  the Bank D i r e c t o r s .  . . .  An a t tempt  should be made to  
coo rd ina te  the work being  done in t h i s  f i e l d  here and in  New York.

In Chapter  XI, we s h a l l  see how Sweden's view has changed.

The Views of  the Underdeveloped Countries

The Governor from Viet  Nam proposed t h a t

In s tead  of a s in g le  m u l t i l a t e r a l  loan fund,  s ev e ra l  such develop­
ment funds might be c rea ted  w i th in  the framework of ,  or c lo se ly  
t i e d  to ,  the I n t e r n a t i o n a l  Development A ssoc ia t ion ,  with  each loan 
fund adapted to  cond i t ions  and needs of  a p a r t i c u l a r  reg ion .  More­
over ,  i t  could r e p re s e n t  a v i t a l  s tep  forward,  so f a r  as  the coun­
t r i e s  of a s p e c i f i c  reg ion  are  concerned, toward g r e a t e r  r e g io n a l  
coopera t ion  in  coo rd ina t ing  or harmonizing product ion p la n s ,  t r ade  
and payments--much the same as the Marshall  Plan and subsequent 
i n s t i t u t i o n s  did in Europe.^

This p roposa l  was made r i g h t  a f t e r  the Inter -American Development Bank

had been proposed to meet the needs of C en t ra l  and South America and

the Arab and A fr ican  Development Banks had been proposed for  those a reas ,

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

^IBRD Board of Governors Press Release No. 59, September 30,
1959, p. 3.

^IBRD Board of Governors Press Release No. 42, September 30,
1959, p. 3.



119

Some of the Asian co u n t r i e s  f e l t  as though they were being neg lec ted  

and saw a p o s s i b i l i t y  of remedying t h i s  through IDA. Nothing came 

of t h i s  p ro p o s a l ,  however.

The Governor of the Bank from Libya,  Mr. A. N. A ne iz i ,  spoke 

q u i t e  f ran k ly  to  t h e  Governors.  He po in ted  out t h a t  i t  might be de ­

s i r a b l e  to  modify the p r a c t i c e s  of the I n t e r n a t i o n a l  Bank r a t h e r  than 

to  s e t  up an e n t i r e l y  new i n s t i t u t i o n .  He was concerned wi th  the un­

due p r o l i f e r a t i o n  of bodies w i th  more or l e s s  the same aims and ob­

j e c t i v e s .  He urged t h a t ,  i f  IDA be s e t  up, i t  f inance l o c a l  currency  

expendi tu res  so as to  avoid undue emphasis on the ba lance  of payments 

a spec t s  of  development programs. He a l s o  urged the Governors to  

modify the v o t in g  r i g h t s  of  members so as to  enable the underdeveloped 

c o u n t r i e s  to  have a more e f f e c t i v e  say in  the a f f a i r s  of IDA than in  

the a f f a i r s  of  the I n t e r n a t i o n a l  Bank. And he poin ted  out t h a t  the 

underdeveloped c o u n t r i e s  have to  incur  s u b s t a n t i a l  ou tl ays  for  e s s e n ­

t i a l  p r o j e c t s  whose b e n e f i t s  t ranscend the narrow f i n a n c i a l  and economic 

c r i t e r i a  of e i t h e r  the World Bank or the proposed IDA.^

The Governor from P ak is tan  warned t h a t  i t  would be u n r e a l i s t i c  

to  expect  the underdeveloped co u n t r i e s  to  put up money in  c o n v e r t ib le
O

c u r ren c i e s  except  in  token amounts.

The Governor from Ind ia  had s e v e r a l  po in t s  for  the Governors to

c ons ide r .  He poin ted  out th a t

A develop ing count ry f inds  i n e v i t a b l y  t h a t  a l l  i t s  investment needs 
cannot be encompassed w i th in  what has come to  be c a l l e d  a p r o j e c t s

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

2 IBRD Board ot Governors P ress  Release No. 47, September 30,
1959, p. 2.
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approach; i t s  needs have t o  be viewed in t h e i r  t o t a l i t y  in  terms of 
the e n t i r e  program which i t  i s  implementing. I  should sugges t ,  
t h e r e f o r e ,  t h a t  t h i s  wider approach should be s t r e s s e d  while  framing 
the p rov is ions  of the IDA, and in  t h i s  approach,  I  should add, an 
element of g ran ts  cannot be e n t i r e l y  ru led  ou t .

Secondly,  while  i t  i s  recognized t h a t  an i n t e r n a t i o n a l  i n ­
s t i t u t i o n  should be a coopera t ive  endeavor . . . t h e re  i s  no g e t t i n g  
away, on a plane of p r a c t i c a l  r e a l i t y ,  from the f a c t  t h a t  the less  
developed c o u n t r i e s  are not  in  a p o s i t i o n  to  assume any la rge  r e ­
s p o n s i b i l i t i e s  by way of s u b s c r i p t i o n  or repayment in  terms of 
c o n v e r t i b l e  cu r re n c i e s  or of  unrequ i ted  e x p o r t s . 1

The Ccverr.or frcm Ghana made an extremely s t r a ig h t fo rw a rd  a d ­

d ress  t o  the Governors.  He expressed  the view th a t  IDA's

working should be so ordered t h a t  loans can be made to  a l l  deserv ing  
underdeveloped c o u n t r i e s  on an e q u i t a b l e  b a s i s ,  no t  only for  
s p e c i f i c  p r o j e c t s ,  bu t  a l s o  fo r  g en e ra l  development. . . .

I  should l ik e  to  conclude my c o n t r i b u t i o n  to  t h i s  debate by 
s t a t i n g  what I  am sure i s  the voice  of the m i l l i o n s  in A f r ica  and 
the o the r  a reas  w i th  c ond i t ions  of l i f e  s im i l a r  to  ours in  A f r i c a ,  
and who l i k e  o u r s e lv es ,  a re  e i t h e r  only r e c e n t ly  f r e e  or on the 
verge of na t ionhood .  We have no t  had the chance to  improve our 
l o t  as  we would wish.  In the world of today where the "haves" 
tend to  have more and the "have-no ts "  t o  have l e s s ,  un less  we r e ­
ce ive  a id  from the older  and s t r o n g e r  n a t i o n s ,  some of whom u n t i l  
a while  ago were our r u l e r s  and ordered our l i v e s  fo r  us,  the 
fu tu r e  fo r  us can be bu t  b le a k  and d e s o l a t e .  May I  say t h a t  these  
o lde r  and more developed n a t i o n s ,  in  he lp ing  the younger and weaker 
ones,  w i l l  only be he lp ing  themselves .  For us in  Ghana, and I  
b e l i e v e  for  a l l  the o th e r s ,  to o ,  whatever help we are given ,  we 
should l ik e  to f e e l ,  i s  intended p r im a r i l y  to help  us stand on our 
f e e t  and to  make us s trong  economically .  Anything le ss  than t h i s  
may not  be welcome.^

Apparently  the Ghanaian Governor was c o r r e c t  in  h is  assessment t h a t  he

spoke fo r  o ther  underdeveloped c o u n t r i e s ,  because s e v e r a l  spokesmen for

o the r  co u n t r i e s  spoke approv ingly  of h i s  address .

Mr. David Horowitz,  the Governor from I s r a e l ,  in troduced the 

w r i t i n g s  of one of the founders of the Bank, John Maynard Keynes, in to

^IBRD Board of Governors P ress  Release No. 65, September 30,
1959, p.  4 .

^IBRD Board of Governors P ress  Release No. 71, September 30,
1959, p. 3.
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the d e b a te .

"Assuming no important  wars and no impor tant  inc reases  of popula­
t io n ,  the economic problem may be s o lv e d - -o r  a t  l e a s t  w i th in  s ig h t  
of s o l u t i o n - - w i th in  a hundred yea rs .  This means t h a t  the economic 
problem i s  n o t - - i f  we look in to  the f u t u r e - - t h e  permanent problem 
of the human r a c e ."

Keynes was v ind ica te d  by subsequent  events  in  i n d u s t r i a l ­
ized c o u n t r i e s .  What i s  needed now i s  a massive t r a n s f e r  of  c a p i ­
t a l  to  underdeveloped a r e a s ,  to  v in d i c a t e  h i s  p r e d i c t i o n  in  the 
underdeveloped a reas  of the world.

The underdeveloped co u n t r i e s  cannot get  the c a p i t a l  r e ­
qu ired ,  on the s c a le  which i s  im pera t ive ,  d i r e c t l y  on the c a p i t a l  
market.  They are unable to  compete w i th  the c r e d i t  capac i ty  of 
developed co u n t r i e s  on the f r e e  c a p i t a l  market .  . . .  No dogmatic 
adherence to  " n a tu r a l "  c a p i t a l  movements only should mislead the 
world in  i t s  e f f o r t s  to  r a i s e  the s tandards  of  l i v in g  and prevent  
grave and growing d i s c r e p a n c i e s . ^

Horowitz was t r y i n g  to  counter  the arguments p resen ted  by the West 

German and United Kingdom spokesmen in favor of n a t u r a l  c a p i t a l  move­

ments as a device to  a l l o c a t e  scarce  c a p i t a l .

D ra f t ing  the A r t i c l e s  of Agreement 

A f te r  the deba te ,  the Governors came to  unanimous agreement on 

the r e s o lu t io n  in troduced by the United S ta t e s  Government and, on 

October 1, 1959, i n s t r u c t e d  the Executive D i r e c t o r s ,  "having regard to  

the views expressed by the Governors and cons ide r ing  the broad p r i n c i ­

p le s  on which such an A ssocia t ion  should be e s t a b l i s h e d  and a l l  other  

a spec ts  of the m a t t e r ,  a re  reques ted to fo rmula te  a r t i c l e s  of agreement 

of such an A ssoc ia t ion  fo r  submission to  the member Governments of the

Bank.

When the Board of Governors i n s t r u c t e d  the Executive D i rec to rs

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

2Summary Proceedings of the 1959 Meeting . . . , p.  30.
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of the I n t e r n a t i o n a l  Bank to  draw up a r t i c l e s ,  they were g iv ing  them 

a la rge o rder .  The Governors of  the Bank are  u s u a l ly  the f inance  m in i ­

s t e r s  of each member count ry .  Each member has one Governor on the 

Board and they meet a nnua l ly ,  u s u a l ly  in  September. For the d a y - to -  

day opera t ions  of the Bank the re  a re  Executive D i r e c t o r s .  The b e s t  

analogy i s  t h a t  of  a c o rp o ra t io n .  The Governors a re  the s tockho lde rs  

and the Executive D i rec to r s  correspond to the board of d i r e c t o r s .  Each 

of  the f ive  major members of  the Bank, the United S t a t e s ,  United King­

dom, France ,  Germany, and Ind ia  appoin t  a D i r e c to r .  The o the r  member 

coun t r i e s  e l e c t  13 d i r e c t o r s  to  r e p r e s e n t  t h e i r  i n t e r e s t s  Both the 

Governors and the Executive D i re c to r s  have a weighted system of v o t i n g - -  

with  the number of vo tes  corresponding  to the number of shares  he ld  in  

the Bank.

A f te r  the meeting of the Governors in  September, 1959, the 

Executive D i re c to r s  began t h e i r  t a s k  of  drawing up IDA's A r t i c l e s  of  

Agreement. There ensued a process  of debate based on d r a f t  papers 

prepared by the s t a f f  of the I n t e r n a t i o n a l  Bank. The shape of IDA 

was ou t l ined  in  these  s t a f f  papers  and was worked out in  d e t a i l  in  

meetings of the Executive  D i r e c t o r s .

There w e r e n ' t  many c o n t ro v e r s i e s  dur ing  t h i s  process  of  e s t a b ­

l i s h i n g  IDA. The t iming i s  important  to  remember. I t  was only proposed 

a t  the September, 1959 meetings t h a t  A r t i c l e s  be prepared .  And by 

January ,  1960, the approved t e x t  of  the A r t i c l e s  was ready to go to  the 

Governors.  So, d i s c u s s io n  only took p lace  over a three-month pe r iod .

The Executive D i rec to rs  normally have monthly meetings ,  bu t  they had 

s p e c i a l  meetings to  cons ider  IDA. Everyone in terviewed  agreed th a t  

the re  were no tremendous b a t t l e s  over the A r t i c l e s  and the t iming sure ly
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seems to  co r robo ra te  t h i s .

The c h i e f  concern dur ing  the d r a f t i n g  was to  keep the A r t i ­

c l e s  f l e x i b l e .  Everyone wanted as l i t t l e  to  t i e  the A s s o c i a t i o n ' s  

hands as p o s s i b l e .  And they were very s u c c e s s fu l  in  t h i s .  As Gene 

Black has s a i d ,  "The r e s u l t  i s  t h a t  we can do what we want to .  The 

c h a r t e r  of IDA gives the management and s t a f f  the r i g h t  to  do almost  

a n y t h in g .

The a t t i t u d e  of the Bank's  s t a f f  toward IDA i s  d i f f i c u l t  to

d e f in e .  As mentioned in  Chapter I ,  Mr. Andrew Shonfie ld  s t a t e d  t h a t

Mr. Black s a i d ,  dur ing the e a r l y  d i s c u s s io n s  on IDA, " t h a t  he had

never l iked  the idea  of ' s o f t  l o a n s ' ,  but  i f  they had to come he was
2

going to  make c e r t a i n  t h a t  he was the man who handled them."

Mr. Michael Hoffman, of the Bank S t a f f ,  h o t ly  d ispu ted  t h i s

s ta t em en t .  Hoffman argued t h a t  the idea  fo r  IDA r e a l l y  o r i g i n a t e d

with  Eugene Black and Richard Demuth Black,  in  p a r t i c u l a r ,  i s  c r e d i t e d

with  in v e n t in g  IDA--with tak ing  the lo c a l  cur rency idea of  Monroney's

and changing i t  i n t o  a p lan fo r  good p r o j e c t  loans on e x t r a o r d in a r y
3

terms.  Hoffman i n s i s t e d  t h a t  Black was very  much behind IDA. And, 

as mentioned e a r l i e r .  Senator  Monroney gave Black a g r e a t  dea l  o f  the 

c r e d i t  fo r  g e t t i n g  the idea accepted .

However, the re  are people who d i s p u te  t h i s  view. Some members 

of the Bank s t a f f  have in d ica te d  t h a t  they thought Shonf ie ld  was probably 

r i g h t - - t h a t  Black d i d n ' t  want s o f t  lo a n s - -b u t  i f  anybody was going to

1In te rv iew ,  March 13, 1963.

^ Shonf ie ld ,  p. 156.

^ In te rv ie w ,  January 22,  1963.
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make them, he wanted to make sure t h a t  i t  was the Bank. This i s  not 

in c o n s i s t e n t  with  B lack ' s  own s ta t em en t s .  He p r e f e r r e d  g iv ing  o u t r i g h t  

g ran ts  to  the underdeveloped c o u n t r i e s .  He never l iked  the idea of 

s o f t  loans.  But ,  he did r e a l i z e  t h a t  i f  you had s o f t  loans being  d i s ­

pensed by ano ther  agency while  the Bank was handing out convent ional  

loans,  t h a t  everyone would go to  the o the r  agency.^ So, i t  may be 

th a t  Shonf ie ld  and Hoffman are  both  r i g h t .  Black recognized the need 

for  money in  a d d i t i o n  to  conven t iona l  loans ,  bu t  he opposed s o f t  lo a n s .  

HoTfever, he recognized  th a t  s o f t  loans were the only f e a s i b l e  way to

get  more money—gran ts  were unaccep table  to  both  the developing and

developed c o u n t r i e s - - a n d  he worked hard to  get  the s o f t  loan agency 

t i e d  in w i th  the Bank.

Black discussed  h i s  views on t h i s  m a t te r  a t  the 1959 meeting of  

the Board of  Governors.  This was be fo re  the vo te  to prepare A r t i c l e s  

of Agreement. "Should the underdeveloped c o u n t r i e s  simply want money 

and not  development c a p i t a l - - t h a t  i s ,  c a p i t a l  admin is te red  to achieve  

i t s  development purpose - - then  I sugges t  t h i s  would be the wrong p lace  

to  come. He might have been in ten d in g  h i s  remarks fo r  those  na t ions  

th a t  had been pushing for SUNFED.

At the 1960 meeting.  Vice P r e s id e n t  W. A. B. I l i f f  s t a t e d  t h a t

the s t a f f  r e a l i z e d  th a t  the Bank's a d m in i s t r a t i o n  of IDA would be

watched c a r e f u l l y .  "We have to demonstrate  t h a t  a bank can handle 

monies soundly and e f f e c t i v e l y  where an orthodox f i n a n c i a l  r e t u r n  i s  

not  a f i r s t  c o n s i d e r a t i o n . S o m e  of the poorer  co u n t r i e s  have not  y e t

^ In te rv iew,  March 13, 1963.
2

Summary Proceedings of the 1959 Meeting . . . , p. 11.
3

S,ummary Proceedings of the 1960 Meeting of the Board of
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been convinced t h a t  the s t a f f  has succeeded,  as w i l l  be di scussed  in 

Chapter XI.

Some of the underdeveloped co u n t r i e s  f e e l  t h a t  the Bank cap­

tured  IDA in  order  to  k i l l  i t  or d i l u t e  i t s  e f f e c t i v e n e s s .  There is  

a c u r r e n t  of h o s t i l i t y  toward the Bank in  some of these  c o u n t r i e s .

They see the r i c h  n a t io n s  as having given IDA to  the Bank in order to 

o f f s e t  SUNFED. And they d o n ' t  expect  the Bank to  be e n t h u s i a s t i c  in 

t r y i n g  to expand the Assoc ia t ion .  The au thor  did  not  f ind  any b a s i s  

for  t h i s  charge.

During the n e g o t i a t i o n s ,  the views of  the Bank s t a f f  p reva i led  

on most q u e s t io n s .  One of  the th ings  t h a t  did ge t  changed was the 

n a tu re  of the new fund of easy money. The Bank did  not  want a new i n ­

s t i t u t i o n  c r e a te d .  The United S ta te s  i n s i s t e d  on a new i n s t i t u t i o n .

The s t a f f  only wanted a fund th a t  could be adm in is te red  by the Bank and 

the re  was some reason  for  t h i s .  The s t a f f  was a f r a i d  t h a t  i f  the re  was 

a s e p a ra t e  i n s t i t u t i o n  i t  would ge t  confused w i th  the Bank in the eyes 

of the f i n a n c i a l  community. The Bank has a very good s tanding  with  the 

bankers of  the world.  I f  these bankers thought the Bank was p u t t in g  

out funds a t  no i n t e r e s t - - t h e y  might be r e l u c t a n t  to  buy any more Bank 

bonds.  The United S ta t e s  f e l t  t h a t  these  bankers  and investment d ea le r s  

were s o p h i s t i c a t e d  people and would be ab le  to  d i s t i n g u i s h  between the 

op e ra t io n s .  The Monroney Resolu t ion  had c a l l e d  fo r  a new i n s t i t u t i o n .  

There was a good b i t  of  popular  suppor t  for  a new i n s t i t u t i o n .  And so, 

on t h i s  p a r t i c u l a r  p o i n t ,  the s t a f f  was a p p a re n t ly  over ru led .

Governors of the I n t e r n a t i o n a l  Bank for  Recons t ruc t ion  and Development 
(Washington: IBRD, 1960), p. 11.
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However, the d i s t i n c t i o n  between the I n t e r n a t i o n a l  Bank and the 

I n t e r n a t i o n a l  Development A ssoc ia t ion  i s  in some ways an imaginary 

one. Although the funds a re  kept  s ep a ra t e  and d i s t i n c t ,  the manage­

ment and s t a f f  a re  i d e n t i c a l .  Sect ion  4 of A r t i c l e  VI s p e c i f i e s  th a t  

the Executive D i r e c to r s  of  the Assoc ia t ion  s h a l l  be composed ex o f ­

f i c i o  of each Executive D i re c to r  of the Bank who was appoin ted  by a 

member of the Bank who i s  a l s o  a member of the A sso c ia t io n ,  or e l ec te d  

by the votes of a t  l e a s t  one country who was a member of  the Assoc ia t ion .

The P re s id e n t  of the Bank i s  ex o f f i c i o  P re s id e n t  of the As­

s o c i a t io n  and Chairman of the Executive D i r e c t o r s .  The P re s id e n t  of  

the Bank is the c h i e f  of  the ope ra t ing  s t a f f  of the A ssoc ia t ion .  He i s  

respons ib le  for  the o rg a n iz a t i o n ,  appointment and d i s m is s a l  of  the o f ­

f i c e r s  and s t a f f .  The c lo seness  of the r e l a t i o n s h i p  between the Bank 

and IDA has caused Dr. Robert Asher to  say t h a t  a l though  " l e g a l l y  an 

i n s t i t u t i o n ,  the IDA appears  in  r e a l i t y  to  be a fund admin is te red  by 

the World B a n k . A s  f a r  as the p r a c t i c a l  e f f e c t s  a re  concerned, the 

Bank s t a f f  may not  have been ove r - ru led  even on t h i s  p o in t .

On such broad ques t ions  as the membership and o b je c t iv e s  of  the 

Assoc ia t ion ,  the re  was l i t t l e  d i s s e n t .  Membership i s  open to a l l  mem­

bers  of the Bank who d e s i r e  i t .  The o b j e c t iv e s  of the Assoc ia t ion  are 

" to  promote economic development,  in c rease  p r o d u c t i v i t y  and thus r a i s e  

s tandards  of l i v i n g  in  the le ss -developed  a rea s  of  the world included 

w i th in  the A s s o c i a t i o n ' s  membership, in  p a r t i c u l a r  by p rov id ing  f inance 

to  meet t h e i r  impor tan t  developmental requirements  on terms which a re  

more f l e x i b l e  and bear  l e s s  h eav i ly  on the ba lance  of  payments than

^Asher, p . 54.
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those  of  conven t iona l  loans.

As has been in d ica te d  e a r l i e r ,  t h e re  was some disagreement on

whether the A ssoc ia t ion  should make loans or  g r a n t s .  The s t a f f  of  the

Bank p r e f e r r e d  g r a n t s ,  in l in e  w i th  t h e i r  views on th i s  s u b je c t  d a t in g

back to  1951. However, both the poor and r i c h  members, e s p e c i a l l y  the

United S t a t e s ,  p r e f e r r e d  loans.  So, A r t i c l e  V, Section 2 reads  as f o l -
2

lows; "I’inanclr .g by ths A ssoc ia t ion  s h a l l  take the form of lo= ns . " 

There i s  a p ro v is io n  for  o ther  f in an c in g  e i t h e r  out of funds subsc r ibed  

a f t e r  the i n i t i a l  s u b s c r ip t i o n  o r ,  in s p e c i a l  c i rcumstances ,  out  of 

supplementary resources  fu rn ished  to  the A ssoc ia t ion  i f  these  re s o u rc e s  

ca r ry  an a u t h o r i z a t i o n  for  such f in an c in g .

"The A ssoc ia t ion  may provide f in an c in g  in  such forms and on 

such terms as i t  may deem a p p r o p r i a t e ,  having regard to the economic 

p o s i t i o n  and p rospec ts  of  the a rea  . . . concerned and to  the n a tu re
3

and requirements  of the p r o j e c t . "  In the r e p o r t  which the Executive 

D i rec to r s  prepared  to accompany the A r t i c l e s  for  country c o n s id e r a t i o n ,  

they e l u c i d a t e  on t h i s  s e c t i o n .  This s e c t i o n  i s  in tended,  they exp la in ,  

to permi t  the A ssoc ia t ion  to  make f inance  a v a i l a b l e  in a number of  ways. 

The A sso c ia t io n  could provide fo r  l e n i e n t  terms of  repayment through 

the use of  loans repayable in  l o c a l  c u r r e n c i e s ,  i t  could make loans r e ­

payable in  fo r e ig n  exchange but  having long grace pe r iods ,  i t  could 

lend a t  no i n t e r e s t ,  or i t  could lend a t  a low r a t e  of i n t e r e s t .

Loans a r e ,  as w i th  the I n t e r n a t i o n a l  Bank, t i e d  to  s p e c i f i c

^A r t i c l e s  of Agreement of  the I n t e r n a t i o n a l  Development 
A s s o c i a t i o n , p p . 3 -A.

^ I b i d . , p. 11.

3 lb id .
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p r o j e c t s  and s h a l l  be fo r  purposes of  high developmental  p r i o r i t y .

The express ion  " s p e c i f i c  p r o j e c t s "  i s  given a broad i n t e r p r e t a t i o n ,  

however, and can inc lude such proposa ls  as a r a i lw ay  program, an 

a g r i c u l t u r a l  c r e d i t  program, or a group of r e l a t e d  p r o j e c t s .  There 

i s  a l s o  p ro v i s io n  for  f inance  o the r  than for  s p e c i f i c  p r o j e c t s  in 

s p e c i a l  ci rcumstances .

Loans may be made ta  a member, a member's t e r r i t o r y ,  a 

p o l i t i c a l  s u b d iv i s ion  of  a member country,  a pub l i c  or p r iv a t e  

e n t i t y  in the t e r r i t o r y  of  a member, and to  i n t e r n a t i o n a l  or reg iona l  

o rg a n iz a t i o n s .  In the case of  loans which a re  not  made to member 

governments,  the A ssoc ia t ion  has d i s c r e t i o n  as to  whether or not  i t  

w i l l  r e q u i r e  a governmental guaran tee ,  whereas the Bank's  c h a r t e r  r e ­

q u i re s  i t  to  secure  a governmental  guarantee on such loans.

The A ssoc ia t ion  cannot provide f inanc ing  when such f inanc ing  

i s  a v a i l a b l e  from p r i v a t e  sources  on terms which a r e  reasonab le  or when 

a loan could be provided by the I n t e r n a t i o n a l  Bank. The A ssocia t ion  i s  

barred  from ty in g  funds to  purchases in  any one of i t s  member coun t r ie s  

and i s  d i r e c t e d  to  give a t t e n t i o n  to  c o n s id e ra t io n s  of  economy, e f f i ­

c iency ,  and competi t ive  i n t e r n a t i o n a l  t r ade  in  us ing  proceeds of  i t s  

l o a n s .

The A ssoc ia t ion  has the a u t h o r i t y  to :  borrow funds with  the

approval  of  the member in  whose currency the loan i s  denominated; 

guaran tee  loans from o the r  sources ;  and provide t e c h n i c a l  a s s i s t a n c e  

and adv isory  s e rv ice s  a t  the req u es t  of  a member.

The A ssoc ia t ion  i s  au thor ized  to e n t e r  i n t o  a formal arrangement 

wi th  the United Nations and may en te r  arrangements w i th  o ther  pub lic 

i n t e r n a t i o n a l  o rg a n iz a t io n s  having s p e c ia l i z e d  r e s p o n s i b i l i t i e s  in
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r e l a t e d  f i e l d s .

On the q u es t io n  of  vo t ing  r i g h t s  in  the A ssocia t ion  the re  were 

d i f f e r e n c e s  of opin ion .  The underdeveloped c o u n t r i e s  wished to  have 

more weight than they have in  the I n t e r n a t i o n a l  Bank and to some ex te n t  

they succeeded.  When the quotas of the World Bank were doubled in  1958 

the vo t ing  s t r e n g t h  of  the smal le r  co u n t r i e s  was d i l u t e d  somewhat. In

'  - - * - '  '  '  — 1 Æ ^  A  ̂̂  — . .  1 ^  I.. — . - . . .  *•
l ie  £ X L  UX^XCO JU XX/fX f  L. liC XVA A. ^  Lli UXCA a w — ^  —

member ge ts  500 vo te s  p lus  o n e . a d d i t i o n a l  vote  fo r  each $5,000 of i t s  

i n i t i a l  s u b s c r i p t i o n .  Countries j o i n in g  a f t e r  o r i g i n a l  membership get  

vo t ing  r i g h t s  as  decided by the Board of  Governors.  A l l  a d d i t i o n a l  

funds given to  IDA above the o r i g i n a l  s u b s c r i p t i o n  carry  no vo t ing  r i g h t s .

The v o t in g  p a t t e r n  works out as  fo l low s :  as of June 30, 1961,

the United S ta t e s  had put up 35 per  cen t  of the money and had 31.25 

per cent  of  the v o te s ;  the United Kingdom had put  up 14.5 per  cent  of 

the money and had 12.94 per  cent  of the v o te s ;  France and Germany had 

the same quota which was 5.85 per cent  of the money and 5.37 per  cent  

of the vo te s ;  and no ot j ier  country had as much as 5 per  cent  of the 

v o te s .  As new c o u n t r i e s  come in t o  the A s s o c ia t io n ,  these percentages  

change s l i g h t l y -

The underdeveloped co u n t r i e s  were not  a t  a l l  r econc i led  to  the

weighted vo t ing  arrangement.  The Governor of the Bank from Burma,

Thakin Tin,  put  the case r a th e r  b l u n t l y  a t  the 1961 meetings.

The p r i n c i p l e  of vo t ing  and r e p r e s e n t a t i o n  in  the management on 
the b a s i s  of the s i z e  of s tock  he ld  by members, though customary 
fo r  p ro f i t -m ak ing  a s s o c i a t i o n s ,  i s  ha rd ly  comfort ing to  small  
s tockho lders  in  an i n s t i t u t i o n  l i k e  the Bank which has the avowed 
ob jec t  of a s s i s t i n g  underdeveloped c o u n t r i e s .  The l a t t e r  cannot 
help f e e l i n g  t h a t  they are  excluded from d e l i b e r a t i o n s  v i t a l  to  
t h e i r  f u tu r e  and what they ge t  in  the way of  development loans i s  
l a rg ess  through the  b ene f i c ience  of  la rge  s tockholders  who dominate
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the i n s t i t u t i o n  by v i r t u e  of  t h e i r  vo ting  s t r e n g t h . ^

On the ques t ion  of  lo c a l  cu r renc ie s  the re  was some d i s a g r e e ­

ment, a l s o .  As mentioned e a r l i e r ,  the s t a f f  of the Bank was not  

e n t h u s i a s t i c  about r e c e iv in g  lo c a l  cu r renc ies  from the United S t a t e s .  

However, the A r t i c l e s  con ta in  p rov is ions  whereby c o u n t r i e s  may provide 

supplementary re sources  in  the currency of  another  member, bu t  IDA 

uiuSt agree before any lo c a l  cu r renc ie s  can be con t r ibu ted .

On the ques t ion  of amendment of the A r t i c l e s ,  the IDA p ro ce ­

dure i s  a l i t t l e  s impler  than in the Bank. Amendment of IDA A r t i c l e s  

can be done by the Board ot  Governors,  whereas in  the Bank, the amend­

ment must go to  the member governments.

The A r t i c l e s  d i r e c t  t h a t  p o l i t i c a l  co n s id e ra t io n s  not  be taken 

in to  account  when dec id ing  upon a loan.  "Only economic co n s id e ra t io n s  

s h a l l  be r e l e v a n t  . . . and these  c ons ide ra t ions  s h a l l  be weighed im­

p a r t i a l l y  in  order to  achieve  the purposes s t a t e d  in  t h i s  Agreement."^ 

Even though t h i s  A r t i c l e  i s  c l e a r  in i t s  i n t e n t ,  i t  i s  d i f f i c u l t  to 

th ink  th a t  Egypt would be im p a r t i a l  about approving loans fo r  I s r a e l  or 

vice  ve rsa .

The two main i s s u es  which arose  in  the d i s cu s s io n s  were the

shares  to  be co n t r ib u ted  by the members and the form in  which the

member's c o n t r i b u t i o n s  would be made. F i r s t ,  i t  was agreed t h a t  the

t o t a l  funds of  the A ssoc ia t ion  would be $1 b i l l i o n .  There was some

argument a g a i n s t  f i x i n g  such a t o t a l  in view of the f a c t  t h a t  new 

coun t r i e s  would be coming in  and t h a t  some of the members of  the Bank

^IDA Board of D i re c to r s  Press  Release No. 7, September 19,
1961, p. 2.

O
A r t i c l e s  of Agreement of the I n t e r n a t i o n a l  Development Associa­

t i o n ,  p. 12.
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might not  choose to  j o i n  IDA. But,  a t o t a l  was s e t .  Then the appor­

t i o n in g  of  shares  took p lace .

One p o s s i b i l i t y  which was considered  was c o n t r i b u t i o n s  based 

on n a t i o n a l  income or gross n a t i o n a l  p r o d u c t . The gross  n a t i o n a l  

products  of  the i n d u s t r i a l  n a t i o n s ,  which would have to  subsc r ibe  

the usab le  cu r rency ,  were converted to  United S ta t e s  currency on an

ac ic  and to t a l e d .  On t h i s  b a s i s ,  the United S ta t e s

has 57 per  cen t  of  the West 's  gross p roduc t ,  the United Kingdom has 

8 per c e n t ,  the European Economic Community c o u n t r i e s  have 20 per 

c e n t ,  and the o ther  i n d u s t r i a l  c o u n t r i e s  have a combined t o t a l  of  8 

per  cen t .  On the b a s i s  of United S ta t e s  p r i c e s  (us ing  the formula 

devised by Milton G i lb e r t  and I rv in g  Kravis)  the p ro p o r t io n s  are 

United S t a t e s --47 per  c en t .  United Kingdom--9 per  c e n t ,  European 

Economic Community--23 per  c en t ,  and o th e r  c o u n t r i e s - - 1 9  per  cen t .

Dr. Paul N. Rosenstein-Rodan e s t a b l i s h e d  a formula for  appor­

t i o n in g  r e l a t i v e  shares  of f o re ig n  economic a i d .  He used both exchange 

r a t e  and United S ta t e s  p r i c e  formulae fo r  h i s  computat ions .  On a 

s t r a i g h t  gross  n a t i o n a l  product  b a s i s ,  he concluded t h a t  the United 

S ta te s  should c o n t r i b u t e  60 per  cen t  of  the a id  burden.  By using 

United S ta t e s  p r i c e s  to  e s t a b l i s h  a f i g u r e  fo r  " r e a l "  gross  n a t i o n a l  

p roduc t ,  he computed the United S t a t e s '  share  a t  54 per  cent .  Applying 

the p ro g re s s iv e  income tax  p r i n c i p l e  to  the r e a l  gross n a t i o n a l  product  

he concluded t h a t  the United S t a t e s  share would be 65 per cen t  as shcnm 

in  Tab le  4.  ^

^P. N. Rosenstein-Rodan,  " I n t e r n a t i o n a l  Aid fo r  Underdeveloped 
C o u n t r i e s , "  The Review of Economics and S t a t i s t i c s , XLIII  (May, 1961),
p. 111.



TABLE 4 .--Sharing the burden o f aid

N om inal GNP "R eal" GNP

6NP P e r 
Fsunily 

( d o l l a r s )

Number o f  
F a m ilie s  
( th o u s . )

Tax P e r  
F am ily  

( d o l l a r s )

C o n tr i ­
b u t io n  
b y  Each

(i)

W eights
f o r

"R eal"
GNP

"R eal"  
GNP P e r 
Fam ily  

( d o l l a r s )

Tax P e r  
F am ily  

( d o l l a r s )

C o n tr i  
b u t io n  
by  Each 

($ )

B elgium 5392 2303.2 495 1.1 1.23 6632 729 1.4
Canada 7954 4578.2 1002 4.3 1.00 7954 1002 3.7
Denmark 477^ 1152-7 380 0 4 1.33 6349 676 0.6
F in la n d 3573 1128.5 164 0 .2 1.44 5145 449 0.4
F ran ce 4815 11,478.0 389 4.2 1.20 5778 568 5.3

W. Germany 4452 14,072.0 326 4 .3 1.43 6366 679 7 .7
I t a l y 2491 12,385.7 0 0 1.44 3587 i 64 1.6
Luxemburg 6o84 83 .0 626 o .o4 1.23 7483 900 0.06
N e th e rla n d s 3815 2910.5 209 0 .6 1.55 5913 594 1.4
Norway 1(895 906.7 398 0.3 1.29 6315 670 0.5

O cean ia 4419 4023.7 317 1 .2 1.33 5877 585 1.9
Sweden 6228 1889.7 653 1 .2 1.30 8C96 1033 1.6
S w itz e r la n d 6222 1343.5 652 0 .8 1.25 7178 944 1 .0
I h i i te d  Kingdom 53Ô3 13,075.0 493 6 .1 1.30 6998 799 8 .4
U .S .A . 11,161 46, i 4i -5 1728 75.2 1.00 11,161 1728 64.4

w
to

^On b a s i s  o f  p r o g re s s iv e  income t a x  s c h e d u le  o f  U. S . A. Assumes a  fa m ily  c o n s i s t s  o f  4
m em bers.

S o u rce : A dap ted  from  P . N. R o se n s te in -E o d a n , "I n t e r n a t io n a l  A id  Ÿor IM derdeveloped
C o u n t r ie s ,"  The Review  o f  Econom ics an d  S t a t i s t i c s ,  TTT.TTT (May, 1961) p . 138.
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The idea of  p r o g r e s s i v i t y  of  c o n t r i b u t i o n s  was welcomed by 

some of the poorer  c o u n t r i e s .  However, the r i c h e r  c o u n t r i e s  saw 

l i t t l e  to  commend such a p r o p o s i t i o n .  No agreement on any formula 

based on gross  n a t i o n a l  produc t  could be reached.  The o the r  a l t e r ­

na t iv e  was to use the quotas t h a t  had been e s t a b l i s h e d  a t  Bre t ton  

Woods for  c o n t r i b u t i o n s  to  the I n t e r n a t i o n a l  Monetary Fund and the 

I n t e r n a t i o n a l  Bank. The exac t  formula for  the se  quotas was not  

a v a i l a b l e  to  the au thor  b u t , i t  i s  known t h a t  i t  took account  of the 

s i z e  of  gross n a t i o n a l  p roduc t ,  the r a t i o  of  expor ts  to gross  n a t io n a l  

p roduct ,  the f l u c t u a t i o n s  in  expor t  e a rn in g s ,  e t c .  A l l  th e se  con­

s i d e r a t i o n s  are  more r e l e v a n t  for  the I n t e r n a t i o n a l  Monetary Fund than 

they are  for  the I n t e r n a t i o n a l  Bank or the I n t e r n a t i o n a l  Development 

A ssoc ia t ion  (see Chapter X I ) .

The United Kingdom, Belgium, the Nether lands  and o ther  ex­

c o l o n ia l  powers have been s t r i k i n g l y  h i t  by t h i s  formula.  At the time 

the B re t ton  Woods Agreement was drawn up the United Kingdom held g rea t  

r e s e rv es  fo r  s t e r l i n g  a re a  t r ad e  and had a la rge  share  of  world expor ts  

and imports .  By us ing exchange r a t e s  on gross  n a t i o n a l  p roduc ts ,  the 

United Kingdom would c o n t r i b u t e  8 per cent  and a l l  the European Econ­

omic Community c o u n t r i e s  would c o n t r i b u t e  20 per  cen t .  However, by use 

of  the Bre t ton  Woods formula,  the United Kingdom's share i s  17 per cent 

and the European Community c o u n t r i e s '  share i s  23 per  cen t .  On a 

s t r a i g h t  gross n a t i o n a l  product  b a s i s ,  the fo l lowing c o u n t r i e s  are 

obviously c o n t r i b u t i n g  more than t h e i r  share  to  the Bank; United Kingdom, 

Nether lands ,  Belgium, Norway, South A f r i c a  and Denmark. And the f o l ­

lowing co u n t r i e s  a re  c o n t r i b u t i n g  le s s  than t h e i r  sha re ;  I t a l y ,  Sweden, 

Canada, Germany, France and the United S t a t e s .  However, the Bre t ton
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Woods formula was the only b a s i s  on which any agreement could be 

reached and t h i s  was f i n a l l y  adopted.

The United Kingdom, Belgium and the Nether lands  have been 

unhappy with  t h i s  d e c i s i o n .  They f e e l  t h a t  the world s i t u a t i o n  has 

changed s ince  Bret ton  Woods. The United Kingdom subscr ibed  to  the 

A ssoc ia t ion  almost immediately,  d e s p i t e  i t s  o b j e c t i o n s .  The N ether ­

lands he ld  o f f  fo r  a while  and Belgium i s  not  ye t  e member.

The second major i s sue  involved the arrangements to  be made 

fo r  payment of s u b s c r i p t i o n s .  Were a l l  member n a t io n s  going to  have 

to  subsc r ibe  in  gold or c o n v e r t ib le  cu r r e n c i e s ?  Or were the poor na ­

t i o n s  to  be allowed to  subsc r ibe  in  t h e i r  own cu r re n c i e s ?  f i n a l l y  a 

very ingenious scheme was devised .  The members of the Bank were d i ­

vided in t o  two p a r t s .  P a r t  I  c o u n t r i e s  a re  the i n d u s t r i a l  n a t io n s  of 

the world and would be expected to make t h e i r  c o n t r i b u t i o n  in  con­

v e r t i b l e  currency .  P a r t  I I  c o u n t r i e s  were underdeveloped c o u n t r i e s  who 

might expect  to be e l i g i b l e  fo r  a s s i s t a n c e  from IDA and would expect  

to make most of t h e i r  c o n t r i b u t i o n  in t h e i r  own c u r r e n c i e s .

The dec i s ion  on which c o u n t r i e s  would f a l l  i n t o  P a r t  I  and

which in t o  Par t  I I

p resented  the Bank w i th  an i n t e r e s t i n g  and r a t h e r  d i f f i c u l t  ques­
t i o n .  A la rge number of  economic c r i t e r i a  were made a v a i l a b l e  by 
the Bank, the amount of  c a p i t a l  exported by the country ,  the gross 
n a t i o n a l  product  ot the count ry ,  and var ious  o the r  th ings  of th a t  
s o r t .  These were reviewed by the Board of D i r e c t o r s .  But in  the 
u l t im a te  a n a l y s i s ,  the management of the Bank was in v i t e d  to  p r e ­
sen t  a l i s t  of those c o u n t r i e s  which., in  t h e i r  op in ion ,  and based 
on the background of the World Bank, should be in  ca tegory  I  and 
those  which should be in  ca tegory  I I .  The management p resen ted  
t h i s  l i s t ,  and the var ious  execu tive  d i r e c t o r s  who were n e g o t i a t i n g  
the c h a r t e r  d iscussed  i t  and agreed t h a t  t h i s  was an adequate l i s t . l

lu.  S . ,  Senate,  Committee on Fore ign  R e l a t i o n s ,  Hearings on 
S. 3074. 86th Cong., 2d S e s s . ,  1960, pp. 22-23.
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The Bank s t a f f  r e l i e d  p r im a r i ly  on per  c a p i t a  income f ig u r e s  

for  t h e i r  d e c i s io n .  But the re  were some n e g o t i a t i o n s .  Most cases 

were f a i r l y  obvious bu t  the re  were two cases  t h a t  the s t a f f  could not 

d e c id e - - s o  they asked the c o u n t r i e s  concerned.  Spain sa id  they were 

f l a t t e r e d  to  be asked but  they did not  f e e l  t h a t  they were P a r t  I  

c a l i b r e .  F in land  accepted P a r t  I  membership.

Some c o u n t r i e s  (such as Ice land)  came in  as P a r t  I I  co u n t r i e s  

f e e l i n g  t h a t  they probably w ou ldn ' t  be ab l e  to  borrow from IDA because 

t h e i r  per  c a p i t a  incomes were too high to  j u s t i f y  IDA loans .  Japan 

i s  an anomaly from a per c a p i t a  income s t a n d p o in t .  Japan ,  however, 

does expor t  c a p i t a l  so i t  was put in  P a r t  I .  The d e c i s io n  was based 

p a r t l y  on how a country  sees i t s e l f .  I s r a e l ,  fo r  i n s t a n c e ,  has a high 

per  c a p i t a  income but  i s  a massive c a p i t a l  im por te r .  I r e l a n d  came in 

as a P a r t  I I  country  but  has a r e l a t i v e l y  h igh  per  c a p i t a  income. One 

of the c o n s id e ra t io n s  which the Bank s t a f f  cons idered was the f a c t  t h a t  

P a r t  I  c o u n t r i e s  a re  r equ i re d  to  put up a l l  t h e i r  s u b s c r i p t i o n  in  gold 

or c o n v e r t ib le  cu r rency ,  whi le  the P a r t  I I  c o u n t r i e s  only put  up 10 per  

cent  of  t h e i r  s u b s c r ip t i o n  in  gold or c o n v e r t i b l e  currency and 90 per  

cen t  in t h e i r  own currency .  So, some r e l a t i v e l y  w e l l - o f f  c o u n t r i e s  

( Ice land  again)  w ou ldn ' t  want to  put up a l l  t h e i r  s u b s c r ip t i o n s  in 

c o n v e r t i b l e  currency  due to  t h e i r  own needs .  Table 5 shows the coun t r i e s  

of P a r t  I  and P a r t  I I  and t h e i r  proposed i n i t i a l  s u b s c r i p t i o n s .

There has been l i t t l e  publ ished c r i t i c i s m  of the  IDA fo r  i t s  

po l i cy  of r e q u i r i n g  the underdeveloped c o u n t r i e s  to  c o n t r i b u t e  10 per  

cent  of  t h e i r  s u b s c r i p t i o n  in  gold or c o n v e r t i b l e  c u r r e n c i e s .  Ceylon 

expressed oppos i t ion  to  any f u r th e r  d r a i n  on the poorer  Countries  in
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TABLE 5 - — P ro p o sed  i n i t i a l  s u b s c r ip t io n s  in  th e  I n t e r n a t io n a l  Developm ent

A s s o c ia t io n  
( m i l l io n s  o f  U. S. d o l l a r s )

P a r t  I

A u s t r a l i a $20 .18 Ja p a n 3 3 .59  '
A u s t r ia 5 .0 4 Luxembourg 1 .0 1
B elgium 2 2 .7 0 N e th e r la n d s 2 7 .7 4
Canada 3 7 .8 3 Norway 6 .7 2
Denmark 8.71+ Sweden 10 .09
F in la n d 3 .8 3 U nion o f  S ou th

A f r ic a 1 0 .09
F ran ce > 2 .96 U n ite d  Kingdom 131 .14
Germany 5 2 .96 U n ite d  S ta te s 320 .29
I t a l y 1 8 .1 6 763 .07

P a r t  I I

A fg h a n is ta n 1 .0 1 I s r a e l 1 .6 8
A rg e n tin a 1 8 .8 3 J o rd a n 0 .3 0
B o l iv ia 1 .0 6 K orea 1 .2 6
B r a z i l 18 .8 3 Lebanon 0 .4 5
Burma 2 .0 2 L ibya 1 .0 1
C eylon 3 .0 3 M alaya 2 .5 2
C h ile 3 .5 3 M exico 8 .7 4
C hina 30 .26 M orocco 3 .5 3
Colom bia 3 .5 3 N ic a ra g u a 0 .3 0
C o s ta  R ica 0.20 P a k is ta n 10 .09
Cuba 4 .7 1 Panama 0.02
D om inincan R ep u b lic 0.40 P araguay 0 .3 0
E cuador 0 .6 5 P e ru 1 .7 7
E l S a lv a d o r 0 .3 0 P h i l ip p in e s 5.04
E th io p ia 0 .5 0 S a u d i A ra b ia 3 .7 0
Ghana 2 .3 6 S p a in 10 .09
G reece 2 .5 2 Sudan 1.01
G uatem ala 0.40 T h ia la n d 3 .0 3
H a i t i 0 .7 6 T u n is ia 1 .5 1
H onduras 0 .3 0 T urkey 5 .8 0
I c e la n d 0.10 U n ite d  Arab R epub lic 6 .0 3
I n d ia 40.35 Uruguay 1 .0 6
In d o n e s la 1 1 .1 0 V enezuela 7 .0 6
I r a n 4 .5 4 V iet-N am 1 .5 1
I r a q 0 .7 6 Y u g o s la v ia 4.04
I r e l a n d 3 .0 3 2 36 .93

TOTAL $1000.00

S o u rce : A dapted from  A r t i c l e s  o f  A greem ent o f  th e  I n te r n a t io n a l
D evelopm ent A s s o c ia t io n  (W ashington: I n t e r n a t io n a l  Developm ent
A s s o c ia t io n ,  i9 6 0 ) ,  p . 29.
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the event  of  a f u t u r e  expansion of IDA.^

Each count ry  i s  given f iv e  years  in  which to  pay in  i t s  

o r i g i n a l  c o n t r i b u t i o n .  Currency of P a r t  I I  c o u n t r i e s  may be used by 

the A ssoc ia t ion  fo r  a d m in i s t r a t i v e  expenses inc u r re d  by the Assoc ia ­

t i o n  in the t e r r i t o r i e s  of such members; and i n s o f a r  as i t  i s  c o n s i s ­

t e n t  with  sound monetary p r a c t i c e s  t h i s  currency  may be used to  pay 

fo r  goods and s e r v i c e s  to  be used for  p r o j e c t s  f inanced  by the Assoc ia ­

t i o n  in such t e r r i t o r i e s ;  and when the A ssoc ia t ion  and the country 

agree on i t  the A ss o c i a t i o n  can use these  c u r r e n c i e s  for  p r o j e c t s  o u t ­

s ide  the t e r r i t o r i e s  of  the member. A l l  members must take s teps  to  

mainta in  the value of t h e i r  s u b s c r ip t i o n s .  In the  event  of  d e p r e c i a ­

t i o n ,  c o u n t r i e s  must add enough currency to  r e s t o r e  the o r i g i n a l  value 

and in case of a p p r e c i a t i o n ,  the A ssoc ia t ion  w i l l  r e t u r n  cur rency to 

the member country .

The A r t i c l e s  charge the A ssoc ia t ion  w i th  reviewing the adequacy 

of i t s  r e sou rces  a t  such time as i t  deems a p p ro p r ia t e  and a t  f iv e -y e a r  

i n t e r v a l s  t h e r e a f t e r .  I f  i t  seems d e s i r a b l e ,  the A ssoc ia t ion  s h a l l  

au thor ize  a gene ra l  in c re a s e  in  s u b s c r ip t i o n s .  When a d d i t i o n a l  sub­

s c r i p t i o n s  a re  a u t h o r i z e d ,  each member s h a l l  be giveh^She oppor tun i ty  

to  subscr ibe  an amount which w i l l  enable i t  to  m a in ta in  i t s  r e l a t i v e  

vo ting  power, bu t  no member s h a l l  be ob l iga ted  to  subsc r ibe .  Any 

country may add to  i t s  s u b s c r ip t i o n  a t  any t ime.

The Executive D i rec to r s  gave the member n a t io n s  u n t i l  December 

31, 1960 to  decide whether they des i red  membership. And the A r t i c l e s  

were to en t e r  i n t o  e f f e c t  upon t h e i r  acceptance by governments whose

^IDA Board of Governors Press Release No. 57, September 19,
1961, p. 5.
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s u b s c r ip t i o n s  t o t a l e d  65 per cent  of the t o t a l  or $650 m i l l i o n .  The 

completed A r t i c l e s  of Agreement and an accompanying r e p o r t  of  the 

Executive D irec to rs  went out to the Governors of  the Bank, by m ail ,  

on January 26,  1960.

Congress iona l  Approval of the I n t e r n a t i o n a l  
Development A ssoc ia t ion

On February 18, 1960, the National  Advisory Council sub­

m i t te d  a s p e c i a l  r e p o r t  on the I n t e r n a t i o n a l  Development Assoc ia-  
1

t i o n .  This r e p o r t  con ta ined  the A r t i c l e s  of  Agreement fo r  the

A ssoc ia t ion  and a s ta tement of the A d m in i s t r a t i o n ' s  reasons  for

favor ing  United S t a t e s '  p a r t i c i p a t i o n .  The arguments which were used

in  the debate on the Monroney Reso lu t ion  were repea ted  but  w i th  some

changes in  emphasis. This r e p o r t  emphasized t h a t  the le s s  developed
2

co u n t r i e s  themselves would be c o n t r i b u to r s  to  t h i s  new i n s t i t u t i o n .

Much was made of the f a c t  t h a t  o the r  c o u n t r i e s  would provide a l a rg e r
3

share  of the t o t a l  resources  than would the United S t a t e s .  The pos­

s i b i l i t y  of us ing lo c a l  currency was s t i l l  r e c e iv in g  emphasis ,  a l ­

though the Council did  po in t  out t h a t  the magnitudes t h a t  would be 

involved could not  be p r e d i c t e d . ^

P re s iden t  Eisenhower wrote a l e t t e r  of t r a n s m i t t a l  fo r  the 

r e p o r t  in  which he s t a t e d  t h a t  " I  am convinced t h a t  p a r t i c i p a t i o n  by

^National  Advisory Council  on I n t e r n a t i o n a l  Monetary and 
F in a n c i a l  Problems,  S pec ia l  Report to  the P re s id en t  and to  the  Congress 
on the Proposed I n t e r n a t i o n a l  Development A ssoc ia t ion  (Washington:
U. S. Government P r i n t i n g  O f f ice ,  1960).

Zi b i d . ,  p. IV.

3I b i d . , p. 2.

4 I b i d . .  p.  9.
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the United S ta t e s  i s  n e c e s s a r y . T h u s ,  s ince  1958, the Admin is t ra ­

t i o n ' s  r e a c t i o n  had run the gamut from determined oppos i t ion  to  IDA, 

through in d i f f e r e n c e ,  to lukewarm approva l ,  u n t i l  by February 18, 1960, 

membership had become necessary.

P re s id e n t  Eisenhower 's  recommendation th a t  the United S ta t e s  

p a r t i c i p a t e  in  the  I n t e r n a t i o n a l  Development A ssoc ia t ion  went to  the 

Congress in February  and both houses of the Congress c a l l e d  e a r l y
■4

hear ings  on the p roposa l .  There was the f e e l i n g  t h a t  e a r ly  Ùnited 

S ta t e s  a c t i o n  was necessary in  view of the r o l e  of the United S ta t e s  

in  propos ing IDA. And i t  was a l s o  thought t h a t  e a r ly  United S ta t e s  

approva l  would encourage the o ther  n a t io n s  to  a c t  s peed i ly .  Sec re ta ry  

of the Treasury Anderson and Under S ec re ta ry  of S ta te  D i l lon  p resen ted  

the A d m in i s t r a t i o n ' s  case.

S ec re ta ry  Anderson's  test imony be fo re  Subcommittee No. 1 of 

the House Committee on Banking and Currency l e f t  no doubt concerning  

h i s  s tand on United S ta t e s  membership in IDA. He in troduced  h i s  s t a t e ­

ment w ith  t h i s  sen tence .  " I  w holehear ted ly  suppor t  enactment of t h i s  

b i l l . He went on from the re  to r e i t e r a t e  arguments th a t  had been 

made e a r l i e r  in  favor of the A ssoc ia t ion .  However, he did in t roduce  

some new p o in t s  of  emphasis.

One of  these  concerned the f a c t  t h a t  the underdeveloped coun­

t r i e s  themselves were p u t t in g  in 10 per  cent of t h e i r  s u b s c r ip t i o n s  in 

gold or c o n v e r t i b l e  cu r ren c ie s .

Thi s ,  i t  seems to  me, w i l l  give a sense of f i s c a l  d i s c i p l i n e ,  
because a l l  of  them w i l l  be looking a t  the fund th ink ing  in

^I b i d . , p. IV.

^Hearings on H. R. 11001, 86th Cong., 2d S e s s . ,  1960, p. 3.
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terms t h a t ,  when th e se  hard re sources  have been exhausted,  
the borrowers  as w e l l  as  the lenders  have to  be p u t t i n g  back 
some hard c u r r e n c i e s  in order  to  main ta in  the a c t i v i t i e s  of 
the I n t e r n a t i o n a l  Development A s s o c i a t i o n .^

This p a r t i c u l a r  i tem became one of the c r u c i a l  po in t s  upon 

which the United S ta t e s  was i n s i s t e n t .  Anderson pressed  fo r  a g re e ­

ment on the p r i n c i p l e  t h a t ,  no t  only must a l l  c o u n t r i e s  make some 

c o n t r i b u t i o n  in gold or d o l l a r s  on the f i r s t  round,  b u t ,  t h a t  any 

replenishment of  c a p i t a l  would a l s o  involve a gold or d o l l a r  con- 

t r i b u t i o n  by the debtor  as  w e l l  as  the c r e d i t o r  c o u n t r i e s .

Some of the R ep resen ta t iv e s  ind ic a te d  concern th a t  the 

e s tab l i shm ent  of  the I n t e r n a t i o n a l  Development A ssoc ia t ion  might be 

d e t r i m e n t a l  to  the United S t a t e s '  ba lance  of payments. S ecre ta ry  

Anderson was r e a s s u r i n g  on t h i s  p o in t .

We a re  c o n t r i b u t i n g  about 32 pe rcen t  of the funds to  t h i s  i n s t i ­
t u t i o n ,  and the  normal p r a c t i c e s  of  the World Bank i n d i c a t e  t h a t  
about 29 p e rcen t  of  the i d e n t i f i a b l e  purchases  under World Bank 
loans on an i n t e r n a t i o n a l  competi t ion  b a s i s  a re  made in  the 
United S t a t e s . 3

He conceded t h a t  these  f i g u re s  would in d i c a t e  t h a t  the es tab l ishment

of IDA might lead to some temporary a d d i t i o n  to  the United S t a t e s '

balance  of  payments problem. However, he argued th a t  IDA was a long

run a t tempt to  so lve t h i s  problem "on the b a s i s  of e s t a b l i s h i n g  a

world in which we can become l a rg e r  e x p o r t e r s ,  and o ther  people b e t t e r  

1.4cus tomers .

^I b i d . , p.  10.

^New York Times, May 19, 1959, p. 10.

House Subcommittee 1 of  the Committee on Banking and Currency,  
Hearings on H. R. 11001, 1960, p. 36.

^ Ib id .
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The s t r o n g e s t  Implied c r i t i c i s m  came from a member of the 

committee who was not  even a t  the h e a r in g s .  R epresen ta t ive  Wright 

Patman, of Texas,  had s e n t  a  l i s t  of  ques t ions  which he wanted Secre ­

t a ry  Anderson to  answer. The ques t ions  concerned the i n t e r e s t  r a t e s  

t h a t  had been charged by the Export -Impor t  Bank and the I n t e r n a t i o n a l  

Bank from 1946 to  1958.

Tables 6 and 7 a re  taken from Secre ta ry  Anderson 's  r e p ly  to  

R epresen ta t ive  Batman's q u e s t i o n s .  Patman was c a l l i n g  a t t e n t i o n  to  the 

r i s e  in i n t e r e s t  r a t e s  on Export -Import  Bank loans from 2.77  per  cent  

in 1948 to  5.20 per  cen t  in  1959 and on I n t e r n a t i o n a l  Bank loans from 

4,25 per  cent  in  1947 to  5.64 per  cent  in  1958. The Congressman was 

implying t h a t  i t  was the United S ta t e s  Government t h a t  was re s p o n s ib le  

for  r a i s i n g  these  r a t e s  and t h a t  t h i s  a c t i o n  was the reason  t h a t  some 

such measure as the I n t e r n a t i o n a l  Development A ssoc ia t ion  was necessary .

Another l i n e  of c r i t i c i s m  which came from the House Committee 

was based on the a c t io n  of the I n t e r n a t i o n a l  Bank in ex tending  a loan 

to the United Arab Republ ic fo r  the purpose of dredging the Suez Canal.  

This loan had come r i g h t  a t  the time t h a t  the United Arab Republic had 

denied I s r a e l i  s h ip s ,  or sh ips  bound fo r  I s r a e l ,  access  to  the Canal.  

Some 25 per cent  of  the membership of the House of R e p re s en ta t iv e s  had 

objected  to  the Bank over t h i s  loan.  The Bank had,  n e v e r t h e l e s s ,  

granted the loan.  This had cons ide rab ly  angered some R ep re sen ta t ive s  

and s ev e ra l  of them expressed  t h e i r  unwil l ingness  to e s t a b l i s h  IDA 

under World Bank management.

There was very  l i t t l e  c r i t i c i s m  or oppos i t ion  in  the Senate 

h e a r in g s .  Most of  the Committee on Fore ign Rela t ions  was obvious ly



TABLE 6 . —T o ta l  lo a n  a u th o r iz a t io n s  and  a v e ra g e  i n t e r e s t  r a t e s  c h a rg e d  on f o r e ig n  lo a n s  by U. S.
Government le n d in g  a g e n c ie s ,  f i s c a l  y e a rs  1946-58

E x p o rt-■ B nport M utual S e c u r i ty P u b lic Law Developm ent
Bank Program 480% Loan Fund

F i s c a l  Y ears
Loan A verage Loan A verage Loan Average Loan A verage
A u th o r­ I n t e r e s t A u tho r­ I n t e r e s t A u th o r­ I n t e r e s t A u tho r­ I n t e r e s t
i z a t io n s R a te s i z a t io n s R a tes i z a t io n s R a tes i z a t io n s R a tes

M ill io n s P e rc e n t M il l io n s P e rc e n t M il l io n s P e rc e n t M il l io n s P e rc e n t
1946 $ 2 ,1 9 7 .0 2 .7 7
1947 2 7 9 .2 3 .5 0

$ 2 .31948 4 65 .7 2 .8 7 2 .5 0
1949 1 73 .8 3 .7 3 9 6 5 .8 2 .5 0
1950 405 .5 3 .5 3 7 3 .2 2 .5 0
1951 3 95 .3 3 .8 1 2 9 6 .7 2 .5 7
1952 5 50 .9 3 .1 9 222.4 2 .5 7
1953 5 71 .0 3 .7 8 2 5 .6 2 .6 8
1954 2 5 0 .4 3 .9 9 2 .2 3 .0 0

$ 66 .11955 488.4 4 .5 2 2 70 .2 3 .7 8 3 .9 2
1956 3 78 .0 4.64 2 15 .8 3 .9 2 3 9 .3 4.00
1957 1 ,0 6 7 .3 4 .7 8 3 8 3 .8 3 .9 5 546.3 4 .0 6

$102.1 4 .3 61958 8 5 7 .0 5 .2 0 102.8 3 .9 8 502.1 4 .2 6

•p-
to

In c lu d e s  o n ly  lo a n s  t o  f o r e ig n  c o u n t r i e s .  Does n o t  in c lu d e  lo a n s  to  p r iv a t e  e n te r p r i s e s  
u n d e r s e c .  104( c )  o f  P u b lic  Lau 480.

S ou rce: A dapted  from  House Subcom m ittee 1 o f  th e  Com m ittee on B anking and  C u rren cy , H earings 
on H. R. 11001, i9 6 0 , p . 24 .
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TABLE 7 - —T o ta l  lo a n  a u th o r iz a t io n s  and  a v e ra g e  i n t e r e s t  r a t e s  c h a rg e d  
. by  i n t e r n a t i o n a l  la n d in g  a g e n c ie s ,  f i s c a l  y e a rs

I n te r n a t io n a l  Bank I n t e r n a t io n a l  F in an ce  C o rp o ra tio n

F i s c a l  Y ears Loan A u tho r­ Average I n v e s t ­ A verage
iz a t io n s I n t e r e s t m ents I n t e r e s t

R a te s Rates®-

m il l io n s P ercen t M ill io n s
1947 $250 .0 4 .2 5
1948 2 6 3 .0 4 .2 6
1949 137 .1 4 .3 9
1950 166 .3 4 .0 3
1951 297 .1 4 .0 8
1952 2 # .6 4 .5 8
1953 178 .6 4 .7 7
1954 323 .7 4 .8 2
1955 409 .6 4.68
1956 396 .1 . 4 .75
1957 387 .9 5.04 $2.0 6 .0 0
1958 710 .8 5.64 .8 .7 7 .0 0

In v es tm e n t ag reem en ts u s u a l ly  p ro v id e  in  a d d i t io n  f o r  paym ents 
c o n tin g e n t  on p r o f i t s  and  in  m ost caaes  f o r  o p t io n s  on s h a re s  o f  th e  
bo rro w in g  company.

B ased  on d a ta  s u p p lie d  by th e  I n t e r n a t io n a l  Bank and  th e  
I n te r n a t io n a l  F in an ce  C o rp o ra tio n .

S ou rce: A dapted  from  House Subcom m ittee 1 o f  th e  Com m ittee on 
Banking and  C u rren c y , H earings on H. R. 11001 , i9 6 0 , p . 25«
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q u i t e  favorab le  to  the e s tab l i shm en t  of  IDA. There were some q ues t ions  

concerning c o o rd in a t io n  between IDA and United S t a t e s '  a id  a c t i v i t i e s  

so t h a t  borrowers could not  p lay  o f f  one a g a i n s t  the o the r  and so t h a t  

d u p l i c a t i o n  of e f f o r t  could be avoided .  The A dm in i s t ra t ion  spokesman 

assured the committee t h a t  the United S t a t e s  Execut ive D i rec to r  of  IDA 

would s i t  as a member of  the Board of  the Development Loan Fund so t h a t  

such problems ought not  a r i s e .

A s u r p r i s i n g  degree of  unanimity e x i s t e d  among the bus iness  and 

labor groups of the  United S ta t e s  on the a d v i s a b i l i t y  of j o i n in g  the 

I n t e r n a t i o n a l  Develooment A ss o c ia t i o n .  Only t h r e e  groups,  the Farm 

Bureau,  the N a t iona l  Fore ign Trade Counci l ,  and the Merchant Marine 

I n s t i t u t e ,  expressed  r e s e r v a t io n s  concerning the  IDA.

As f a r  back as 1956, the Research and Po l icy  Committee of the 

Committee fo r  Economic Development had c a l l e d  fo r  an expanded program 

of pub lic  investment in  underdeveloped c o u n t r i e s  under World Bank 

leade rsh ip  where an i n t e r n a t i o n a l  approach was advantageous.  This group 

favored g iv ing  the  World Bank a d d i t i o n a l  c a p i t a l  c o n t r ib u t io n s  and a u ­

t h o r i t y  to  make g r a n t s  and development loans repayab le  in  lo c a l  

c u r r e n c i e s . ^

The Chamber of Commerce of the United S t a t e s  supported the IDA 

from the s t a r t .  The Chamber was anxious to  have assurances  t h a t  loan 

funds would not  supp lan t  p r iv a t e  c a p i t a l .  The N at iona l  A ssoc ia t ion  of 

Manufacturers  had no p a r t i c u l a r  p o l i cy  p o s i t i o n  w i th  r e fe ren c e  to IDA. 

The U. S. Council  of the I n t e r n a t i o n a l  Chamber of  Commerce sen t  a r e p r e ­

s e n t a t i v e  to  t e s t i f y  in  favor of  United S ta t e s  membership in the

^Research and Po l icy  Committee of  the Committee for  Economic 
Development, Economic Development Abroad and the  Role of  American 
Fore ign Inves tment (New York; CED, 1956),  p. 29.
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A sso c ia t io n .

The N at iona l  Farmers Union made a s t rong  s ta tem en t  be fo re  the 

House Committee on Banking and Currency favor ing  United S t a t e s  p a r t i c i ­

pa t io n  in  IDA. The N at iona l  Grange sen t  a l e t t e r  of suppor t  as  did 

the N at iona l  Council  of Farmer Coopera t ives .  The Farm Bureau a c t u a l l y  

did no t  oppose the e s tab l i sh m en t  of IDA; they merely wanted to  insure

* • '-  .* ^  ^  j  A S  *- I .  ^  I *  C j  »«««% a « A  m  «f
C i t c A u  XX. c & i t :  u a i x u < c % 4  w w c 4 « - c : o  j  w w  jw ^

t h a t  the United S t a t e s  Development Loan Fund's  a p p r o p r i a t i o n  be reduced 

by the amount of the a p p r o p r i a t i o n  to  IDA. For,  as t h e i r  l e t t e r  pointed 

ou t ,  " the re  i s  a l i m i t  to  the amount of c a p i t a l  funds the U. S. Govern­

ment can provide to  o th e r  c o u n t r i e s .

The bankers  of  the United S ta t e s  sen t  th ree  spokesmen to  w e l ­

come the e s tab l i s h m en t  of IDA. Mr. John J .  McCloy, Chairman of the

Chase Manhattan Bank, Mr. James S. Saxon of the F i r s t  N a t iona l  Bank of

Chicago,  and Mr. Tom B. Coughran, Executive Vice P re s id e n t  of  the Bank 

of America, served to  r e p r e s e n t  the bankers as s t r o n g ly  in  suppor t  of 

United S ta t e s  p a r t i c i p a t i o n  in  IDA.

The American F ede ra t ion  of Labor-Congress of  I n d u s t r i a l  

Organ iza t ions  made a very  s t rong  case fo r  United S ta t e s  p a r t i c i p a t i o n  

in the I n t e r n a t i o n a l  Development A ssoc ia t ion .  The spokesman did have 

two r e s e r v a t io n s  about  the new A sso c ia t io n .  One was t h a t ,  in  tu rn ing  

IDA over to  the World Bank, the in f luence  of in d i v id u a l s  w i th  the t r a d i ­

t i o n a l  bankers '  p o in t  of  view might outweigh the views of those who 

recognize the need fo r  f l e x i b l e ,  nonbankable loans fo r  economic

^House Subcommittee No. 1 of the Committee on Banking and 
Currency,  Hearings on H. R. 11001, 1960, p. 102.
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development.^

The labor spokesman a l s o  ques t ioned  the s i z e  of the a p p r o p r i a ­

t i o n  fo r  IDA. The September, 1959 convention of the AFL-CIO had 

adopted a r e s o l u t i o n  which c a l l e d  upon Congress to a u th o r ize  e f f e c t i v e  

United S ta te s  f i n a n c i a l  suppor t  for  IDA. I t  did not  appear to the 

AFL-CIO r e p r e s e n t a t i v e  t h a t  a c o n t r i b u t i o n  of $320 m i l l i o n  c o n s t i t u t e d  

e f f e c t i v e  suppor t .  He expressed the hope t h a t  Congress would expand 

the resources  of IDA so t h a t  i t  would be assured  of  a t  l e a s t  $1 b i l l i o n  

a year .

We must recognize t h a t ,  un le ss  the more fo r tu n a t e ,  indus ­
t r i a l l y  advanced na t ions  of the f r e e  wor ld,  and e s p e c i a l l y  the 
United S t a t e s ,  which i s  s t i l l  by f a r  the r i c h e s t ,  a re  prepared  to 
make a v a i l a b l e  to  the l e ss  developed co u n t r i e s  economic a s s i s t a n c e  
on a s c a le  commensurate with  t h e i r  minimum needs,  they w i l l  r e l u c ­
t a n t l y ,  bu t  i n e v i t a b l y ,  tu rn  to  the Soviet  Union.

This i s  an important  reason  fo r  in c re as in g  the c a p i t a l i z a ­
t i o n  of  the I n t e r n a t i o n a l  Development A ssoc ia t ion  s u b s t a n t i a l l y  
above the p r e s e n t l y  contemplated l e v e l ,  but  i t  i s  by no means the 
only one .^

The Congress turned a deaf  ear  to  t h i s  p lea .

Other groups which endorsed United S ta te s  en t ry  in t o  the Associa­

t i o n  were the N ational  Council of  the Churches of Chr is t  in  the U. S. A.,  

the United C h r i s t i a n  Missionary S oc ie ty ,  and the Women's I n t e r n a t i o n a l  

League for  Peace and Freedom.

The Merchant Marine I n s t i t u t e  ques t ioned the a d v i s a b i l i t y  

of m u l t i l a t e r a l  fo re ign  aid because the United S ta te s  would not  be ab le

to r eq u i re  t h a t  goods be shipped in  American v e s s e l s .  The National

Foreign Trade Council passed r e s o l u t i o n s  a t  both i t s  1958 and 1959 

meetings which ques t ioned the need fo r  another in te r -governmenta l

l ib id . , p . 55 .

%I b i d . ,  p . 56.
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f i n a n c i a l  i n s t i t u t i o n .  The Council f e l t  t h a t  any necessary  aid  should 

be given on a b i l a t e r a l  b a s i s  and t h a t  such aid should not  be repayable 

in n o n -conver t ib le  funds.  However, by the time the b i l l  to e s t a b l i s h  

IDA came be fo re  the Congress,  the Council was r e co n c i led  to  IDA and did 

not  t e s t i f y  a g a i n s t  United S ta te s  membership. They did pub l i sh  a s t a t e ­

ment which ques t ioned  the loca l  currency  a s p ec t s  of  IDA and which r e ­

g r e t t e d  th e t  no r e fe re n c e  "as  made in  the a r t i c l e s  of agreement to  the 

need to prevent  any f in an c in g  which would be i n im ic a l  or i n j u r io u s  to  

p r iv a t e  e n t e r p r i s e . ^

Why was th e re  so l i t t l e  oppos i t ion  to  United S ta t e s  p a r t i c i p a ­

t io n  in IDA? Such p a r t i c i p a t i o n  w i l l  cos t  more than $300 m i l l i o n .  At 

the same time th a t  l e g i s l a t i o n  e s t a b l i s h i n g  IDA was s a i l i n g  through the 

Congress th e re  was very  b i t t e r  and determined opp o s i t io n  to sm al le r  sums 

contained in the b i l a t e r a l  aid program. Some persons  have suggested 

th a t  the Congress i s  u s u a l ly  e n t h u s i a s t i c  about any new a id  program.

A l l  proposals  for  r e - o r i e n t i n g  the fo re ig n  a id  program are  seen as pana­

ceas a t  t h e i r  f i r s t  i n t r o d u c t i o n .  Thus, the IDA merely s l ipped  through 

on i t s  newness as did the I n t e r -Amerlean  Development Bank and the De­

velopment Loan Fund a few years  e a r l i e r .  These people would expect  a 

good b i t  harder  f i g h t  on a d d i t i o n a l  funds fo r  IDA than was made over 

the o r i g i n a l  a u t h o r i z a t i o n .

Another i n t e r p r e t a t i o n  has a t t r i b u t e d  IDA's p o p u la r i ty  to  the 

in ten s iv e  p u b l i c i t y  campaign which Senator  Monroney waged throughout 

1958-1960. E d i t o r i a l s  favor ing  IDA appeared in  40 newspapers around the

^"Statement of  the National  Foreign Trade Council  Concerning 
U. S. P a r t i c i p a t i o n  in  the I n t e r n a t i o n a l  Development A ssoc ia t ion"  (New 
York: National  Foreign  Trade Council ,  1960), pp. 2-3 .  (Mimeographed.)



148

count ry  dur ing  t h i s  per iod .  All  the major newspapers ' in  the country 

c a r r i e d  ex tens ive  s t o r i e s  and a r t i c l e s  on IDA, many in  a f r i e n d l y  ve in .

C e r ta in ly  the f a c t  t h a t  IDA was to  be managed by the s t a f f  of 

the  World Bank had cons ide rab le  i n f l u e n c e .  Mr. Gene B la ck ' s  r e p u t a ­

t i o n  i s  q u i t e  phenomenal among United S t a t e s  lawmakers. They c r e d i t  

him with  a w iza rd ' s  touch when i t  comes to  managing a d i f f i c u l t  o p e ra t io n ,

Congressional  approval  fo r  United S ta t e s  p a r t i c i p a t i o n  came on 

June 30, 1960. An a p p ro p r ia t io n  of  $73 m i l l i o n  fo r  the f i r s t  i n s t a l l ­

ment of  the United S ta te s  on i t s  i n i t i a l  s u b s c r i p t i o n  was approved on 

J u ly  14, 1960 and on August 9, 1960, the United S ta te s  depos i t ed  i t s  

ins trument of acceptance with  the I n t e r n a t i o n a l  Bank, The A r t i c l e s  of 

Agreement had sp e c i f i e d  t h a t  the Agreement would en t e r  i n t o  force  when 

i t  had been signed on beha l f  of governments whose s u b s c r ip t i o n s  t o t a l e d  

no t  l e s s  than $650 m i l l i o n .  This p o in t  was reached on September 24,

1960 and the I n t e r n a t i o n a l  Development A sso c ia t io n  became a r e a l i t y .  

Operat ions of the A ssoc ia t ion  were begun on November 8 , 1960 when the 

Executive D irec to rs  held t h e i r  inaugu ra l  meeting.



CHAPTER VII I  

FUNDAMENTAL POLICY DECISIONS 

Bas ic Philosophy Underlying P o l i c i e s

The F i r s t  P re s id en t  of the  A ssoc ia t ion ,  Mr. Eugene Black, has 

stamped the A ssoc ia t ion  w i th  h i s  b a s i c  views on the development p ro ces s .  

His views under lay  the b a s i c  p o l i cy  dec i s ions  made dur ing  the f i r s t  two 

years  IDA was in  ope ra t io n  and these  views have been expressed  on many 

occasions (see Chapter  I I ) . He b e l i e v e s  t h a t  economic development can­

not  be based on expediency.

P o l i t i c a l  p ro c e s s e s ,  of  course,  a re  the essence of  demo­
c r a t i c  governments; and i t  i s  t r u e  t h a t  in  a democra t ic  s o c ie ty  
i t  i s  o f t e n  d i f f i c u l t  fo r  a government to  take the long-term view. 
Yet development i s  a long- term p ro ces s .  I t  cannot be c a r r i e d  out 
s p o ra d i c a l l y ;  i t  must be approached as a ma t te r  of  broad and con­
t in u in g  pub lic  i n t e r e s t - - n o t  a means of  promoting the i n t e r e s t s  
of  a p a r t i c u l a r  a rea  of  the count ry ,  not a means of  winning votes 
in  a c r i t i c a l  e l e c t o r a l  d i s t r i c t ,  not  a means of  s a t i s f y i n g  the 
ego of p o l i t i c a l  sponsors .

The more developed n a t io n s ,  too,  need to remind themselves 
c o n t in u a l ly  t h a t  i n t e r n a t i o n a l  a id  for  development ought not  to  be 
based on expediency.  To be r e a l l y  e f f e c t i v e ,  they should no t  r e ­
l a t e  t h e i r  e f f o r t s  to  fever  c h a r t s  of  i n t e r n a t i o n a l  t e n s io n ,  but 
r a th e r  to  the fundamental  cond i t ions  of  which the fever  may be only 
a long-delayed symptom. 1

For a man whose job has been to  a l l o c a t e  c a p i t a l .  Black has a s u r p r i s i n g

a t t i t u d e  toward the r o l e  of c a p i t a l  in economic development.

Let me say th a t  in my opin ion  too much emphasis i s  o f ten  placed on

1Summary Proceedings of  the 1951 Meeting of  the Board of  Gover­
nors of the I n t e r n a t i o n a l  Bank . . . ,  p. 8 .
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c a p i t a l ,  p a r t i c u l a r l y  fo re ign  c a p i t a l ,  as  the prime in g red ien t  of 
development.

The s o c i a l  i n s t i t u t i o n s  of the coun t ry ,  the d i s t r i b u t i o n  of 
w ea l th  and oppo r tun i ty  among the peop le ,  the e f f e c t iv e n e s s  of the 
e d u c a t io n a l  e f f o r t ,  the energy and competence of government admini ­
s t r a t i o n ,  and the  ch a ra c te r  of  the p o l i c i e s  governing the use of  the 
c o u n t ry ' s  r e s o u r c e s - - th e s e  are a l l  f a c t o r s  which bear qu i t e  as d i ­
r e c t l y  as f o r e ig n  c a p i t a l  on the r a t e  of  development.^

Black argues t h a t  q u a l i t y  i s  more impor tant  than q u a n t i ty  in 

economic a i d .

Even the  most e n t h u s i a s t i c  suppo r te r s  of economic aid  recognize t h a t  
the o u t s id e  world cannot provide more than a small  margin of the 
r e s o u rces  needed;  the r e a l l y  c r u c i a l  economic and human resources  
must come from w i th i n .  Therefore ,  i t  i s  only r e a l i s t i c ,  we th in k ,  
to  use economic a id  p r im ar i ly  to  promote proper  s tandards  in the a r t  
of managing a c o u n t ry ' s  r e sources .

The s t a f f  i s  fond of reminding the underdeveloped co u n t r i e s  t h a t  many

c o u n t r i e s  developed w i thou t  huge inflows of e x t e r n a l  c a p i t a l .

We have become so accustomed t o  a s s o c i a t e  development with  
economic and f i n a n c i a l  aid from abroad ,  t h a t  we sometimes tend to 
f o r g e t  t h a t  economic growth and i n d u s t r i a l i z a t i o n  have taken p lace  
in  s e v e r a l  p a r t s  of the world w i thou t  impor tant  inflow of c a p i t a l .  
The European c o u n t r i e s  are the ou ts ta n d in g  example, a l though,  of 
cou rse ,  freedom of movements of c a p i t a l  was the r u l e  in the XlXth 
c en tu ry .  The same i s  t rue  of Japan be fo re  World War I ;  i t s  r e ­
markable development was based on i n t e r n a l  s av ings .  More r e c e n t l y ,  
the S ov ie t  Union has achieved both  r e c o n s t r u c t i o n  and development 
w i thou t  f o r e ig n  a s s i s t a n c e  bu t  a t  a tremendous co s t  in  terms of 
s tandard  of  l i v i n g . 3

Black eschews,  as f a r  as e f f i c i e n c y  p e rm i t s ,  the ide o lo g ic a l  

a spec t s  of development.

In the World Bank we con ce n t ra te  on economic development as 
i f  i t s  only end were higher comsumption and g r e a t e r  comfort .  We t ry

l l b i d .

^Eugene R. Black,  "The Age of Economic Development," The 
Economic J o u r n a l . LXX (June,  1960), 269.

^Leonard R i s t ,  " I n t e r n a t i o n a l  Cooperat ion  in Development A id ,"  
Address to  the Four th  S E A N Z A Meeting,  p. 2.
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to remove the t a i n t  of ideology from the language o f  economics 
and then r e l a t e  t h a t  language s o l e l y  to the end of promoting h igher  
m a t e r i a l  l i v i n g  s t a n d a r d s . 1

Black r e j e c t s  the simple exp lana t ions  for  underdevelopment and

the t h e o r i e s  of  growth which focus on one cure .  He argues t h a t  i t  i s

not  j u s t  a lack of c a p i t a l  per  se ,  of savings  per  s e ,  of  educa t ion  per

se ,  or of e n t re p re n e u r s h ip  per  se which s tands  in  the way of growth.

I t  i s  more u s e f u l .  I th ink ,  to cons ider  the problem in terms o f  how 
to achieve  the  kinds of dec i s ions  which are  needed to  make more of 
the p o t e n t i a l  fo r  growth. For as the re  i s  a g r e a t e r  awareness of 
the p o s s i b i l i t i e s  fo r  growth in  s o c i e t y ,  many of the t r a d i t i o n a l  
o b s ta c l e s  appear much less  fo rmidable .^

None of B la ck ' s  c r i t i c s  has a t tacked  him because the A ssoc ia ­

t ion  has done too much. A number have claimed t h a t  i t  did much too 

l i t t l e .  His answer fol lows:

I f  the meaning i s  t h a t  we should s u b s t i t u t e  our h e a r t s  for  our 
heads in  in v e s t i n g  IDA r e s o u rc e s ,  I  could not  d i sag ree  more com­
p l e t e l y .  For the one lesson of exper ience t h a t  more than any 
other  has been borne home to  me over the years  i s  t h a t  the s u r e s t  
way of d e f e a t in g  our u l t im a te  development o b je c t iv e  i s  to  use c a r e ­
l e s s l y  or i n e f f e c t i v e l y  the scarce  r e sou rces  which have been en ­
t r u s t e d  to  us .  . . . That i s  why we have i n s i s t e d ,  and w i l l  con­
t inue  to  i n s i s t ,  on the same high s tandards  of investment for  
p r o j e c t s  f inanced  with  IDA funds as fo r  those f inanced  wi th  Bank 
r e sources  .3

Black does no t  deny the c o n s id e ra t io n  which should be given to 

human s u f f e r i n g .  He i s  c e r t a i n l y  aware of  the p o l i t i c a l  p re s s u re s  upon 

the governments of  the developing c o u n t r i e s .  And he urges th a t  economic 

aid  can be dispensed  s e n s ib ly ,  s t i l l  ta k ing  these  c o n s id e ra t io n s  in to  

a cc o u n t .

^Black,  "The Age of Economic Development," p. 269.

^Black,  The Diplomacy of  Economic Development, p. 27.
g
-̂ Summary Proceedings of the 1961 Meeting of  the Board of Gover­

nors of the  I n t e r n a t i o n a l  Bank for  Recons t ruc t ion  and Development 
(Washington: IBRD, 1961), pp. 14-15.
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The claims of pover ty  appear so compell ing t h a t  the o u t s id e r  i s  
tempted to  conclude t h a t  a l l  argument over the n i c e t i e s  of 
e q u a l i t y ,  or of r e g i o n a l  " f a i r n e s s "  or of n a t i o n a l  p r e s t i g e  i s  
r e a l l y  too  much of a luxury to be t o l e r a t e d .  But such an a t t i ­
tude does l e s s  than j u s t i c e  to  the governments of these  c o u n t r i e s ;  
the p o l i t i c a l  problems they face a re  e x c r u c i a t i n g ly  d i f f i c u l t ;  
they are  the primary  agents  of change in  s o c i e t i e s  undergoing 
a wholesa le  t r a n s fo rm a t io n  to  p repare  fo r  modern economic l i f e .
In Western s o c i e t i e s  the  primary agents  of change in  the e a r l y  
s t a g e s  of  development were the e n t r e p re n e u r s ;  governments could 
then confine themselves to  r u l i n g —to  m a in ta in in g  law and order .  
Now governments in  the underdeveloped world a r e  ta k ing  most of  
the  development i n i t i a t i v e s  themselves ; e i t h e r  because there  
i s  no e n t r e p r e n e u r i a l  c l a s s  of any s i g n i f i c a n c e  or because only 
the Government can r a i s e  the necessa ry  c a p i t a l .  They have to 
lead as w e l l  as r u l e .  To help these  governments perform t h e i r  
necessa ry  development func t ions  w i thou t  g e n e ra t in g  ex t ravagan t  
forms of p o l i t i c a l  i n j u s t i c e  and c r u e l t y  i s  r e a l l y  the major 
o b j e c t iv e  of economic a i d . l

Some Ear ly  P o l i c i e s

With B la c k ' s  phi losophy forming the foundation  for  d e c i s io n s ,  

what fundamental  p o l i c i e s  did the A ssoc ia t ion  choose? As to the terms 

of f in a n c in g ,  i t  was decided th a t  IDA would no t  make loans repayable 

in l o c a l  cu rrency .  On t h i s  po in t  th e re  was g en e ra l  concensus among the 

Executive D i r e c t o r s ,  and the s t a f f  was opposed t o  lo c a l  currency loans.

The terms t h a t  have been adopted fo r  a l l  "development c r e d i t s "  

extended to  da te  have been i d e n t i c a l .  The c r e d i t s  must be repa id  in 

fo re ig n  exchange.  They have a d u ra t ion  of 50 y e a r s ,  am or t iza t ion  is  

to  beg in  a f t e r  a 10 year  grace pe r iod ;  t h e r e a f t e r ,  1 per  cent  of the 

p r i n c i p a l  i s  repayab le  annua l ly  fo r  10 years  and 3 per  cent  i s  r e ­

payable annual ly  fo r  the nex t  30 y e a r s .  A s e r v i c e  charge of 3/4 of 1 

per  cent  per  annum on the amounts withdrawn and ou ts tand ing  i s  charged 

to  pay I d a ' s  a d m in i s t r a t i v e  c o s t s .

The second Annual Report of  the A ss o c ia t io n  d i l a t e d  these

^Black, "The Age of Economic Development," p. 271.
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c o n d i t io n s .  The s t a f f  d id  not  intend th a t  these  concess ionary  terms 

should r e s u l t  i n  the ex tens ion  of f i n a n c i a l  s u b s i d i e s  to the  a c t u a l  

p r o j e c t s  on which IDA funds were employed. So, in the  case of revenue- 

producing p r o j e c t s ,  IDA r e q u i r e s  t h a t  the c r e d i t  be inves ted  on a normal 

b u s i n e s s - l i k e  b a s i s  and t h a t  the p r i c e  of the goods or  s e rv ic e s  p ro ­

duced by the p r o j e c t  be f ixed  a t  leve ls  which w i l l  make the p ro j e c t  

r em une ra t ive . ^

I f  IDA should lend s o f t  money for  a p r o j e c t  w i th  a high r a t e  of 

r e t u r n  in s id e  the c o u n t ry - - th e n  IDA would be s u b s id iz in g  the borrower 

v i s - à - v i s  h i s  com pe t i to r s ,  which was no p a r t  of IDA's purpose .  So, the 

po l i cy  has been th a t  IDA c r e d i t s  for  commercial p r o j e c t s  a re  passed on 

to  the* government and from the government to  the u l t im a te  borrower a t  

r a t e s  of  i n t e r e s t  comparable to  the r a t e s  p r e v a i l i n g  w i th i n  the coun­

t r y .  An a t tempt  i s  made no t  to  d i s t o r t  the i n t e r e s t  r a t e  s t r u c t u r e  of 

the country .  An example of  t h i s  po l i cy  i s  the $5 m i l l i o n  c r e d i t  to  the 

China Development Corpora t ion which was passed through the hands of the 

Republic of China.  The Corpora t ion  i s  paying 12 per  cen t  i n t e r e s t  to 

the Chinese Government and the d u ra t ion  i s  30 y e a r s .  The reason for  

t h i s  po l i cy  i s  c l e a r .  Subs id iz ing  revenue-producing a c t i v i t i e s  would 

be very bad p o l i t i c s  in  the f i r s t  p la ce .  I t  would be i n e q u i t a b l e  as 

between borrowers.  And i t  could lead to  a poor a l l o c a t i o n  of  resources .  

Of course ,  one r e s u l t  o f  the  po l i cy  i s  t h a t  the government concerned 

makes a p r o f i t  from i t s  "on- lending"  of IDA funds .  This technique i s  

an innova tion  in  i n t e r n a t i o n a l  lending.  P rev ious ly  the terms of aid 

have been r e l a t e d  to  the  p r o j e c t  concerned r a t h e r  than to  the

^Annual Report of  the I n t e r n a t i o n a l  Development A ssoc ia t ion  
1961-62 (Washington: IDA, 1962), p. 6
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ci rcumstances  of the  r e c i p i e n t  country .  IDA i s  paying a t t e n t i o n  to 

bo th .

The F i r s t  Annual Report c a r r i e d  the announcenent t h a t  IDA had 

no p o l i cy  of  a l l o c a t i n g  i t s  funds in advance.  However, i t  was pointed  

out t h a t  an e f f o r t  was being made to a ssu re  wide geographic d i s t r i b u ­

t i o n ,  tak ing  account  of the p r i o r i t y  which should be given to  the 

poorer  c o u n t r i e s .  I t  was poin ted out t h a t  i t  would be necessary  to 

impose l i m i t s  on c r e d i t s  to some c o u n t r i e s  which could absorb a l l  the 

money very q u i c k ly .^  Quite obviously the r e p o r t  was r e f e r r i n g  to India  

and P ak is ta n .

Very e a r l y  a s i g n i f i c a n t  po l i cy  ques t ion  had to  be decided along 

t h i s  l i n e .  What would be the c r i t e r i o n  of e l i g i b i l i t y  for  IDA c r e d i t s ?  

Would i t  be based on the type of p r o j e c t  or the con d i t io n  of the b o r ­

rowing country? I t  was decided to  base dec i s ions  on IDA co u n t r i e s  r a t h e r  

than IDA p r o j e c t s .  Mr. B lack 's  speech to  the 1961 meeting of the Board 

of Governors made i t  c l e a r  th a t  the same s tandards  are  appl ied  to p ro ­

j e c t s  by both  the Bank and IDA, al though IDA does f inance  some p r o j e c t s  

of a more s o c i a l  n a tu re  than the Bank, e .g .  s choo ls ,  housing.

There was an ea r ly  proposa l  t h a t  s o f t  loans be made fo r  some 

p r o j e c t s ,  where r e t u r n s  were slower in  acc ru ing ,  even though they were 

loca ted  in  c o u n t r i e s  t h a t  were c red i tw or thy .  In a d d i t i o n ,  c r e d i t s  could 

be extended for  q u ic k - r e tu rn  p r o j e c t s  in non-cred i tw or thy  c o u n t r i e s .

In p r a c t i c e ,  t h i s  would mean two types of  o p e ra t io n s .  IDA would f inance 

educa t ion ,  urban wate r  supply,  housing p r o j e c t s ,  e t c .  in  co u n t r i e s  th a t  

could borrow from the Bank. And, IDA would make c r e d i t s  a v a i l a b l e  for

^F i r s t  Annual Report of  the I n t e r n a t i o n a l  Development Associa­
t i o n  1960-1961 (Washington: IDA, 1961), pp. 4-5.
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roads ,  h y d r o e l e c t r i c  p l a n t s ,  and i r r i g a t i o n  p r o j e c t s  in co u n t r i e s  t h a t  

had d i f f i c u l t y  o b ta in in g  i n t e r n a t i o n a l  c r e d i t .

This d i s c u s s io n  was reso lved  in  favor  of  IDA-countr ies . The 

Associa t ion  only lends to  co u n t r i e s  which a re  not  c red i tworthy  or a re  

exhaust ing t h e i r  remaining margin of c r e d i tw o r th in e s s ,  and the Bank 

i t s e l f  i s  moving in to  some p r o j e c t s  w i th  slow payback in coun t r i e s  

which are c red i tw or thy .  The s t a f f  i s  the a r b i t e r  on what co u n t r i e s  

get  what terms. The s t a f f  decides whether the loan should be made 

from the Bank, from IDA or not a t  a l l .  Three c r i t e r i a  have been e s t a b ­

l i shed  for  determin ing  i f  a country i s  e l i g i b l e  fo r  c r e d i t s  from the 

I n t e r n a t i o n a l  Development A ssoc ia t ion .

The Cred i tw or th iness  C r i t e r i o n  

F i r s t ,  a country must be near the end of i t s  rope so f a r  as  

c red i tw or th iness  i s  concerned. Within t h i s  ca tegory  the re  a re  two 

types of c o u n t r i e s .  The f i r s t  group are  those co u n t r i e s  whose fo re ign  

exchange s i t u a t i o n  i s  such th a t  the s t a f f  th inks  t h a t  f u r th e r  hard loans 

involve a s u b s t a n t i a l  r i s k  of d e f a u l t .  The second group c o n s i s t s  of 

those whose burden of  fo re ign  debt  s e rv ice  i s  so high t h a t ,  while they 

can borrox-7 on conven t iona l  terms some of the e x t e r n a l  c a p i t a l  which 

they requ i re  to  ca r ry  out t h e i r  p r i o r i t y  programs, they cannot p ruden t ly  

borrow the whole of i t .  In these  ci rcumstances  the World Bank and IDA 

may combine fo rces  and t h i s  i s ,  in  f a c t ,  what has happened in  In d ia ,  

Chi le ,  Sudan and Columbia.^ Decis ions  on c re d i tw o r th in e s s  or the blend 

of loans and c r e d i t s  a re  based e s s e n t i a l l y  on judgment. Rat ios  of  debt  

s e rv ice  to  ex p o r t s ,  or of debt  s e rv ice  to  l o c a l  budgetary r e c e i p t s  or

pp. 5-6.
^IBRD Board of Governors P ress  Release No. 4 ,  September 19,1961,
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gross  n a t i o n a l  product  cannot be used as r i g i d  c r i t e r i a . ^

Since the A s s o c i a t i o n ' s  funds a re  for  c o u n t r i e s  with  a balance  

of payments d i f f i c u l t y ,  i t  becomes necessary  to  draw up a balance  of 

payments e s t im a te  fo r  f u tu r e  y ea r s .  I f  minus items cannot  be o f f s e t  

by p lus  i t ems,  then the country must e i t h e r  d e f a u l t  or reduce imports 

to a l e v e l  which would s e r io u s ly  a f f e c t  the c o n t in u i t y  of  the develop­

ment p r o c e s s . Although the A ssoc ia t ion  must have a view of the fu tu r e  

balance of payments of i t s  customers,  the ba lance  of payments r e a l l y  

depends upon two i tems under the c o n t ro l  of o the r  lenders .  F i r s t ,  

how much are  o the r  lenders  l i k e l y  to  lend in  the years  ahead? And, 

secondly,  what debt  s e rv ice  l i a b i l i t y  has accrued because of loans 

these  i n s t i t u t i o n s  have a l ready  made? There a re  g re a t  dangers in  p ro ­

j e c t i n g  ba lance of  payments s i t u a t i o n s  10 yea rs  ahead fo r  t h i s  depends 

upon what assumptions a re  made about  debt  s e r v i c e  l i a b i l i t i e s  the 

country w i l l  have acqu i red  during the per iod  and on what terms such 

l i a b i l i t i e s  a re  in c u r re d .  I t  i s  necessary  to t r y  to p r e d i c t  what o the r  

s o f t  loan money i s  going to  be made a v a i l a b l e  and whether the i n d u s t r i a l  

n a t io n s  w i l l  keep t h e i r  p resen t  b i l a t e r a l  programs g o ing .%

There i s  an assumption under ly ing  the need for  IDA t h a t  the 

underdeveloped c o u n t r i e s  a re  going to  cont inue  to  get  c a p i t a l  mainly 

on conven t ional  terms.  I t  i s ,  t h e r e f o r e ,  r e l e v a n t  for  IDA po l i cy  to 

cons ider  what everyone e l s e  i s  going to be doing.  There i s  the prospec t  

of  the underdeveloped co u n t r i e s  r e c e iv in g  a l l  s o r t s  of  resources  from 

a l l  s o r t s  ot  sou rces .  What i t  b o i l s  down to  i s  t h a t  IDA policy-makers

l ib i d .
2

In te rv iew  w i th  Mr. J .  P. Hayes, Economic S t a f f ,  IBRD, January
21, 1963.
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must guess the o the r  chap ' s  i n t e n t i o n . ^

Despite  these  com plex i t i e s ,  i t  has been decided t h a t  exhaus­

t i o n  or n ea r -ex h a u s t io n  of c r e d i tw o r th in e s s  i s  a necessary  con d i t io n  

b e fo re  IDA money can be ob ta ined .  But,  t h i s  ought not  be enough. 

Exhaus tion  of  c red i tw o r th in e s s  could be due to  improvident  p o l i c i e s  

and IDA was not  e s t a b l i s h e d  to reward the improvident .

The Performance C r i t e r i o n

So, a second c r i t e r i o n  was e s t a b l i s h e d - - t h a t  some element of

good performance in  the country should be p o s tu l a t e d .

A necessa ry  c o n d i t io n  in a l l  cases  i s  evidence t h a t  the borrowing 
government i s  making a r e a l  e f f o r t  to mobi l ize i t s  own resources  
and to  gear i t s  f i n a n c i a l  p o l i c i e s  to  development . . . IDA i s  
prepared  to  a s s i s t  . . . when the government can show a d e f i n i t e  
w i l l  to  mobi l ize domestic re sources  and to  avoid i n f l a t i o n a r y  
p o l i c i e s . 2

Good performance i s  a very appea l ing  c r i t e r i o n  but  i t  i s  a l s o  

an ambiguous term which i s  d i f f i c u l t  t o  q u a n t i fy .  I t  has been suggested 

t h a t  good performance could be measured in  terms of the r a t e  of  growth 

of a count ry  m u l t i p l i e d  by the p ro p o r t io n  of  investment which had been 

f inanced  dom e s t ica l ly .  This would r e f l e c t  the incremental  c a p i t a l  o u t ­

put  r a t i o s  (IGOR) of the co u n t r i e s  concerned as fol lows:

_ Average savings r a t e  (ASR)
Average growth r a t e  (AGR)

AGR = M E -  
IGOR

But,  the incrementa l  c a p i t a l  ou tput  r a t i o  r e f l e c t s  a c o u n t ry ' s  r e source  

endowment, p r i c e  s t r u c t u r e ,  e t c .  This r a t i o  a l s o  r e f l e c t s  previous

I f b i d .
2

IBRD Board of Governors P ress  Release No. 4 , September 19,
1961, pp. 5-6.
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investment inflows and would th e re fo re  pen a l i z e  a country w i th  heavy 

p r io r  inves tment ,  i f  one assumed d im in ish ing  r e tu r n s  to investment.  I f  

one assumed complementari ty of  investment  and in c re as in g  r e tu r n s  — then 

i t  might give b e n e f i t  to  the r e l a t i v e  newcomer. Such c a l c u l a t i o n s  i l ­

l u s t r a t e  the d i f f i c u l t y  of  o b j e c t i v e ly  measuring performance.

Some people s t r e s s  the c o u n t ry ' s  marg inal  savings r a t e  in 

e v a lu a t in g  performance- I t  Is  argued t h a t ,  i f  a s e r ious  e f f o r t  a t  

development i s  being  made, the country  w i l l  achieve a r e l a t i v e l y  high 

marginal  sav ings  r a t e .  I t  has been hard  to e s t a b l i s h  any s tandards  he re ,  

though.  There seems to  be no c o r r e l a t i o n  between average or marginal  

savings r a t e s  and per c a p i t a  income l e v e l s - - a n d  th e re  i s  no norm for 

any income l e v e l .  This may be because i t  has not  been approached in a 

s u f f i c i e n t l y  s o p h i s t i c a t e d  way as y e t . ^

Another p o s s ib le  q u a n t i t a t i v e  measure o f  performance has been 

the t a x a t io n  performance of  the underdeveloped c o u n t r i e s .  How much of 

the n a t i o n a l  income has the government been ab le  to c o l l e c t  in  the  form 

of taxes fo r  investment purposes? However, the re  i s  a low c o r r e l a t i o n  

between gross  n a t i o n a l  products  and tax  l e v e l s ,  a l s o .  When expo r t s  and 

imports  as  a percentage  of gross n a t i o n a l  product  are added to  a mul­

t i p l e  c o r r e l a t i o n  a n a l y s i s ,  the f i t  i s  much b e t t e r .  The im p l ic a t io n  i s  

t h a t  c o u n t r i e s  w i th  a high le v e l  of expor ts  and imports can tax them 

e a s i l y .2

Pre- inves tm ent  s tu d ie s  of c o u n t r i e s  a r e ,  except in  r a r e  cases ,  

based on in v e s t i g a t i o n s  on the s p o t ,  because experience shows th a t

1In te rv iew  with  Mr. J .  P. Hayes, January 21, 1963.

Z jb id .



159

the scan t  and inadequate publi shed  da ta  can only be supplemented 
in the f i e l d  and th a t  some judgment of  the Imponderables bea r ing  
on development can only be acqui red  through persona l  knowledge of 
the government and the %fay I t  o p e ra t e s ,  of  bus iness  e n t e r p r i s e  and 
of  the farming c l a s s e s . 1

These s tu d ie s  of c o u n t r i e s  seek to  analyze the e x i s t i n g  s t r u c ­

tu re  of the economy, the s t r u c t u r a l  changes t h a t  a re  tak ing  p la ce  and 

the f a c t o r s  t h a t  are i n h i b i t i n g  or a c c e l e r a t i n g  growth. Analys is  is  

made of the magnitude of investment,  s av ings ,  expor ts  and im por ts ,  and 

e x t e rn a l  sources  of c a p i t a l .  The s t a f f  t r i e s  to  a r r i v e  a t  some ju d g ­

ment as to the r a t i o n a l i t y  of po l i cy  and the e f f i c i e n c y  and speed with  

which c a p i t a l  investment takes  p l a c e .  In a l l  these assessments ,  l i m i t a ­

t ions  of da ta  a re  s e r io u s .  N a t iona l  accounts da ta  may be wholly lack ing .  

Informat ion  on savings are l i k e l y  to  be very u n r e l i a b l e . ^

C e r t a in ly  many of the th ings  which we in  the Bank have for  many 
years  emphasized both in a n a l y s i s  and p r a c t i c e  bears  on the im­
portance of "human re sou rces"  r e l a t i v e  to  c a p i t a l .  I t  i s  r e ­
f l e c t e d  in  the a t t e n t i o n  given to  i n s t i t u t i o n a l  b o t t l e n e c k s ;  to  
the ex i s t ence  or adequacy of i n i t i a t i v e  and e n t e r p r i s e  both  in 
the p r i v a t e  and public  s e c t o r ;  to the q u a l i t y  and o rg an iz a t io n  of 
the c i v i l  se rv ice  and the decision-making process  of  the govern­
ment; to  the degree to  which a sense of  purpose or an a i r  of  buoyancy 
pervades the country.^

Given the d i f f i c u l t y  of q u an t i fy ing  good performance,  the s t a f f  i s  d r iven  

to  a l l  kinds of  non -q u an t i f iab le  a s p e c t s .  I t  i s  d i f f i c u l t  to s e t  u n i ­

form s tan d a rd s .  D i f f e re n t  c o u n t r i e s  r e q u i r e  d i f f e r e n t  norms. The newly 

independent na t ions  cannot be expected to  meet the same performance 

s tandards  requ i red  for  an o lder  coun t ry .  This c a l l s  for  judgment as to

Ijohn C. de Wilde, "Research in  the I n t e r n a t i o n a l  Bank fo r  
R econs t ruc t ion  and Development," a paper p resen ted  to  the Annual Meet­
ing of  the American Economics A s s o c ia t io n ,  December 29, 1962 (Washing­
ton:  IBRD, 1962), p. 6 . (Mimeographed.)

2 l b i d . ,  pp. 6 - 8 .

^ I b i d . ,  pp. 8-9,
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which s tandards  to  apply .

In e v a l u a t i n g  performances ,  a ques t ion  a ro s e .  To what ex ten t  

should t h i s  r e f l e c t  good performance up to  the p r e s e n t  and to what 

ex t e n t  should i t  r e s t  on opinion or hope t h a t  performance i s  going to  

be good in  the fu tu r e ?  In some cases ,  performance has been poor in 

the p a s t ,  bu t  IDA money might be used to  encourage b e t t e r  performance 

in the fu tu r e  (see Chapter  X) .

IDA uses i t s  funds to  e x e r t  p res su re  on c o u n t r i e s  to fol low 

orthodox f i n a n c i a l  p o l i c i e s .  There has ,  however, been a no tab le  lack 

of  success  throughout  South America. As P r e s id e n t  Black observed in 

1961,

The p e r s i s t e n t  i n a b i l i t y  of most South American govern­
ments to manage t h e i r  economies w ise ly  in  r e c e n t  years  i s  e a s i l y  
the most d i scou rag ing  f a c t  about the c o n t in e n t .  . . . When as in 
B r a z i l  and Chile  r e c e n t l y ,  the genera l  p r i c e  l e v e l  r i s e s  more 
than 80% in  a given y e a r ,  i t  i s  no t  j u s t  a m a t te r  of  one mis­
guided p o l i c y ;  th e re  i s  obviously something fundamenta l ly wrong. 
There i s  obviously  something fundamental ly wrong, to o ,  when . . . 
tax evas ion  becomes so commonplace t h a t  in  many c o u n t r i e s  i t  
amounts to  50% of income tax a s se s sm en ts . ^

What can be done in  such ci rcumstances? Mr. Black admits  t h a t  

" the re  i s  l i t t l e  t h a t  o u t s i d e r s  can do about the se  shortcomings o ther  

than to  wi thhold suppor t  u n t i l  t o l e r a b l e  c ond i t ions  e x i s t .  I  cons ider  

t h a t  the major reason  fo r  the World Bank's  e x i s t e n c e  i s  to under l ine  

the kind of  o r d e r l i n e s s  in government t h a t  i s  a b s o lu t e ly  e s s e n t i a l  

anywhere t h a t  economic growth i s  d e s i r e d . H e  i s  no t  unduly o p t i ­

m i s t i c  about success  in  b r in g in g  t h i s  c o nd i t ion  about .  "No o u ts ide r  

can fo rce  o rd e r ly  government on South America. The problem i s  one t h a t

^Eugene R. Black,  Tales of Two Continen ts  (U n ivers i ty  of Georgia 
Ferdinand Phinizy L ec tu res ,  1961), p. 33.

^ I b i d . . pp. 33-34.
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South America must so lve  fo r  i t s e l f . " ^  Andrew Shonf ie ld  has warned

a g a i n s t  an over-emphasis  on performance c r i t e r i a  in  a d m in is te r in g  a id .

While the re  i s  a  shor tage  of funds fo r  t h i s  purpose ,  i t  i s  e s s e n ­
t i a l  t h a t  the o p e ra t io n  s h a l l  be conducted w i th  the minimum of 
was te ,  and the c r i t e r i o n  to be app l ied  in  choosing c o u n t r i e s  worth 
i n v e s t i n g  in  i s  t h a t  the " y ie ld "  on the c a p i t a l  put  i n t o  them is  
no t  markedly below the s tandards  s e t  in  c o u n t r i e s  which axe a l ready 
deve loped- - the  y i e l d  being  measured in  terms of  the e x t r a  output  
which the investment produces,  no t  the p r o f i t  from i t .  A l l  the 
same, while  the main stream of economic a id  must be guided by these 
b u s i n e s s l i k e  c r i t e r i a ,  i t  i s  to be hoped t h a t  we do no t  become so 
ex c l u s i v e ly  oDsessed wich the problem of economic growth th a t  
f o rg e t  about  the  o rd inary  demands of  c h a r i t y  a l t o g e t h e r .  Poor 
people have to  be he lped ,  even i f  they r e fu s e  to  grow.^

The c o u n t r i e s  t h a t  have been cons idered to  meet the performance

c r i t e r i o n  a re  shown in  Table 8 .

The Poverty C r i t e r i o n  

The t h i r d  c r i t e r i o n  i s  poverty .  The A r t i c l e s  s t a t e  t h a t  IDA 

w i l l  "provide f in a n c in g  to f u r th e r  development in  the less -developed  

a reas  of  the world inc luded w i th in  the A s s o c i a t i o n ' s  membership."

Did the d r a f t e r s  in tend  t h i s  to  mean loans only to  the poorer  of the 

P a r t  I I  c o u n t r i e s - - o r  to  any P a r t  I I  country? The s t a f f  i n t e r p r e t s  i t  

to mean th a t  loans w i l l  only be made to the poorer  P a r t  I I  c o u n t r i e s ,  

because i t  i s  argued th a t  IDA prov ides  cheap money--tax money from the 

taxpayers of the r i c h  c o u n t r i e s .  And, one cannot j u s t i f y  tak ing  money 

from taxpayers  to  give s u bs id ie s  to  r i c h  or even r e l a t i v e l y  r i c h  coun­

t r i e s .  So, the r i c h e r  P a r t  I I  c o u n t r i e s - - I c e l a n d , I r e l a n d ,  I s r a e l - -  

have,  for  a l l  p r a c t i c a l  purposes ,  been d i s q u a l i f i e d  from borrowing from 

IDA. The e s t im a te s  of  per  c a p i t a  income, used by IDA, fo r  the coun t r ie s  

th a t  have r ece ived  c r e d i t s  are shown in Table 9.

^I b i d . , p. 34.

^S honfie ld ,  pp. 84-85.



TABLE 8 . —In tern ation a l Developnent A ssocia tion  c r e d its  granted th r o n g  Septemlier 30 , 1962
(m illio n s  o f  U. S. d o lla r s )

Member in  Whose 
T e r r ito r ie s  Development 
C redits Have Been Made

Program or P roject
Date o f  Development 
C redit Agreement

O riginal
P rin cip a l
Amount

CHILE Road C onstruction June 2 8 ,  1961 $1 9 .0

CHINA Harbor Dredging 
Ground Water Development 
Munie ip>al Water Supply 
Development o f  P rivate  

Industry

August 3 0 > 1961 
August 30 ,  1961 
September 6 , 1961

December 1 , 1961

2 .2
3 .7
k.k

... f -0  
1 5 .3 o\to

COLOMBIA Road P roject August 2 6 ,  1961 1 9 .5

COSTA RICA Road C onstruction and
Maintenance October I 3 , 1961 5-5

HONDURAS Western Highvay improvement May 1 2 , I 961 9 .0

INDIA Highway C onstruction and
Improvement June 2 1 , 1961 6 0 .0

Tubewell Ir r ig a tio n September 6 ,  196I 6 .0
S hetrunji Ir r ig a tio n  P roject November 2 2 , 1961 4 .5
Salandi Ir r ig a tio n  P roject November 2 2 , 1961 8 .0



TABLE 8 - -C ontinued

Member in  Whose D ate  o f  D evelopm ent O r ig in a l
T e r r i t o r ie s  D evelopm ent Program o r  P r o je c t C r e d i t  Agreem ent P r in c ip a l
C r e d its  Have Been Made Amount

Punjab F lo o d  P r o t e c t io n  and •
D rainage November 22 ,  I961 1 0 .0

Durgapur Power E x te n s io n F e b ru a ry  l 4  ̂ 1962 1 8 .5
Sone I r r ig a t io n  P r o je c t Ju n e  2 9 , 1962 1 5 .0
P um a I r r ig a t io n  P r o je c t J u ly  1 8 , 1962 1 3 .0
Second Koyna Power P r o je c t A ugust 6 ,  1962 1 7 Ô
Bombay P ort P r o je c t S eptem ber lU , 1962 1 8 .0
T elecom m u nications S eptem ber l 4 , I962 42.0

2 12 .5

JORDAN Amman W ater Supply  P r o je c t December 22 ,  I961 2 .0

KOREA R ailw ay D evelopm ent A ugust 1 7 , 1962 i 4 .o

NICARAGUA Managua W ater Supply  P r o je c t S eptem ber J, 1962 3 .0

PAKISTAN Dacca I r r ig a t io n  P r o je c t O cto b e r 19 ,  I961 1 .0
I n la n d  P o r ts  P r o je c t November 22 ,  1961 2 .0
K hairpur I r r ig a t io n  P r o je c t Ju n e  29 ; 1962 1 8 .0

2 1 .0

PARAGUAY H i^ w a y  Ihprovem ent and
M aintenance O c to b e r 26 ,  I961 6 .0

ONw



TABLE 8 — C ontinued

Member in  Whose 
T e r r i t o r ie s  D evelopm ent 
C r e d its  Have Been Made

Program o r  P r o je c t
D ate o f  Developm ent 
C r ed it  Agreement

O r ig in a l
P r in c ip a l
Amount

SUDAN R o s e ir e s  I r r ig a t io n  P r o je c t June l 4 , 1961 13:0

TUNISIA E d u ca tio n Septem ber Y\, I962 5 .0

UNITED KINGDOM 
SWAZILAND Highway C o n str u c t io n March l 4 , I962 2.8

TOTAL $ 3 4 7 .6
ON4>

S ource: Economic S t a f f ,  I n t e r n a t io n a l  D evelopm ent A s s o c ia t io n .
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TABLE 9 . - -P e r  c a p i t a  gross  n a t i o n a l  product  (GNP) a t  f a c t o r  cos t  for  
c o u n t r i e s  r e c e iv in g  I n t e r n a t i o n a l  Development A ssoc ia t ion  c r e d i t s

through September 30, 1962®
(expressed  in  United S ta t e s  cur rency)

Rank Country Per Capi ta GNP

1 Costa Rica 380
2 Chile 345
3 Colombia 285
4 XT-T 210
5 Tun is ia 175

6 Honduras 160
7 China 125
8 Paraguay 105
9 Jordan 90

10 Korea 80

11 Sudan 75
12 Swaziland 70
13 In d ia 70
14 P ak is tan 65

^Estimates  a re  fo r  the per iod  1958-1960 and are  made on an 
ad ju s t ed  exchange r a t e  b a s i s .

Source: Based on e s t im a te s  made by the Economic S t a f f ,
I n t e r n a t i o n a l  Development A s s o c ia t io n .

The co u n t r i e s  t h a t  have r ece iv ed  IDA c r e d i t s  have per  c a p i t a  

incomes below $300 per  year  w i th  the excep t ion  of  Costa Rica and 

C h i l e .  And some per sons  would argue t h a t  i t  was a mistake  to  loan IDA 

money t o  Cos ta Rica and Chi le .  Undernear th t h i s  deba te ,  th e re  a re  two 

s h a rp ly  c o n f l i c t i n g  op in ions .  One view emphasizes th a t  IDA should help 

the r e a l l y  poor c o u n t r i e s .  The o the r  emphasizes the problems of c e r ­

t a i n  c o u n t r l e s - - h i g h e r  income c o u n t r i e s - -w h ic h  are c lose  to  the t a k e ­

o f f  and which w i l l  soon be ab le  to  f inance  t h e i r  own development.

There are several countries in this la tter  est@gery°°H@Klee is  an



166

examp l e --which have r e l a t i v e l y  high per  c a p i t a  incomes bu t  which are  

having d i f f i c u l t i e s  in the in te rm ed ia te  s tag e  of  development. A 

ques t ion  could be r a i s e d  about Yugoslavia ,  a l s o .  I t  might not  be 

e l i g i b l e  based on per  c a p i t a  income, b u t ,  based on performance,  i t  i s  

promising.  Yugoslavia has had a rap id  in c re as e  in expor ts  over the 

p a s t  decade.  The marginal  sav ings  r a t e  has been high.  I t  ought by 

1970-- if  i t  can keep i t s  moraentum--to be ab le  to  end i t s  d e f i c i t  on 

c u r ren t  account .  But,  in order to  m a in ta in  momentum, Yugoslavia w i l l  

need a very  la rge  ne t  c a p i t a l  in f low--on  the order of $300 m i l l i o n  per  

annum. The proposa ls  to  channel  IDA money to  co u n t r i e s  l i k e  these  

env is ion  charging a nominal r a t e  of i n t e r e s t .  For,  i f  c a p i t a l  i s  p ro ­

vided on convent ional  terms,  these  c o u n t r i e s  w i l l  wind up with  an eno r ­

mous e x t e r n a l  deb t .  By the same token,  they w i l l  a l s o  have an eno r ­

mously inc reased  capac i ty  to  pay t h a t  deb t .  As of t h i s  d a t e ,  no IDA 

funds have gone to  co u n t r i e s  l i k e  Yugoslavia  and Mexico.

At the 1961 Annual Meetings,  the Governor fo r  Spain p resen ted

the  problem of a c e r t a i n  group of c o u n t r i e s .

I f  IDA cont inues  to  fol low the road upon which i t  has s t a r t e d ,  i t  
may w e l l  happen th a t  a very important  a re a  w i l l  remain unprovided 
fo r ;  t h a t  served by loans,  l i b e r a l  but  no t  i n t e r e s t - f r e e ,  normally 
to  f inance  pub l ic  u t i l i t y  p r o j e c t s ,  whose co s t  could be between 
th ree  and four per  cent  a t  most. There a re  many co u n t r i e s  t h a t ,  
while  not  underdeveloped,  a re  not  world leaders  e i t h e r ,  and for  
them the kind of loan mentioned would be advantageous .^

At the 1962 Meeting of the Board of Governors,  the African  na t ions  

r a i s e d  ques t ions  concerning the a l l o c a t i o n  of  IDA's r e s o u rces .  The 

Governor from Niger ia  po in ted  out t h a t  a l l  of  A f r ica  had r ece ived  only 

6 per  cent  of  IDA funds.  Some f u r t h e r  obse rva t ions  on the a l l o c a t i o n  

of  r esources  w i l l  be made in  Chapter XI.

^IDA Board of Governors P ress  Release  No. 6, September 19, 1961,
p p . 2-3 .



CHAPTER IX 

PROJECT APPRAISAL 

Bas ic P o l i c i e s  in  AppraisinK rroiecLa

As Alec Ca i rncross  has po in ted  out ,  "There i s  a tendency in  

the Bank to  e r e c t  p r o j e c t  a p p r a i s a l  i n t o  a m y s t i q u e . A n d  the re  i s  

c e r t a i n l y  a p o l i c y  of keeping p r o j e c t  a p p r a i s a l s  made by the I n t e r n a ­

t i o n a l  Development Assoc ia t ion  a deep s e c r e t .  The author  at tempted to 

examine some of the a p p ra i s a l s  which the Assoc ia t ion  has made, however, 

t h i s  was not  pe rm i t t ed .  As a consequence,  t h i s  p a r t i c u l a r  a spec t  of 

the I n t e r n a t i o n a l  Development A ssoc ia t ion  must remain shrouded in 

mystery.  The A ssoc ia t ion  i s  not  withou t  i t s  reasons  in  keeping such 

in formation  c o n f i d e n t i a l .  Many of the country ev a lu a t io n s  con ta in  

in formation  submitted by the apply ing  country in conf idence.  In a l l  

the a p p r a i s a l s ,  an at tempt i s  made to  r e p o r t  a l l  r e l e v a n t  in format ion 

a c c u ra te ly  and cand id ly .  There a r e ,  consequent ly,  m a t te r s  in  these 

r e p o r t s  t h a t  might be h ighly  embarrassing to member governments i f  

they were pub l i shed .  And, s ince  i t  i s  known th a t  these  r e p o r t s  w i l l  

no t  c i r c u l a t e  ou ts ide  the s t a f f ,  they are not  prepared  in complete 

d e t a i l  or w i th  u l t im a te  re f inement .

With t h i s  warning of the inadequacy of the a u t h o r ' s  in formation ,  

an at tempt w i l l  be made to ske tch  the procedure in p r o j e c t  a p p r a i s a l .

^Cairncross ,  p. 18.
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There i s  cons ide rab le  c r i t i c i s m  of the A s s o c i a t i o n ' s  p o l i cy  of  l i m i t ­

ing i t s  f inance  to s p e c i f i c  p r o j e c t s ,  no m a t te r  how broadly  the term 

p r o j e c t  i s  de f ined .  "An unkind c r i t i c  would say t h a t  the whole idea 

of f in an c in g  economic development p r o j e c t  by p r o j e c t  smacks of  p a t e r ­

na l ism and a pedagogical  o u t lo o k ." ^

However, t h i s  p r o j e c t  approach

ic in large  p a r t  ?. r e a c t i o n  from the d i s a s t r o u s  exper ience  of  the 
1920' s ,  when i n t e r n a t i o n a l  loans were made a t  high r a t e s  of  i n t e r e s t  
f o r  broad,  i l l - d e f i n e d  purposes ,  and followed by wholesale d e f a u l t s .  
More productive  use of  r e sou rces  t r a n s f e r r e d  . . . would be obta ined 
i f  funds were t i e d  to the f in a n c in g  of s p e c i f i c  power p l a n t s ,  r a i l ­
road improvements, and o the r  under tak ings .  This  would permi t  more 
accu ra te  a p p r a i s a l  of amounts needed,  . . . arrangements fo r  manage­
ment, and economic and s o c i a l  b e n e f i t s  of the proposed unde r tak ings .

The a r t i c l e s  of  agreement of  the I n t e r n a t i o n a l  Bank conse­
quen t ly  l im i t  loans to s p e c i f i c  p r o j e c t s  except  in unusual  
c i rcum stances . ^

The A r t i c l e s  of Agreement of  the I n t e r n a t i o n a l  Development 

A ssoc ia t ion  ca r ry  the same l i m i t a t i o n .  "Financing provided by the 

Assoc ia t ion  . . . except  in  s p e c i a l  c i rc umstances ,  s h a l l  be fo r  s p e c i f i c  

p r o j e c t s ."3

Professo r  Ca i rnc ross ,  who served for  a time as head of  the Bank's

Economic Development I n s t i t u t e ,  has ou t l ined  the philosophy under ly ing

the p r o j e c t  approach.  The s t a f f

i n s i s t s  t h a t  the loans cannot be t r e a t e d  as i s o l a t e d  t r a n s a c t i o n s  
and t h a t  the p r o j e c t s  which they f inance  must be examined in  r e l a ­
t io n  to  the r e s t  of the development e f f o r t  of the borrower .  I t  
c o n s ta n t ly  emphasizes the va lue  of a development programme i n t o  which 
the major p r o j e c t s  a re  f i t t e d .  I t  aims a l s o  a t  i d e n t i f y i n g  the 
economic and f i n a n c i a l  p o l i c i e s  most conducive to  development and 
the s t r a t e g i c  f a c t o r s  upon which governments should be encouraged

^ Ib i d . . p. 17.

Asher,  p. 67.

A r t i c l e s  of Agreement of the I n t e r n a t i o n a l  Development 
A ss o c i a t i o n ,  p . 10.
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to  o p e ra t e .  . . . There are  passages  in  i t s  Annual Reports  t h a t  
r e c u r  t o  the same genera l  themes: the l im i ted  value of  a d d i ­
t i o n a l  f inance  i f  o th e r ,  i n s t i t u t i o n a l  f a c t o r s  a re  not  p r o p i t i o u s ;  
the importance of  good management bo th  in  the planning of  i n d i ­
v id u a l  p r o j e c t s  and in  the conduct  of a n a t i o n ' s  a f f a i r s ;  the 
need to  encourage i n i t i a t i v e ,  e n t e r p r i s e  and the w i l l  to develop ,  
and to  avoid p o l i c i e s  which,  through weakness,  v a c i l l a t i o n  or im­
p a t i e n c e ,  p reven t  the emergence of a t t i t u d e s  and i n s t i t u t i o n s  
favourab le  to  development . 1

C r i t i c i s m  of the A s s o c i a t i o n ' s  p o l i c y  of provid ing  funds fo r  

s p e c i f i c  p r o j e c t s  has been in c re a s in g .  Some of the arguments p resen ted  

in favor of s o f t  loans in  Chapter IV can a l s o  be used in favor of non­

p r o j e c t  a s s i s t a n c e ,  i . e . ,  the problems of  d e b t - s e r v i c in g  may ge t  p r o g r e s ­

s iv e l y  worse as long as a id  i s  earmarked fo r  s p e c i f i c  p r o j e c t s .  For the 

p ro v is io n  of such re so u rces  does not  he lp  f inance  e x i s t i n g  debt  and may 

in  f a c t  c r e a t e  demands fo r  more fo re ig n  exchange to meet the " lo c a l  

currency e x p e n d i tu re s "  brought about by the p r o j e c t .  In th e  long run 

i t  i s  hoped t h a t  such p r o j e c t s  w i l l  c o n t r i b u t e  to  the co u n t ry ' s  a b i l i t y  

to  s e rv ic e  d e b t ,  bu t  the sh o r t - ru n  e f f e c t  may not  be so b e n e f i c i a l .  The 

p rov is ion  for  a 10-year grace period be fo re  repayment begins on IDA 

loans i s  an a t tempt  to  solve t h i s  problem.

The p a r t i c u l a r  types of p r o j e c t s  which have genera l ly  been

approved have fol lowed a genera l  p a t t e r n .  The reason for  s e l e c t i n g

c e r t a i n  types of  a c t i v i t i e s  in  which to  in v e s t  IDA funds i s  given in

the fo l lowing paragraph .

A d e a r th  of b a s i c  s e rv ice s  was (and s t i l l  i s )  the major ph y s ic a l  
o b s ta c l e  to  in c re a s in g  p roduction  and r a i s i n g  l i v in g  s tandards  in  
the le s s  developed c o u n t r i e s .  Lack of these  se rv ice s  put  severe  
l i m i t s  on p r o d u c t i v i t y ,  on income, and on the w i l l in g n e s s  to  i n ­
v e s t .  ,The lack of  dependable and economical t r a n s p o r t a t i o n  r e ­
s t r i c t e d  the s i z e  of markets fo r  both  i n d u s t r i a l  and a g r i c u l t u r a l  
p roduc t ion ,  and kept  reg ions  with  promising n a t u r a l  r e sou rces

^C a irnc ross ,  p. 6.
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beyond the reach  of development. D e f ic i en c ie s  of  e l e c t r i c  power 
supply conspicuously handicapped i n d u s t r i a l  g rowth . ^

For in format ion on the c r i t e r i a  used in  e v a lu a t in g  the bulk  of  IDA 

p r o j e c t s - - t r a n s p o r t a t i o n ,  power, and i r r i g a t i o n - - w e  can tu rn  to  p u b l i ­

ca t io n s  and speeches of the  s t a f f .  M. Leonard R i s t ,  who was formerly 

Chief of the Economic S t a f f  of the Bank, d iscussed  these  techniques in 

a speech which he d e l iv e r e d  in L ibe r ia  on December 13, 1961.^ He ex­

p la ined  t h a t  he was going to  confine h im se lf  to  a d i s c u s s io n  of the 

a p p r a i s a l  techniques  used by the World Bank. "However," he s a i d ,  "I  

b e l iev e  t h a t  most of  the se  techniques  are a p p l i c a b l e  in  v i r t u a l l y  a l l  

development f inanc ing ;  c e r t a i n l y  we have found they need very l i t t l e  

m od i f ica t ion  to  ac t  as a s a t i s f a c t o r y  guide for p u t t i n g  the ' s o f t  loan '  

resources  of  the I n t e r n a t i o n a l  Development A ssoc ia t ion  to  w ork ."3

In the same month in  which the I n t e r n a t i o n a l  Development As­

s o c i a t i o n  was e s t a b l i s h e d ,  the World Bank is sued a handbook which con­

ta ined  the procedures  fol lowed in  ev a lu a t in g  a p r o j e c t . ^  There are 

th ree  main ques t ions  t h a t  are asked.  F i r s t ,  a re  the goods or s e rv ice s  

to  be produced by the p r o j e c t  needed by the economy fo r  consumption 

or export?  Secondly,  i s  the p r o j e c t  p roper ly  des igned and planned? 

Th i rd ,  i s  the proposed method of f inanc ing  a p p ro p r ia te?

In order to e v a lu a te  the p r o j e c t  from an economic po in t  of view

^ In t e r n a t i o n a l  Bank fo r  Recons t ruc t ion  and Development, "A Note 
on the World Bank," in  Black,  The Diplomacy of Economic Development, 
p . 63.

^Leonard R i s t ,  "The Economic Use of I n t e r n a t i o n a l  Resources in 
Financing Development P r o j e c t s "  (Washington; IBRD, 1961). (Mimeo­
graphed.)

3I b i d . ,  p. 1

4 I n t e r n a t i o n a l  Bank for  Recons t ruc t ion  and Development, Some 
Techniques of Development Lending (Washington: IBRD, September, 1960).
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i t  must be determined i f  the p r o j e c t  i s  able  to  earn  a reasonab le  r e ­

tu rn  on the c a p i t a l  which must be inve s ted .  I f  the re  are s i m i l a r  p ro ­

j e c t s  in  the economy, then t h i s  p r o j e c t  should earn not l e s s  than the 

r e t u r n  from comparable e n t e r p r i s e s .  However, many IDA p r o j e c t s  a re  of 

a p u b l i c  u t i l i t y  or monopoly c h a r a c t e r  and no comparable e n t e r p r i s e s  

can be found.  In cases where no comparisons can be made d i r e c t l y  

some p r i c i n g  formulae must be developed to approximate competi t ive  

c o n d i t i o n s .

In a d d i t i o n - t o  the  d i r e c t  r e t u r n s ,  the re  a re  many i n d i r e c t  

r e t u r n s  from dams, roads ,  e t c .  Some of these f a c t o r s  which must be 

considered  are as fo l lows:  Would the p r o j e c t  put  id l e  men and resources

to  work? Would the p r o j e c t  be a s t imulus  to o ther  economic a c t i v i t i e s ?  

What impact would i t  have on th e  c o u n t ry ' s  balance of payments--would 

i t  produce import s u b s t i t u t e s  or expor tab le  i tems? Or might the p ro ­

j e c t  cause increased  demands fo r  imports  of raw m a t e r i a l s ,  replacement 

p a r t s ,  e t c?

Another important  ques t ion  i s  whether the p r o j e c t  depends upon 

p r o t e c t i o n  from competi t ion .  I f  i t  depends upon high p r o t e c t i v e  t a r i f f s  

fo r  i t s  success ,  i t  needs to be looked a t  very c l o s e l y .  Or i f  i t  is  

to  be p ro tec ted  from compet i t ion  through public u t i l i t y  type r e g u la t i o n ,  

the r e g u la to r y  agency must be s tud ied  in  order to  eva lua te  i t s  a t t i t u d e s  

and competence.

P ro je c t  assessment s t a r t s  with  the a v a i l a b i l i t y  of n a t u r a l  r e ­

sources  and the capac i ty  of the country  to  e x p lo i t  i t s  r e s o u rc e s .  This 

in c ludes  a judgment of governmental  e f f i c i e n c y  and of p r i v a t e  p roducers '  

a b i l i t y .  Any p r o j e c t  proposed for  f inanc ing  i s  considered in  r e l a t i o n  

to  the c o u n t ry ' s  o v e r a l l  development program. This c o n s id e ra t io n  may
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r e v e a l  t h a t  o ther  p r o j e c t s  have a h igher  p r i o r i t y  than the one p r o ­

posed. P r i o r i t i e s  a re  d i f f i c u l t  to  e s t a b l i s h  and the g u id e l in e s  a re  

vague,  however, p r o f i t a b i l i t y  alone cannot be a s u f f i c i e n t  t e s t  of a 

p r o j e c t ' s  c o n t r i b u t i o n  to  economic development.^

P r o f i t a b i l i t y  would be the s im ples t  c r i t e r i o n  to apply .  I n ­

vestment would be made in  those  p r o j e c t s  which y ie lded  the g r e a t e s t  

r e tu r n  over c o s t .  This would be easy to exp la in  to  businessmen and 

governments and i t  would have g rea t  appea l  to  the r i c h  Western n a t i o n s ,  

where t h i s  c r i t e r i o n  was used almost ex c lu s iv e ly  in  t h e i r  developmental  

s t a g e .  I t  would be u n i v e r s a l ly  a p p l i c a b l e  and, thus ,  e l im in a te  the 

problem of j u s t i f y i n g  investment d ec i s io n s  to  the le ss  developed 

c o u n t r i e s .

However, i t s  s im p l i c i t y  and appea l  hide the f a c t  t h a t  i t  i s ,  in 

f a c t ,  a t o t a l l y  wrong c r i t e r i o n  to  apply .  For i f  pure p r o f i t a b i l i t y  

were the b a s i s  for  investment d e c i s i o n s ,  many of the very p oo re s t  coun­

t r i e s  would never get  a cent  of IDA's funds.  I t  i s  l i k e l y  t h a t  i n v e s t ­

ments in  the i n d u s t r i a l  n a t io n s  of the world would y ie ld  a h ighe r  p r o f i t  

than investment in some p a r t s  of A f r ica  and Asia.  And su re ly  i t  was not  

the purpose of the I n t e r n a t i o n a l  Development A ssoc ia t ion  to  i n v e s t  in 

the United S t a t e s  of America.

What, then,  can be used as a b a s i s  for  a l l o c a t i n g  funds? Dr. 

Paul  N. Rosenstein-Rodan has suggested  t h a t  aid should be a l l o c a t e d  

where i t  w i l l  have the maximum c a t a l y t i c  e f f e c t  in mobi l iz ing  a d d i t i o n a l  

development e f f o r t s .  His primary c r i t e r i o n  i s  to  maximize a d d i t i o n a l

^ I n t e r n a t i o n a l  Bank fo r  Recons t ru c t ion  and Development, The 
World Bank, IFC and IDA P o l i c i e s  and Operat ions (Washington: IBRD,
1 9 6 2 ) ,  p p .  3 1 - 3 5 .
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e f f o r t . ^  This  c r i t e r i o n  seems to  be used by IDA.

Two types of fo re ign  exchange expend i tu res  a re  incurred  in  the 

c o n s t r u c t io n  of  an IDA financed p r o j e c t .  One i s  the d i r e c t  cos t  of 

imported goods and se rv ice s  used on the p r o j e c t .  The second i s  the 

i n d i r e c t  f o r e ig n  exchange expendi tu re  r e s u l t i n g  from the f a c t  t h a t  

l o c a l  expend i tu re  on labor or equipment u s u a l ly  leads  to increased  de-

- Î T > r . ^ < " » o I T  1 . 3  T y > o r i c  f

second type of  expendi tu re  are r e f e r r e d  to  as loans to meet " lo c a l  c u r ­

rency e x p en d i tu re "  even though,  s t r i c t l y  speaking ,  they are loans in 

fo re ig n  exchange.^  IDA does not  o r d i n a r i l y  make loans for  " lo c a l  c u r ­

rency e x p e n d i tu r e s " ,  al though t h i s  p o l i c y  has been c r i t i c i z e d  by s e v e ra l  

c o u n t r i e s  and economis ts .

Po l icy  Toward State-Owned E n t e r p r i s e

IDA f e e l s  t h a t  wherever p o s s i b l e ,  governments should re se rve  

t h e i r  s ca rce  r e sou rces  for  those p r o j e c t s  which p r i v a t e  c a p i t a l  would 

not  f ind  a t t r a c t i v e .  A po li cy  of t h i s  s o r t ,  i t  i s  f e l t ,  w i l l  be l i k e l y  

to a c t  as an inducement to  investment by p r i v a t e l y  owned companies.

Loans fo r  s ta te -owned e n t e r p r i s e s  may be approved in  cases  where p r iv a t e  

c a p i t a l  i s  not  a v a i l a b l e  and i f  the government 's  p a r t i c i p a t i o n  is  com­

p a t i b l e  w i th  e f f i c i e n t  opera t ion  and w i l l  no t  have a d e t e r r e n t  e f f e c t  

upon the expans ion  of p r iv a t e  e n t e r p r i s e .  As a m a t te r  of h i s t o r i c a l  

r e c o r d ,

Governments seeking to develop t h e i r  own o i l  d e p o s i t s  have never

Ipau l  N. Rosenstein-Rodan,  " I n t e r n a t i o n a l  Aid for  Underdeveloped 
C o u n t r i e s , "  The Review of Economics and S t a t i s t i c s ,  XLIII (May 1961), 
107.

^F i f t h  Annual Report of the I n t e r n a t i o n a l  Bank for  Reconst ruc­
t i o n  and Development (Washington: IBRD, 1950),  p. 10.
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obta ined  a loan from the Bank for  t h i s  purpose .  In most of  the 
co u n t r i e s  to  which i t  has l e n t  the Bank has taken a p o s i t i o n  
h o s t i l e  to  pu b l i c  ownership of manufacturing in d u s t ry ,  arguing 
t h a t  n a t i o n a l i z a t i o n  i s  c a l c u la te d  to  slow down economic develop­
ment and i s  no t  the most f r u i t f u l  use of c a p i t a l  borrowed from 
ab road .

In h i s  speech to  the Board of Governors in  September, 1961,

Under S ec re ta ry  of  S ta t e  George W. B a l l ,  of  th e  United S t a t e s ,  made a 

s ta temen t of  suppor t  fo r  Bank po l i cy  in regard  to  the r e l a t i o n s h i p  of 

p r iv a t e  e n t e r p r i s e  and government.

We know very l i t t l e  about the anatomy of economic and 
s o c i a l  growth.  An abundance of p reconcep t ion  masquerades as p r i n ­
c i p l e s ;  an abundance of  theory s u b s t i t u t e s  fo r  exper ience .  Yet the 
lessons i m p l i c i t  in  the h i s t o r y  of  i n d u s t r i a l i z e d  s o c i e t i e s  are 
l a rg e ly  i r r e l e v a n t .  For we a re  d ea l in g  w i th  d i s p a r a t e  c u l t u r e s ,  
w i th  v i o l e n t  emotional  impulses,  and w i th  exp los ive  p o l i t i c a l  
p r e s s u r e s .

The Bank, fo r  example, has no t  been bound by any d o c t r i n a i r e  
commitment to  the p r i n c i p l e  t h a t  the market p lace  must be the so le  
a r b i t e r  of inves tment .  Many le ss  developed c o u n t r i e s  possess n e i t h e r  
the i n s t i t u t i o n a l  s t r u c t u r e  nor a s u f f i c i e n t  e n t r e p r e n e u r i a l  t r a d i ­
t i o n  to  make t h i s  p o s s i b l e .  . . . And t h i s  obvious ly implies a con­
s id e r a b l e  measure of  planning a t  the n a t i o n a l  l e v e l  in which the 
s t a t e  must n e c e s s a r i l y  take the lead.

Every modern socie ty--however  advanced or p r i m i t i v e - - t a k e s  for  
granted  a measure of governmental c o n t ro l  over the economy. The 
c r i t i c a l  i s sue  of our times i s  not  "government c o n t ro l "  bu t  uncon­
t r o l l e d  government. Where the people of any n a t io n  lack the power 
to  choose t h e i r  r u l e r s ,  can c r i t i c i z e  them only a t  pe rsona l  p e r i l  
and have no e f f e c t i v e  means of  in f lu e n c in g  t h e i r  behaviour,  these  
people can e a s i l y  be reduced to s l a v e ry ,  and the re  i s  no guarantee 
t h a t  any degree  of economic development w i l l  a c t u a l l y  b e n e f i t  any­
one except  the r u l e r s  themse lves .%

Even though the United S ta te s  of America, approved of the po l icy  

toward state-owned e n t e r p r i s e s ,  the Governor fo r  Yugoslavia most emphati­

c a l l y  did n o t .  Speaking before the Board of  Governors a t  the Vienna

^ C a i rnc ross , , p . 27.

^IDA Board of Governors P ress  Release No. 13, September 19,
1961, pp. 2 -6 .
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meeting,  Nikola Mincev expressed h im se lf  as  fo l lows:  ' •

In the pas t  years  many of us have s t ro n g ly  be l ieved  th a t  i n d u s t r i a l  
development i s  of the  utmost importance fo r  the economic develop­
ment of  the underdeveloped c o u n t r i e s .  . . . However, the c o n t r i b u ­
t i o n  of the Bank has in  t h i s  r e s p e c t  been very modest ( l e s s  than 
8 per cent  of  the t o t a l  of  loans granted  by the Bank was fo r  i n ­
dus t ry  as such).

To my mind, th e re  i s  a gap in the i n t e r n a t i o n a l  f inanc ing  
of indus t ry  and i t  i s  our wish to  see the Bank f i l l  t h i s  gap in 
a more a c t i v e  way. In so doing,  the Bank should not  d i s c r im in a t e  
between p r i v a t e  and pub l i c  i n d u s t r y . 1

IDA has been opposed to  loaning funds to  state-owned e n t e r ­

p r i s e s  except  in i n f r a s t r u c t u r e  type p r o j e c t s .  But,  the Yugoslavs a r ­

gue t h a t  IDA is  speaking in  the  c l a s s i c a l  sense of i n f r a s t r u c t u r e - - o f  

such p r o j e c t s  as highways,  p o r t s ,  and cana ls - -which  were state-owned 

p r o j e c t s  in the  development of Western Europe and the United S t a t e s .

The Yugoslavs b e l i e v e  t h a t  the i n f r a s t r u c t u r e  must be much broader in  

the development of  the underdeveloped co u n t r i e s  today.  They th ink  i t  

should inc lude  such th ings  as s t e e l  m i l l s ,  thermal power p l a n t s ,  e t c .  

The s t a t e  i s  tak ing  a much more a c t iv e  r o l e  in  the economic development 

of the underdeveloped c o u n t r i e s  than i t  did in  the n in e te e n th  century .  

The Yugoslavs th in k  i t  has to .  They argue t h a t  the underdeveloped 

coun t r i e s  do not  have time to  w a i t  for  p r i v a t e  c a p i t a l  to do the job.  

The United S ta t e s  and Western Europe had time to w a i t .  But , .e ven  in 

the United S ta t e s  a l l  b ig  power dams have been b u i l t  by the s t a t e .  And 

in Western Europe the ra i lways  and communications networks are s t a t e -  

owned .

The Yugoslavs a re  ab le  to see t h a t  the c a p i t a l  of IDA was p ro ­

vided by the co u n t r i e s  of  Western Europe and North America and th a t

^IDA Board of Governors Press Release No. 30, September 19,
1961, p. 3.
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these  c o u n t r i e s  a re  not  anxious to  provide  funds for  i n d u s t r i e s  in  the 

developing co u n t r i e s  th a t  might compete w i th  them. But,  t h e re  a re  

c e r t a i n  i n d u s t r i e s  t h a t  have served as the means of  s ecu r ing  fo re ig n  

exchange and of f inanc ing  economic development -- the  t e x t i l e  in d u s t ry ,  

for  in s t a n c e ,  has moved from the developed co u n t r i e s  to  the  under­

developed c o u n t r i e s - - th ro u g h o u t  h i s t o r y .  Of course ,  i t  i s  unders tandable  

th a t  thz United S ta te s  end Ideetern Europe would be r e l u c t a n t  to  a s s i s t  

t h i s  p a t t e r n  in  i t s  course .  Although,  in  p r i n c i p l e ,  i t  can be seen to  

be a b é n é f i c i a n t  th ing ;  the t e x t i l e  f a c t o r y  ovmers and workers a re  not  

e n t h u s i a s t i c  about  see ing t h e i r  companies and jobs e l im in a ted .  The 

Yugoslav Government p o s i t s  t h a t ,  for  t h i s  reason ,  b i l a t e r a l  a id  w i l l  

not  be forthcoming to  a s s i s t  any such p rocess .  The argument i s  made 

th a t  IDA and the I n t e r n a t i o n a l  Bank should,  t h e r e f o r e ,  provide such 

fu n d s .

IDA's oppos i t ion  to sta te-owned indus t ry  has been based on 

grounds of e f f i c i e n c y  of o pe ra t ion .  But, the Yugoslavs m a in ta in  th a t  

Yugoslav i n d u s t r i e s  are q u i t e  competently run.  They have secured loans 

from the Bank as l a t e l y  as 1963 fo r  o ther  than i n d u s t r i a l - t y p e  p r o j e c t s .  

The Bank knows the i n d u s t r i e s  a re  e f f i c i e n t - - b u t  the Yugoslavs be l ie v e  

th a t  the reason  they have not r ece ived  Bank loans for  indus t ry  i s  the 

Bank's  f e a r  of  s e t t i n g  a precedent  t h a t  would have to be honored on a 

much broader  s c a le  in the o ther  developing c o u n t r i e s .

P ro jec t s  in the F ie ld  of  Education

The types of p r o j e c t s  approved by IDA have been very s im i la r  to  

those approved by the Bank. This was only n a t u r a l  s ince  the Bank was 

s e t  up to handle  these  p a r t i c u l a r  aspec ts  of economic development.
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However, IDA was e s t a b l i s h e d  p a r t l y  to f inance  a broader range of 

a c t i v i t i e s  than the Bank had done. Such an i n t e n t i o n  i s  s p e l l ed  out  

in the r e p o r t  of the Execut ive D i rec to r s  accompanying the A r t i c l e s  

of Agreement.

The A ssoc ia t ion  i s  au thor ized  to  f inance  any p r o j e c t  which i s  of 
high  developmenta l  p r i o r i t y ,  t h a t  i s ,  which w i l l  make an impor tant  
c o n t r i b u t i o n  to  the  development of the a r e a  or a reas  concerned,  
whether or not the p r o j e c t  i s  revenue-produc ing  or d i r e c t l y  p r o ­
d uc t ive .  Thus p r o j e c t s  such as water  supp ly ,  s a n i t a t i o n ,  p i l o t  
housing and the l i k e  are  e l i g i b l e  fo r  f in a n c in g ,  a l though  i t  i s  
expected t h a t  a major p a r t  of  the A s s o c i a t i o n ' s  f inanc ing  i s  
l i k e l y  to be fo r  p r o j e c t s  of the type f inanced  by the Bank.^

In an e f f o r t  to  ca r ry  out t h i s  mandate,  the A ssoc ia t ion  has 

moved in to  the f i e l d  of  educa tion .  IDA has concluded t h a t  secondary 

education i s  the  f i e l d  most in need of a s s i s t a n c e .  There i s  g rea t  

p res su re  on governments to  expand primary educa t ion  as f a s t  as p o s s i ­

b le  u n t i l  i t  becomes u n i v e r s a l .  And a t  the o the r  end of the s c a l e ,  

most co u n t r i e s  regard  the es tab l i shm en t  of a u n i v e r s i t y  as a s ign of 

t h e i r  independence and a symbol of g r e a t  p r e s t i g e  va lue .  Consequently,  

these  two a rea s  have r ece ived  g rea t  emphasis and secondary educa tion  

has been neg lec te d .

And t h i s  has had u n fo r tu n a te  r e s u l t s ,  s in c e  the secondary schools 
have to  perform th r e e  e s s e n t i a l  t a s k s ;  f i r s t ,  to  provide t eache rs  
for  the primary schoo ls ;  second,  to  p repa re  cnad ida te s  for  h ighe r  
educa tion  who can man top le ve l  p o s i t i o n s ;  and t h i r d l y ,  to  produce 
r e c r u i t s  fo r  middle l e v e l  pos ts  in  a d m i n i s t r a t i o n ,  in d u s t ry ,  com­
merce and a g r i c u l t u r e .  . . .  I t  i s  th e se  c o n s id e ra t io n s  t h a t  have
led the s t a f f  to  conclude th a t  much of  the a id  to  be provided by 
IDA should p ro p e r ly  go to  the secondary l e v e l . ^

^Report  of the Executive D i r e c to r s  of  the I n t e r n a t i o n a l  Bank 
for  Recons t ruc t ion  and Development on the A r t i c l e s  of Agreement of the 
I n t e r n a t i o n a l  Development A s s o c i a t i o n , p.  7.

^Hugh B. Ripman, "Statement on Educa t iona l  P r o j e c t s  and
Problems,"(Washington:  I n t e r n a t i o n a l  Development A sso c ia t io n ,  1962),
p . 5. (Mimeographed.)
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In the f i e l d  of educa tion the re  i s  a lack of  r e sea rch  and 

a lack of p la n n e r s .  This means t h a t  some c o u n t r i e s  which make r e ­

ques ts  for  IDA funds fo r  educa tion  do not have good educa t iona l  

p lans  and do not  have the necessary  s t a t i s t i c a l  m a te r i a l  on which to 

base such p l a n s . ^

The fo l lowing c r i t e r i a  have been adopted fo r  use in  app ra i s ing  

educa t iona l  p r o j e c t s :  (a) Any government wish ing  to  borrow must d e ­

cide  fo r  i t s e l f  t h a t  educa tion has a high p r i o r i t y  in  i t s  genera l  

development plan and be w i l l i n g  to  devote i t s  own resources  to  t h i s  

purpose.  (b) IDA would not  normally cons ider  an e duca t iona l  p r o j e c t  

un le ss  i t  were an i n t e g r a l  p a r t  of a p lan  fo r  the whole educa t iona l  

system which was,  in t u rn ,  r e l a t e d  to the o v e r a l l  economic development 

program. (c) P r o j e c t s  to be f inanced should have a high p r i o r i t y  w i t h ­

in  the e duca t iona l  development p lan .  (d) IDA would p r e f e r  to f inance 

the most c r u c i a l  gaps in the system r a t h e r  than the normal y e a r - t o -  

year  growth in  the system. (e) IDA would not  normally f inance  any 

p a r t  of the c u r r e n t  co s t s  of an e d u ca t io n a l  system. (f)  IDA would 

have a b ia s  toward p r o j e c t s  which would have a speedy e f f e c t  on n a t i o n a l  

p r o d u c t i v i t y .  (g) IDA would r e q u i r e  some e s t im a te  of c o s t - b e n e f i t  

r a t i o s .  (h) IDA would want to be s a t i s f i e d  t h a t  the a d m in i s t r a t io n  of 

the system was e f f i c i e n t .  These c r i t e r i a  a re  id e a l s  and the s t a f f  

f u l l y  r e a l i z e s  t h a t  a l l  p r o j e c t s  a re  no t  going to  meet a l l  these 

c r i t e r i a . 2

In a d d i t i o n  to  f inance ,  the s t a f f  hopes to  provide help to 

co u n t r i e s  in  p lanning  t h e i r  e duca t iona l  inves tments .  I t  a l s o  hopes to 

help them improve t h e i r  educa t iona l  s t a t i s t i c s .  F i n a l l y ,  IDA w i l l  help

l l b i d . , p. 8. ^ I b i d . , pp. 9-10.



179

by u n d e r l in in g  the importance of sound a d m in i s t r a t io n  and w i l l  help 

ge t  the b e s t  value out of the large amounts of money spen t  on school  

c o n s t r u c t i o n . ^

Problems in P r o j e c t  Appraisal  

Mr. John C. de Wilde has presented  some of the problems i n ­

volved in  eva lua t ing  p r o j e c t s .  Although economic a n a l y s i s  of  p r o j e c t s  

has improved as a r e s u l t  of exper ience ,  the re  are s t i l l  s e r io u s  d i f f i ­

c u l t i e s  conf ron t ing  the s t a f f .  The most important  problem i s  the d i ­

vergence between market p r i c e s  and r e a l  cos ts  or b e n e f i t s  to the 

economy. The s t a f f  has at tempted to use "shadow" or "account ing"  

p r ice s  to overcome the l i m i t a t i o n s  of market p r i c e s .  The s t a f f  takes 

cognizance of the f a c t  th a t  the oppor tun i ty  co s t  of labor  may be con­

s id e r a b l y  below the p r e v a i l i n g  wage in many underdeveloped c o u n t r i e s .  

Again, the i n t e r e s t  r a t e  i s  o f ten  a r t i f i c i a l l y  c o n t ro l l e d  and in these 

cases i t  i s  recognized th a t  the oppor tun i ty  cos t  of c a p i t a l  i s  con­

s id e r a b ly  h ighe r  than t h i s  r a t e .  IDA i s  s t i l l  b a f f l e d  by the problem 

of p r i c i n g  inputs  and ou tpu t s .  In an at tempt to  dev ise  a y a r d s t i c k  to 

be used in eva lua t ing  p r o j e c t s ,  the s t a f f  has worked toward measuring 

the cos t  of c a p i t a l .  I t  was hoped th a t  some minimum r a t e  of r e tu r n  

could be e s t a b l i s h e d  by which in d iv id u a l  p r o j e c t s  could be judged.

Recently we had a paper on the cos t  of c a p i t a l  p repared .  The paper 
considered various  methods of determining th i s  c o s t .  I t  examined, 
for  example, the i n t e r e s t  r a t e  s t r u c t u r e  of a number of the less  
developed coun t r i e s  to see whether one could f ind a r a t e  which 
might be considered as approximating a " f ree  market" or e q u i l i ­
brium r a t e  and which would be devoid of any compensation fo r  r i s k  
and e n t r e p r e n e u r i a l  i n i t i a t i v e  and fo r  f u tu re  loss in  the value of 
money. I t  a l so  d e a l t  with  var ious  formulae for  the c a l c u l a t i o n  of

I f b i d . , p. 10.
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shadow r a t e s  of i n t e r e s t ,  p a r t i c u l a r l y  t h a t  developed by R. M.
Solow and app l ied  to  Ind ia  by S. Chakrava rty .  The f i r s t  of  these  
approaches might be regarded as the l e a s t  s o p h i s t i c a t e d  and in  
e f f e c t  depended on the  c o r r e c t n e s s  of o ne ' s  "hunch" t h a t  one i n t e r e s t  
r a t e  was b e t t e r  than ano the r .  The Solow formula was more s o p h i s t i ­
c a t e d ,  bu t  i t s  use in  p r a c t i c e  was a l s o  found open to  se r ious  ob­
j e c t i o n s .  For one th in g ,  i t  r e q u i r e s  n a t i o n a l  accounts da ta  which 
a re  f r e q u e n t ly  no t  a v a i l a b l e  such as s t a t i s t i c s  on the p ropo r t ion  
of  p r o f i t  and p ro p e r ty  income saved,  p ro p o r t i o n  of wage income 
saved and the p ropo r t ion  of  p r o f i t  and p ro p e r ty  income to  t o t a l  
n a t i o n a l  income. Secondly,  i t  assumes s t a t i c  r e l a t i o n s h i p s  in  the 
eccncmy, such as production  func t ions  t h a t  a re  l i n e a r  and homo­
geneous,  not changing over t ime,  constancy of  savings c o e f f i c i e n t s ,  
e t c .  T h i rd ly ,  the n a t i o n a l  accounts d a t a  used in  the formula 
should r e a l l y  themselves be c a l c u l a t e d  a t  shadow p r i c e s .  The l a s t  
comment t y p i f i e s ,  perhaps ,  the dilemma t h a t  we face when we t r y  to
r e p la c e  market p r i c e s ;  in  p r i n c i p l e ,  we are  then confronted with
the need to  devise  a completely new p r i c e  s t r u c t u r e . ^

Another important  problem in p r o j e c t  a p p r a i s a l  i s  es t im a t ing  

the time path  of cos t s  and b e n e f i t s .  I t  i s  d i f f i c u l t  to determine j u s t  

how demand fo r  goods i s  l i k e l y  to  develop.  In some cases the r a p i d i t y  

w i th  which capacity  becomes u t i l i z e d  and the b e n e f i t s  accrue depends on 

i n s t i t u t i o n a l  f a c t o r s  e . g .  how f a s t  w i l l  farmers adopt new techniques  

as a r e s u l t  of i r r i g a t i o n ?  de Wilde says t h a t ,  in so f a r  as p o s s i b l e ,  

the s t a f f  i n s i s t s  t h a t  a revenue-producing p r o j e c t  produce revenues 

cons ide ra b ly  in excess of  expend i tu re s .  In cases  of government-owned 

o p e ra t i o n s ,  t h i s  sometimes causes upward s h i f t s  in  p r i c i n g .  But, t h i s

i s  thought to  be necessary  in order  to in c re as e  pub l ic  savings .  "With

the p r o g re s s iv e ly  l a rg e r  r o l e  played by pub l i c  e n t e r p r i s e ,  i t  i s  

impor tan t  . . . t h a t  ' c o rp o ra te  s a v in g s '  in the pub l i c  s ec to r  should 

g rad u a l ly  play the same r o l e  in  f in an c in g  pu b l i c  investment as t h i s  

same type of  savings  in the p r i v a t e  s e c to r  a l re a d y  does in f inanc ing  

p r i v a t e  investment.

^de Wilde, pp. 13-14.

^ I b i d . ,  p p . 15-16.
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Notwiths tand ing the f a c t  t h a t  p r o j e c t  a p p r a i s a l  i s  a complicated 

and problem-r idden ope ra t ion ,  the A ssoc ia t ion  had approved some 29 p r o ­

j e c t s  by September 30, 1962 as p resen ted  in Table 8 (see Chapter  V I I I ) .  

Eleven of the p r o j e c t s  had been in  the f i e l d  of t r a n s p o r t a t i o n ,  i n ­

c lud ing  7 highway c o n s t ru c t io n  p r o j e c t s ,  3 p r o j e c t s  fo r  harbor  dredging  

and improvement of p o r t s ,  and 1 ra i lway  development p r o j e c t .  I r r i g a ­

t i o n  p r o j e c t s  accounted fo r  8 of  the development c r e d i t s .  Four c r e d i t s  

were fo r  ground water  development and munic ipal  water  supply p r o j e c t s .

Two c r e d i t s  went to  f inance  p r o j e c t s  to  in c re a s e  power s u p p l i e s .  One 

of I n d i a ' s  c r e d i t s  was for  f lood p r o t e c t i o n  and dra inage .  The A ssoc ia ­

t i o n  made $42 m i l l i o n  a v a i l a b l e  to  Ind ia  to be used by the Ind ian  Post 

and Telegraphs Department for  expanding and improving te lephone  and 

t e l e g ra p h  s e r v i c e s .  The China Development Corpora t ion  r ece iv ed  a 

$5 m i l l i o n  c r e d i t  from the A ssoc ia t ion  to  a s s i s t  the e s t a b l i s h m e n t ,  

modern iza t ion  and expansion of p r i v a t e  i n d u s t r i a l  e n t e r p r i s e s  on Formosa. 

And, in  i t s  f i r s t  such opera t ion ,  the A ssoc ia t ion  made $5 m i l l i o n  a v a i l ­

ab le  to  T un i s i a  fo r  secondary and t e c h n ic a l  school  c o n s t r u c t i o n .  Several  

of these  p r o j e c t s  involved funds made a v a i l a b l e  by the A ss o c ia t io n  along 

with  a conven t iona l  loan for  the same p r o j e c t  by the Bank.

C r i t i c i sm s  of P r o j e c t  A ppra isa l  Techniques 

There has been c r i t i c i s m  of IDA policy  on p r o j e c t  a p p r a i s a l .

The Governor from Viet-Nam made an impassioned p le a  fo r  more l i b e r a l  

s tandards  a t  the 1962 meeting of  the Board of  Governors.  He s a id ,

"The A ss o c ia t io n  i s  determinedly  adopt ing  the same p o l i c i e s  as the 

Bank . . . a id  given to s p e c i f i c  p r o j e c t s ,  high revenue-produc ing ,  

unques t ionab le  solvency and abso lu te  s e c u r i t y .  What can be the use of
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'concess ionary  terms'  i f  the necessa ry  cond i t ions  to  b e n e f i t  from 

the a s s i s t a n c e  of the A ssoc ia t ion  a re  absent  in  most underdeveloped 

c o u n t r i e s ? " !  He went on to  de s c r ib e  the p a r t i c u l a r  cond i t ions  ex­

i s t i n g  in c o u n t r i e s  with  la rge  communist segments.  "Cred itwor th iness  

, . , depends to  a la rge  ex t e n t  on the p r e v a i l i n g  s i t u a t i o n  of  s e c u r i t y .  

But i n s e c u r i t y  . . .  i s  a c h a r a c t e r i s t i c  of  underdeveloped c o u n t r i e s .

Subversion and i n s t a b i l i t y  a re  r a t h e r  the consequence of  under-  
2

development."

The Government of  Senegal  has been c r i t i c a l  of the s c a l e  of 

the p r o j e c t s  which IDA has f inanc ed .  The Governor from t h a t  country 

explained t h a t  " r u r a l  development . . . c a l l s  fo r  widespread or s c a t ­

te red  e f f o r t s  such as the s t im u la t i o n  of a c t i v i t i e s  in the r u r a l  s e c ­

t o r ,  s m a l l - s c a le  wate r  supply schemes, the r e f o r e s t a t i o n  of c e r t a i n  

reg ions  and the a l l o c a t i o n  of  a g r i c u l t u r a l  equipment and f e r t i l i z e r  

to fa rmers '  c o o p e ra t iv e s . " ^

Some of the r e c e n t l y  independent  co u n t r i e s  of  A fr ica  have 

expressed t h e i r  resen tment toward some of the more r i g i d  p o l i c i e s  f o l ­

lowed by the management. P a r t i c u l a r l y  s ing led  out has been the r e q u i r e ­

ment for  d e t a i l e d  s t a t i s t i c a l  da ta  (which i s  not  a v a i l a b l e  in  many of 

these  c o u n t r i e s ) . There are  c o u n t r i e s  in  A f r ica  which do not  have a 

c l e a r  idea of t o t a l  popu la t ion  and they c e r t a i n l y  c a n ' t  provide f ig u re s  

on marginal  savings  r a t e s  and inc rementa l  c a p i t a l  output  r a t i o s .  Some

! i DA Board of  Governors Press  Release No. 23, September 18, 
1962, p. 2.

^ I b i d .
3

IDA Board of Governors P ress  Release No. 72, September 20,
1962, p. 4.
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of these  c o u n t r i e s  have a problem in  r a i s i n g  the matching funds fo r  

l o c a l  expenses .  A t h i r d  c r i t i c i s m  i s  t h a t  IDA has requ i red  th a t  

a p r o j e c t  should have a c e r t a i n  minimum value before f inanc ing  i s  

a v a i l a b l e . ^  There a re  s igns  t h a t  the management i s  aware of these  com­

p l a i n t s  and i s  t r y i n g  to  work out some s o l u t i o n  so t h a t  the very smal l  

co u n t r i e s  and very  poor c o u n t r i e s  might be able  to b e n e f i t  from

The Government of  Tanganyika has echoed the c r i t i c i s m  made by 

the Government of S i e r r a  Leone. These two co u n t r i e s  are among the 

poores t  in  the world and have a combined popula t ion  of less  than 10 

m i l l i o n .  Neither  country had been ab le  to  q u a l i f y  for  IDA funds by 

the end of September, 1962. They speak fo r  many of the c o u n t r i e s  of 

A f r i c a  when they c r i t i c i z e  these  p a r t i c u l a r  p o l i c i e s  of the A ssoc ia ­

t i o n .  The Governor from Tanganyika r a i s e d  a fu r th e r  po in t  in  1962.

We were advised by a Bank survey miss ion to  concen tra te  on those 
p r o j e c t s  which would b r in g  a quick r e t u r n ,  which in nea r ly  every 
case involves  a preponderance of l o c a l  expendi tu re ;  y e t  we f ind  
when we seek  aid t h a t  i t  i s  a l l  too f r eq u en t ly  t i e d  to  e x t e r n a l  
cos t s  only ,  and the im p l ic a t io n  i s  t h a t  we should abandon our 
c a r e f u l l y  cons idered p r i o r i t i e s  in  favor  of l a rg e r ,  more g r a n d i ­
ose,  bu t  l e ss  va luab le  schemes which do not  touch our r e a l  needs 
bu t  s u i t  the e s t a b l i s h e d  r u l e s  of the game.

The management of IDA would no t  agree t h a t  t h i s  i s  the im p l ic a t ion  in

t h i s  s i t u a t i o n .  They, no doubt ,  would say t h a t  the s i t u a t i o n  c a l l s

fo r  a g r e a t  dea l  of l o c a l  e f f o r t ,  s av ings ,  and investment;  a f t e r  which,

ou ts ide  a id  may be c a l l e d  f o r .

^'These th ree  c r i t i c i s m s  were made by Governor A. M.
Margai of  S i e r r a  Leone a t  the meeting of  the I n t e r n a t i o n a l  Monetary 
Fund in September,  1962. See IMF Board of  Governors Press Release 
No. 62, September 19, 1962, p.  2.

^IMF Board of Governors P ress  Release No. 68, September 19,
1962, p .  2,
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The Honorable Chief Fes tus  S, Okotie-Eboh,  the IDA Governor 

from N ig e r ia ,  jo ined  the c r i t i c s  of  IDA p o l i c y .  He was e s p e c i a l l y  

c r i t i c a l  of the slowness of  the d e l i b e r a t i o n s .  He poin ted out  t h a t  

the worsening of the terms of  t r a d e  of the Afr ican  n a t io n s  had 

posed s e r io u s  problems for  those c o u n t r i e s .  And, he s a id ,  " those  of 

us who have to  go cap- in-hand,  p le ad ing  for  more a i d ,  do not  enjoy t h i s  

tha nk le s s  t a s k  fo r  we are  not  p r o f e s s i o n a l  beggars .  . . .  I f  we could 

ea rn  more fo re ign  exchange from our l e g i t im a te  t rade  we could depend 

f a r  l e s s  on fo re ign  a i d . However,  he was not  o p t i m i s t i c  as  to the 

p o s s i b i l i t i e s  of  inc reased  fo re ig n  ea rn in g s .  There fo re ,  he s a i d ,

A f r i c a  must have more of the kind of  loans IDA i s  making and these  

loans should be disbursed  wi th  le s s  time-consuming de lays .  The Governor 

po in ted  out t h a t  economics " i s  not  an exac t  s c ience .  Economists o f ten  

d i s a g re e  among themselves and t h i s  i s  a most po ten t  source of  delay and 

f r u s t r a t i o n  to those who want to  ge t  on with  the j o b . To overcome 

t h i s  problem, he suggested t h a t  more r e l i a n c e  be placed on the  opinions  

of the man on the spot .  This might mean th a t  some mistakes  would be 

made, b u t ,  " i t  i s  b e t t e r  to a t tempt 100 p r o j e c t s  and see 99 succeed 

than to  a t tempt only 10 even i f  a l l  10 were to su ccee d . "3 The Bank 

p u b l i c i z e s  the f a c t  th a t  i t  has never y e t  had a d e f a u l t  on a loan.

One of the hypotheses which un d e r l i e s  t h i s  s tudy i s  t h a t  the 

I n t e r n a t i o n a l  Development A ssoc ia t ion  has been ab le  to  dev ise  u n i ­

v e r s a l l y  ap p l i c a b le  c r i t e r i a  fo r  e v a l u a t i n g  p r o j e c t s .  Experts  d isag ree

^IDA Board of Governors P ress  Release No. 36, September 18,
1962, p. 2.

Zi b i d . .  p. 3.

^ Ib id .
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on whether such c r i t e r i a  a re  p o s s i b l e .  M i l l ikan  and Rostow p resen t  

four co n s id e ra t io n s  in  e v a lu a t in g  p r o j e c t s  which they f e e l  can be used 

u n iv e r s a l ly .

A. I t  must be w i th in  the t e c h n ic a l  and a d m in i s t r a t iv e  
c a p a b i l i t i e s  of  the r e c e iv in g  country to  c a r ry  out i t s  proposed 
p r o j e c t  w i th  reasonab le  e f f i c i e n c y ,  over the time per iod of the 
loan or g r a n t .

B. Steps must have been taken to  in su re  t h a t  the r e s t
of the economy of the r e c e iv in g  country  i s  be ing  developed s u f f i ­
c i e n t l y  to  make the proposed p r o j e c t  f u l l y  p roduc t ive  in the time 
per iod envisaged by the loan.

C. The r e c e i v i n g  country must have an o v e r - a l l  n a t i o n a l  
development program designed to  make the  most e f f e c t i v e  p o s s ib le  
use of  i t s  r e s o u rc e s ;  t h i s  should inc lude  no t  only a s e r i e s  of 
i n t e r r e l a t e d  c a p i t a l  p r o j e c t s  bu t  a l s o  necessary  educa t iona l  and 
t r a i n i n g  programs.

D. The r e c e iv in g  c o u n t ry ' s  n a t i o n a l  development program 
must be c o n s i s t e n t  w i th  the requi rements  of expanding world com­
merce and the i n t e r n a t i o n a l  d iv i s i o n  of  l a b o r . ^

Perhaps most economists  would agree w i th  such broadly  s t a t e d  

c r i t e r i a .  However, some economists  i n s i s t  t h a t  u n i v e r s a l l y  a p p l i ­

cable c r i t e r i a  fo r  e v a l u a t i n g  p r o j e c t s  a re  not  l i k e l y  to emerge in 

the fo re seeab le  f u t u r e .  Each p r o j e c t ,  i t  i s  argued ,  has to  be 

t r e a t e d  in  la rge  measure as a s p e c i a l  case .  We w i l l  p resen t  our 

conclusions on t h i s  m a t te r  in Chapter X I I I .

^Max F. M i l l ik an  and W. W. Rostow, A Proposa l :  Key to  an
E f f e c t iv e  Foreign P o l icy  (New York: Harper,  1957), pp. 70-71.



CHAPTER X

SOME PROBLEMS AND ACHIEVEMENTS OF THE INTERNATIONAL 

DETi;ŒLOPMENT ASSOCIATION

The Basic Problem

Mr. Black has ex p res sed  the op in ion th a t  the major problem 

t h a t  IDA has had to face was the meagerness of i t s  r e s o u rces .  He went 

on to  say th a t

There i s  in  s ig h t  now a volume of promising a p p l i c a t i o n s  which,  
i f  approved,  would absorb a s u b s t a n t i a l  p a r t  of  the c o n v e r t i b l e  
funds i n i t i a l l y  subsc r ibed  fo r  IDA's f i r s t  f i v e  years  of  o p e ra ­
t i o n s .  Ind ia  and P ak is tan  to g e th e r  a r e  a l ready  in a p o s i t i o n  
where they could quick ly  absorb in  worthwhile p r o j e c t s  a l l  of  IDA's 
c a p i t a l  by themselves.

Some members of IDA cannot y e t  p r e s e n t  concre te  p roposa ls  
fo r  c r e d i t s  because they a re  not  y e t  ab le  to p r e s e n t  adequa te ly  
prepared  and j u s t i f i e d  p r o j e c t s .  But o the rs  show every i n d i c a t i o n  
of coming forward w i th  very s u b s t a n t i a l  requiremen ts,  demonst ra t ing  
t h a t  once a country o rgan izes  i t s e l f  fo r  development i t  can r a p id l y  
b u i ld  up a burden of debt  which may l i m i t ,  a t  l e a s t  tem p o ra r i ly ,  
i t s  a b i l i t y  to borrow abroad on conven t ional  terms.  In the se  c i r ­
cumstances,  even on a c o n s e rv a t iv e  e s t im a te ,  IDA's funds a re  l i k e l y  
to  f a l l  f a r  sho r t  of the need.

Mr. Black repea ted  t h i s  argument a t  the 1962 meeting of  the 

Board of  Governors and ind i c a te d  t h a t  by mid-1963 most or a l l  of  IDA's 

funds would have been committed.^ I t  w i l l  be remembered t h a t  the  As­

s o c i a t i o n  s t a r t e d  i t s  l i f e  w i th  t o t a l  c o n t r ib u t io n s  approaching

^IDA Board of Governors Press  Release No. 4,  September 19,
1961, pp. 6-7.

^IDA Board of  Governors Press  Release No. 3, September 18,
1962, p. 8.
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$1 b i l l i o n .  On June 30, 1962, the A ssoc ia t ion  had t o t a l  s u b s c r i p ­

t i o n s  of $917 m i l l i o n ,  of  which $739 m i l l i o n  was in c o n v e r t ib le  c u r ­

r e n c i e s .  And, the A r t i c l e s  of Agreement c a l l e d  for  review of the 

adequacy of i t s  resources  a t  such time as i t  was deemed ap p ro p r ia t e  

and a t  i n t e r v a l s  of  approximately f i v e  years  t h e r e a f t e r .  Thus, the 

impression  was c rea ted  t h a t  IDA's f i r s t  b i l l i o n  d o l l a r s  was to  l a s t  

foj. approx imate ly  f ive  y a a r s .  But,  vzc  t h i s  b i l l i o n  d o l l s r s  to  be 

committed over f i v e  years or d isbursed  over f i v e  years? On t h i s  ques ­

t io n  the A r t i c l e s  a re  s i l e n t .

I f  i t  was intended th a t  IDA d isbu r se  the whole amount in  f ive  

y e a r s ,  then commitments would have to take  p lace  in the f i r s t  couple 

of y e a r s ,  because  d isbursements  fo l low commitments by a cons ide rab le  

p e r io d .  There i s  a necessary  lag while  p r o j e c t s  get  underway. How­

eve r ,  i f  the i n i t i a l  amount was in tended  for  commitment over f ive  

y e a r s - - t h e n  disbursement would be made over a longer p e r io d .  The 

p ro v is io n s  ot  the A r t i c l e s  for  the s u b s c r ip t i o n s  to be paid in  5 

annual  i n s t a l lm e n t s  might lead one to  th in k  t h a t  t h i s  was meant to  be 

committed each y e a r .  Some member c o u n t r i e s  have charged IDA with  a 

b reach  of f a i t h  on th i s  p o in t .  They argue t h a t  the f i r s t  $1 b i l l i o n  

was fo r  the f i r s t  f ive  years  commitment--not di sbursement .  The 18 

Executive D i r e c t o r s  a re  r e p r e s e n t a t i v e s  of bodies  p o l i t i c - - a l t h o u g h  IDA 

i s  no t  p o l i t i c a l .  So, some d i r e c t o r s  have con t r ibu ted  to t h i s  confu­

s ion  which comes from mixing commitments and disbursements .  Some of 

the wea lthy  European members have argued along th i s  l i n e ,  anyway. They 

a re  happy to befuddle the i s s u e .  At the 1962 annual  meeting of the 

Board of Governors,  the Governor from France c a l led  for  a re -exam inat ion
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of the r a t e  a t  which loans were being g ra n te d .^

Whatever the i n t e n t i o n  of the d r a f t e r s  of  the  A r t i c l e s  of 

Agreement and d e s p i t e  the wishes of  some member c o u n t r i e s ,  the s t a f f  

has acted on the assumption th a t  the o r i g i n a l  funds were intended to  

be disbursed  over the f i r s t  f iv e  years o p e ra t i o n s .  They have p ro ­

ceeded to commit IDA funds a t  a r a t e  which w i l l  leave the A ssoc ia t ion  

v i r t u a l l y  penn i le s s  sometime in 1963, There i s  some in d i c a t i o n  t h a t  

the s t a f f  has ac ted  so as to  commit the funds as f a s t  as poss ib le  

( tak ing  account of the c r i t e r i a  t h a t  have been e s t a b l i s h e d ) , in order  

to  get  some idea  of how much IDA-type money could be absorbed by the 

underdeveloped c o u n t r i e s  in  a y e a r ' s  t ime.  During f i s c a l  year  1963, 

the r a t e  of commitment approached an annual  r a t e  of  $500 m i l l i o n .

This f igu re  was used by Mr. Black in  h i s  appea l  to  the Governors fo r  

rep lenishment of IDA funds.  He es t imated  t h a t  IDA would need $500 

m i l l i o n  a year  for  the nex t  f iv e  y e a r s ,  and t h e r e f o r e ,  reques ted  r e ­

plenishment of IDA resources  in  the amount of $2.5  b i l l i o n  (see 

Chapter X I I ) . Of course the A ssoc ia t ion  has no assurance  t h a t  i t  w i l l  

r e ce iv e  t h i s  amount. So, i t  has had to  make po l i cy  based on a budget  

of only $1 b i l l i o n .

Most of the problems which IDA has faced in  e s t a b l i s h i n g  p o l i ­

c i e s  stem from t h i s  inadequacy of r e s o u rc e s - - f ro m  the f a c t  t h a t  IDA 

opera t ions  are  e s s e n t i a l l y  a sub-optimum o p e ra t io n .  IDA resources  a re  

such a small  percentage  of the t o t a l  of  a l l  a id  t h a t  the s t a f f  i s  not  

ab le  to p ick  the optimum s o lu t io n  to  the a l l o c a t i o n  problem. Sometimes 

i t  i s  qu i t e  obvious what the i d e a l  s o lu t i o n  would be i f  funds were

^IDA Board of Governors Press Release No. 32, September 18,
1962, p. 2.
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u n l im i t e d .  But,  they a re  l im i ted  and i t  i s  f o o l i s h  to  c o n ce n t ra te  

too much on the id e a l  s o l u t i o n - - t h e  s t a f f  must choose those p o l i c i e s  

t h a t  w i l l  work in a r e a l i s t i c  s i t u a t i o n .

I f  the A ssoc ia t ion  ge t s  a d d i t i o n a l  funds to  a l l o c a t e  a t  the 

r a t e  of $500 m i l l i o n  a y e a r ,  t h i s  would mean t h a t  IDA would be d i s ­

bu r s in g  around $300 m i l l i o n  a year  fo r  the next  s e v e r a l  y e a r s .  The 

Bar.k i s  no t  expected to  in c re a se  i t s  r a t e  of  lending s i g n i f i c a n t l y  in  

the near f u t u r e .  Mr. Black s a id  in  1962,

Indeed,  i t  may prove d i f f i c u l t  t o  m ain ta in  the Bank's  o p e ra t io n s  
a t  t h e i r  r ece n t  l e v e l .  Many of the Bank's p r e s e n t  member coun­
t r i e s  cannot  p ruden t ly  assume f u r t h e r  hard debt  w i thou t  j e o p a r d i z ­
ing t h e i r  f u t u r e ,  and of about  20 new members expected to  j o i n  the 
Bank w i th in  the nex t  year  or two, few w i l l  be in a p o s i t i o n  to  
s e rv ic e  loans from the Bank.^

The Bank loaned $882 m i l l i o n  in  f i s c a l  year  1962 and d i sbursed  

$485 m i l l i o n  dur ing t h a t  same y e a r .  However, repayments amounted to  

$104 m i l l i o n  and i n t e r e s t  and commission charges amounted to  $163 m i l ­

l i o n .  For the f u t u r e ,  the s t a f f  e s t im a te s  Bank disbursements  to  run 

around $600 m i l l i o n  a year  w i th  repayments and i n t e r e s t  amounting to  

some $300 m i l l i o n .  So, the ne t  a d d i t i o n  of funds which w i l l  be made 

by the Bank w i l l  be $300 m i l l i o n ,  a l s o .  Thus, the Bank and IDA t o ­

ge ther  w i l l  d is bu rse  something on the order of $600 m i l l i o n  (ne t)

a y e a r ,  i f  the assumptions which have been made prove v a l i d .

The Organ iza t ion  for  Economic Co-operat ion and Development 

e s t im a te s  t h a t  "ne t  o f f i c i a l  c o n t r i b u t i o n s  extended b i l a t e r a l l y  and 

m u l t i l a t e r a l l y  by a l l  D. A. C. members taken as a whole rose  to  $6.0 

b i l l i o n  in  1961."2 The D. A. C. i s  the Development A ss i s t an ce  Committee

^IDA Board of Governors P ress  Release No. 3, September 18,
1962, p. 9.

^Organiza t ion  fo r  Economic Co-opera t ion  and Development, 
Development A ss is tance  E f f o r t s  and P o l i c i e s  in  1961, p. 11.
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of the O rgan iza t ion  fo r  Economic Co-opera t ion  and Development and i n ­

cludes a l l  the Western n a t io n s  which give fo re ign  aid in  s i g n i f i c a n t  

q u a n t i t i e s .  Thus, t o t a l  f o re ig n  a id  in  1961 ( inc lud ing  su rp lus  com­

modi t ies  and defense  suppor t  funds)  was around $6 b i l l i o n  and,  in  view 

of p a s t  ex per i ence ,  i t  i s  u n l i k e ly  t h a t  i t  w i l l  inc rease  by more than 

2-4 per  cen t  a year  in the fu tu r e -  Thus, t o t a l  a s s i s tance *ex tende d  by

equal  to  about  10 per  cent  of  a l l  f o r e ig n  a id  extended now and w i l l  be 

something l e ss  than 10 per  cen t  in  the f u t u r e .  IDA w i l l  have,  i f  the 

o p t i m i s t i c  p r e d i c t i o n s  concerning  the s i z e  of  the rep len ishment prove 

r e a l i s t i c ,  approximate ly  5 per  cen t  of the t o t a l  fo re ig n  a id  going to  

the underdeveloped countries ' .  And assuming th a t  t o t a l  s o f t  loans were 

increased  to  $2 b i l l i o n  per  y e a r ,  IDA would make only 25 per  c e n t  of 

such loans .  How, w i th  such a smal l  p o r t i o n  of t o t a l  r e sources  could 

IDA make a s i g n i f i c a n t  c o n t r i b u t i o n ?  What p o l i c i e s  would tend to  r e s u l t  

in the maximum impact?

One s o l u t i o n  to the problem of l im i ted  re sources  would be to  

c oncen t ra te  on c e r t a i n  c o u n t r i e s .  But,  could t h i s  po l i cy  be made e f ­

f e c t i v e ?  I f  IDA concen tra te d  i t s  a s s i s t a n c e  on c e r t a i n  c o u n t r i e s ,  would 

o the r  a i d - g i v e r s  acquiesce  in  t h i s  d e c i s i o n - - o r  would they a s s i s t  these 

same c o u n t r i e s ,  a l so ?  In the d i s t r i b u t i o n  of  fo re ign  a i d ,  everyone r e ­

a c t s  to  everyone e l s e .  I f  IDA chooses to  f inance  c e r t a i n  p r o j e c t s ,  then 

other  a i d - g i v e r s  w i l l  not f inance  them. But i f  IDA h a d n ' t  f inanced  

them, would one of the o the r  a i d - g i v e r s  have done so? How can IDA be 

sure  t h a t  i t s  funds are making the maximum c o n t r i b u t i o n  to  economic 

development v i s - a - v i s  the underdeveloped c o u n t r i e s  and v i s - a - v i s  the 

o ther  a i d - g i v e r s ?
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This s i t u a t i o n  i s  s im i la r  to an o l i g o p o l i s t i c  model. The IDA 

and the member governments of  the Development Ass is tance  Committee a re  

the p ro t a g o n i s t s  in a s i t u a t i o n  which involves  a c e r t a i n  degree of un­

c e r t a i n t y  about  each o t h e r ' s  r e a c t i o n s .  Of course ,  the same c o u n t r i e s  

c o n t r i b u t e  IDA's c o n v e r t ib le  funds and t h e i r  own funds b i l a t e r a l l y ,  

a f t e r  c o n s u l t a t i o n  in the Development A ss is tance  Committee. The p a r t i e s  

do, thus ,  have some information  about the o t h e r s '  r e a c t i o n s .  IDA does 

no t  have in formation  on b i l a t e r a l  a id  d e c i s io n s  in advance, so, the 

analogy s t i l l  ho lds .  I f  IDA takes  a c e r t a i n  a c t i o n ,  i t  w i l l  cause the 

o the r  a i d - g i v e r s  to r e a c t  in  some way. And, IDA must t r y  to  p r e d i c t  

t h a t  r e a c t i o n  in  order to  have i t s  l im i ted  resources  have as much 

impact on economic development as p o s s i b l e .

The problems of drawing up a c o n s i s t e n t  po l icy  fo r  the a l l o c a ­

t i o n  of a id  a r e  enormous. I t  i s  not d i f f i c u l t  to  concep tua l ize  a sound 

a id  po l i cy  in  genera l  terms.  That i s ,  IDA can seek to maximize e f f o r t s  

d i r e c t e d  toward economic development or can choose to maximize economic 

produc t ,  e t c .  I f  IDA had c o n t ro l  over enough ou ts ide  r e s o u rces ,  t h i s  

would be a f a i r l y  simple ta sk  and with  $6 b i l l i o n  of a id ,  i t  could a l ­

low f a i r l y  high margins for  e r r o r  and s t i l l  come out a l r i g h t .  However, 

when IDA i s  a l l o c a t i n g  one - te n th  or o ne - tw en t ie th  t h a t  amount, the 

margin fo r  e r r o r  cannot be la rge .  And h e r e ' s  the r e a l  rub.  The t e c h n i c a l  

judgments of the impact of any po l i cy  a re  so e x t r a o r d i n a r i l y  crude th a t  

they cannot be r e l i e d  on completely in  s p e c i f i c  po l icy  cases .  I t  i s  

no t  known what impact a s t e e l  m i l l  or an e duca t iona l  system w i l l  have 

on an economy. Which would add more to economic output?  Which should 

come f i r s t ?  Since the re  i s  so l i t t l e  conf idence  in  t e c h n ic a l  measure­

ments of the impact of any po l i cy  chosen,  some other checks on p o l i cy
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must be dev ised .  One at tempt  to devise  a c o n s i s t e n t  po l i cy  fo r  IDA 

was the d ec i s io n  to  e s t a b l i s h  a performance c r i t e r i o n .

Goals for  the Performance C r i t e r i o n

Some of the d i f f e r e n t  goals  which might be e s t a b l i s h e d  fo r  the 

performance c r i t e r i o n  are as fol lows :

1. The I n t e r n a t i o n a l  Development A ssoc ia t ion  should not r e ­

ward unsound economic p o l i c i e s  of the underdeveloped c o u n t r i e s .  Lack 

of c red i tw o r th in e s s  should not be due to improper management of the 

economy--from unwise deb t ,  from i n f l a t i o n a r y  p o l i c i e s ,  e t c .  This goal  

was c i t e d  in  Chapter VIII .

2.  Another goal  a l so  mentioned e a r l i e r  wfis the p o s s i b i l i t y  of 

using IDA c r e d i t s  as an incen t ive  to  the underdeveloped co u n t r i e s  in 

order to promote good performance in  the f u tu r e .  Some co u n t r i e s  have 

had r e a l l y  poor a d m in i s t r a t io n  of t h e i r  economies in  the p a s t .  Perhaps 

an IDA c r e d i t  could be held out as a l u r e - - t o  ge t  these  co u n t r i e s  to 

improve. This would emphasize fu tu re  promise r a t h e r  than p as t  pe rform­

ance.  J u s t  how much should fu tu re  plans be considered? Some co u n t r i e s  

with  poor pas t  performance have w e l l  cons t ruc ted  and reasonab le  plans 

noTj in  e f f e c t .  Should IDA help them b r in g  t h e i r  p lans  to  f r u i t i o n ?

This r a i s e s  an i n t e r e s t i n g  dilemna fo r  IDA. How can one j u s t i f y  i g n o r ­

ing p as t  f a i l u r e s  in development? But, i f  IDA d o e s n ' t  he lp  with  these 

new p la n s ,  t h i s  may doom them to  f a i l u r e .  Thus, IDAIs p r e d i c t i o n  th a t  

the plan was going to f a i l  would become a s e l f - f u l f i l l i n g  prophecy.  

There are c oun t r i e s  t h a t  the Bank could not have f inanced on conven­

t i o n a l  terms. But,  IDA has made i t  p o s s ib le  for  the Bank to have an
/

e n t re  i n t o  these  coun t r i e s  and thus the Bank s t a f f  can work w i th  them
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and he lp  them improve the performance of  t h e i r  economies.

3. One purpose t h a t  might be served by the e s tab l i shm ent  of 

a  performance c r i t e r i o n  would be to  impress upon the P a r t  I  coun­

t r i e s  t h a t  IDA was making good use of the funds e n t ru s t e d  to  the As­

s o c i a t i o n .  Fundamental ly,  IDA i s  adm in i s t e r in g  p a r t  of the fo re ign  

a id  e f f o r t  of the  r i c h  Western n a t i o n s .  A performance c r i t e r i o n  

might be u s e f u l  in convincing these c o u n t r i e s  t h a t  th i s  a d m in i s t r â t  ion 

i s  sound and should be cont inued.

4.  One school  of thought would use IDA c r e d i t s  to  ob ta in  

maximum r e s u l t s ,  in terms of economic development, from the l imited  

r e sou rces  a v a i l a b l e .  Performance t e s t s  would be used to  insure  th a t  

such maximization took p lace .  This r a i s e s  the t e c h n ic a l  problem of 

measuring the impact of e x t e r n a l  a s s i s t a n c e  of  va r ious  type s ,  and 

r a i s e s  another  problem, a l s o .  Should IDA be i n t e r e s t e d  in  g e t t i n g  the 

most development fo r  i t s  money or should IDA be i n t e r e s t e d  in channeling 

i t s  funds to  those co u n t r i e s  which a re  t r y i n g  r e a l l y  hard?  Some coun­

t r i e s  a re  making Herculean e f f o r t s  w i th  l i t t l e  r e s u l t .  Other coun t r ie s  

a re  having a r e l a t i v e l y  easy time of  i t ,  fo r  environmental  and h i s t o r i c a l  

r ea s o n s ,  and ach iev ing  qu i t e  handsome r a t e s  of growth--some of the 

o i l -p ro d u c in g  c o u n t r i e s  of the Middle Eas t  and South America immediately 

come to mind. Some people would argue t h a t  IDA should p lace  a p r e ­

mium on improvement r e l a t i v e  to  a c o u n t ry ' s  p r e s e n t  p o s i t i o n .  This 

would take l i t t l e  account  of a c o u n t r y ' s  lack  of  r e s o u rces ,  e t c .  IDA 

has chosen,  judging  from the c o u n t r i e s  where i t  has extended c r e d i t s ,

to  reward e f f o r t  r a t h e r  than r a t e s  of  growth.

As mentioned in  Chapter V I I I ,  the re  i s  no simple method of 

measuring good performance.  J u s t  how good should domestic e f f o r t  have
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to  be in  order for  a country to  q u a l i f y  for  IDA c r e d i t s ?  Cer ta in ly  

growth and g row th -c rea t ing  p o l i c i e s  should be favored,  b u t ,  what 

f a c e t s  of the economy should be considered in  a s s e s s i n g  these p o l i ­

c i e s ?  How many non-economic f a c t o r s  should be taken in to  account 

in  measuring performance?

The es tab l i shm en t  of IDA has p resen ted  the s t a f f  of  the Bank 

w i th  a whole hos t  of  problems.  How can the s t a f f  r a t i o n a l i z e  i t s  de­

c i s i o n s  to  make IDA loans as opposed to Bank loans? There a re  d i f f i ­

c u l t i e s  in ex p la in in g  these  d ec i s io n s  to  the developing coun t r i e s  and 

to  the donor c o u n t r i e s .  And, in a d d i t i o n  to  the two types of money 

a v a i l a b l e  now, th e re  a re  p roposa ls  for  adding a t h i r d  c l a s s  of loans,  

between IDA c r e d i t s  and conven t iona l  Bank loans.  These proposal s  w i l l  

be d iscussed  in Chapter  XII ,

R e la t i o n sh ip  of S t a f f  to  Executive  D i rec to r s

There i s  an e n t i r e l y  d i f f e r e n t  i n t e r e s t  in  IDA loans ,  on the

p a r t  of the Executive  D i r e c t o r s ,  than i s  shown toward r e g u la r  Bank

loans .  IDA money i s  pub lic  money and has been r a i s e d  through taxes.

The money which the I n t e r n a t i o n a l  Bank loans i s  money t h a t  has been 

r a i s e d  through the r e l a t i v e l y  p a i n l e s s  method of  f l o a t i n g  loans in 

the c a p i t a l  markets  of  the world.  Bank money, has ,  th us ,  been saved 

v o l u n t a r i l y  and i s  being loaned to  the Bank w i th  the ob je c t  of earning 

i n t e r e s t .  The Executive D i r e c to r s  r e p re s e n t in g  the r i c h e r  na t ions  take 

a pure ly  pe r fu n c to ry  i n t e r e s t  in  most Bank loans recommended by the 

s t a f f .  Most observers  were aware of the f a c t  t h a t  Mr. Black and h i s  

s t a f f  ran  the Bank w i th  only nominal d i r e c t i o n  from the D i re c to r s .

And the underdeveloped c o u n t r i e s '  D i rec to r s  d i d n ' t  show extreme i n t e r e s t
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in  loans ,  because the re  was p le n ty  of Bank money a v a i l a b l e  fo r  any 

p r o j e c t  t h a t  could meet the Bank's s t a n d a rd s .  The Bank could r a i s e  

whatever money could be loaned fo r  such p r o j e c t s ,  so the developing 

c o u n t r i e s  were not  vying with each o th e r  fo r  a l imited  resource

This has been a l t e r e d  in  the case of  IDA c r e d i t s .  The donor 

governments a re  i n t e r e s t e d  in w h a t ' s  be ing  done w i th  t h e i r  c i t i z e n s '  

tax  d o l l a r s .  The s t a f f ' s  r e s p o n s i b i l i t i e s  to the r i c h  na t ions  are  

much d i f f e r e n t  in  the case of IDA money than with  Bank money. The 

P a r t  I  c o u n t r i e s '  Executive D i rec to r s  s tudy  IDA c r e d i t s  much more 

thoroughly than Bank loans.  And the develop ing c oun t r i e s  have an i n t e r ­

e s t  in  where IDA money i s  going.  There i s n ' t  enough IDA money to  go 

around to  a l l  the p r o j e c t s  t h a t  meet IDA s tandards .  This means t h a t  

some p r o j e c t s  a re  going to  be l e f t  ou t .  Every member country i s  

anxious t o  ge t  i t s  s h a re .  This problem w i l l  be di scussed  in con­

s id e r a b l y  more d e t a i l ,  in  the case of c e r t a i n  developing c o u n t r i e s ,  in 

Chapter XI,

What t h i s  a l l  b o i l s  down to  i s  the a l l o c a t i o n  problem faced 

by the I n t e r n a t i o n a l  Development A ss o c i a t i o n ,  This i s  a problem which 

the  Bank had no t  had to  face .  The Bank could r a i s e  a l l  the money i t  

could p ruden t ly  use .  The s t a f f  had no exper ience  in  a l l o c a t i n g  scarce  

r e sou rces  between competing and eq u a l ly  a t t r a c t i v e  p r o j e c t s .  This has 

been a d i f f i c u l t  exper ience  fo r  the s t a f f - - o n e  which has thoroughly 

t e s t e d  the a b i l i t y  of a banking i n s t i t u t i o n  to d ispense funds where an 

orthodox f i n a n c i a l  r e t u r n  was not  the pr imary c o n s id e ra t io n .

The Cal iber  of  t h e  S ta f f  

But the I n t e r n a t i o n a l  Bank i s  no o rd inary  bank. Andrew



196

Shonf ie ld ,  who i s  c e r t a i n l y  no b l in d  e n t h u s i a s t  where the World Bank 

i s  concerned, has defined  the essence of the Bank's ch a ra c te r  qu i t e  

w e l l .

There i s  a body of i n f l u e n t i a l  op inion which b e l iev es  th a t  the 
Bank ought to  be given the leading  r o l e  in  any enlarged program 
of economic a id  to the underdeveloped c o u n t r i e s .

That the re  should be t h i s  f e e l i n g  i s  a j u s t i f i e d  t r i b u t e  
to the shrewdness and energy with  which the Bank has conducted 
i t s  b u s in es s .  . . . The Bank has  been ab le  to  evoke in many of 
the underdeveloped c o u n t r i e s  themselves a f e e l i n g  th a t  i t  has 
genuine sympathy and unders tanding  fo r  t h e i r  problems. This f e e l ­
ing i s  more wisespread ,  i t  i s  f a i r  to  say,  in  Asia tnan i t  i s  in  
La t in  America. But t h a t  the view should e x i s t  a t  a l l  among peo­
ple who have had req u es t s  fo r  loans turned down, as wel l  as a c ­
cepted ,  by the Bank i s  a s u f f i c i e n t l y  no tab le  ci rcumstance.

This i s  no t  j u s t  the r e s u l t  of good pub l i c  r e l a t i o n s ,  
though the Bank's c h a r a c t e r i s t i c a l l y  American a t t e n t i o n  to th a t  
s ide of the bus iness  has c e r t a i n l y  been a he lp .  More important  
is  the high c a l i b e r  of the Bank's s t a f f  and the genera l  mood in 
which i t  conducts i t s  a f f a i r s .

Shonfield goes on to  admit of the  d i s t i n c t  impression th a t  many s t a f f  

members a re  not only people of very high a b i l i t y  but  they are a l s o  the 

very s l i g h t e s t  b ig  odd. The au thor  got the same impression upon coming 

in to  con tac t  with  the s t a f f  fo r  the f i r s t  t ime. One person suggested 

t h a t  a t  an e a r l i e r  da te  i t  had been thought the s t a f f  was " f a c e l e s s " ,  

and so could do with  a few e c c e n t r i c s .  At any r a t e ,  a few e c c e n t r i c s  

a re  the re  now. The s t a f f  i s  markedly unhurried and easy to  in te rv iew .

I t  has been suggested t h a t  " the 'u n h u r r i e d '  look may be due to  a con­

s id e r a b l e  B r i t i s h  i n f lu e n c e .  To an Oxonian, i t  i s  not  qu i t e  proper to 

show signs  of doing any w ork ."2

S t a f f  members a re  not  a t  a l l  the type of people one would expect 

to f ind  in  a bank--even in  an i n t e r n a t i o n a l  bank. And they have such 

enthusiasm for  economic development! I t  seems th a t  they have not  read

^Shonf ie ld ,  pp. 116-117.

^Personal l e t t e r  from a member of the s t a f f ,  IBRD, June 24, 1963.
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any of the t h e o r i e s  of economic development which demonstrate t h a t  

such development i s  p r a c t i c a l l y  imposs ib le  in  the  underdeveloped 

co u n t r i e s  of A f r ica  and Asia .  I f  they have read  them, they have been 

l e f t  untouched by t h i s  message. Almost a l l  development economists  

agree t h a t  economic development i s  an enormously complicated bus iness  

where eve ry th ing  depends upon every th ing  e l s e .  The underdeveloped 

c o u n t r i e s  nave been descr ibed  as having l o ü - l a v e l  equ i l ib r ium  t r ap s  

and v ic io u s  c i r c l e s  of  pover ty ,  as needing a b ig  push or a minimum 

e f f o r t ,  as  r e q u i r i n g  balanced or unbalanced growth depending upon 

which economist  was read .  And y e t ,  the s t a f f  keeps going about the 

bus ines s  of  p rovid ing  money to  the underdeveloped c o u n t r i e s  to b u i ld  

b r id g e s ,  and highways, and i r r i g a t i o n  p r o j e c t s ,  and schoo ls .  They move 

in  a seemingly uns o p h i s t i c a te d  and simple-minded way to  do these  th ings  

based on a b e l i e f  t h a t  i t  i s  good t h a t  b r id g es  and highways and schools 

should be b u i l t .  And they go a t  t h e i r  t a sk s  w i th  such an o p t i m i s t i c  

a t t i t u d e  t h a t  one has the d i s t i n c t  impress ion t h a t  no one on the s t a f f  

b e l i e v e s  in low-leve l  equ i l ib r ium  t r a p s  or v ic io u s  c i r c l e s  of pover ty .

The I n t e r n a t i o n a l  Development 
A s s o c i a t i o n ' s  C on t r ibu t ions

What has such a group of people been ab le  to  accomplish with  

the b i l l i o n  d o l l a r s  e n t ru s t e d  to  them? A r e c e n t  r e p o r t  of the Organiza­

t i o n  fo r  European Economic Co-opera t ion (now the Organ iza t ion  fo r  Econ­

omic Co-operat ion and Development) l i s t s  some 165 c o u n t r i e s  and t e r r i -  

t o r i e s  t h a t  a re  considered to  be underdeveloped.  I f  the l in e  i s  drawn 

a t  the conven t iona l  $500 per c a p i t a  income (so t h a t  co u n t r i e s  where per

^The Flow of F in a n c i a l  Resources to  Countr ies  in  Course of 
Economic Development 1956-1959 ( P a r i s ,  1961).
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c a p i t a  Income i s  below $500 a re  considered underdeve loped) ,  the s t a f f  

of  IDA inc ludes  some 180 c o u n t r i e s  and t e r r i t o r i e s  in  the underdeveloped 

ca tegory .  Of t h e s e ,  IDA had only  advanced money to  14 c o u n t r i e s  by 

September 30, 1962 or l e s s  than 10 per  cent  of  the underdeveloped coun­

t r i e s  no m a t te r  which t o t a l  i s  cons idered .

Despite  the obvious smal lness  of  i t s  c o n t r i b u t i o n ,  Mr. Black 

hac i r . c i s tc d  t h a t  "IDA i s  ?. major source of  development a i d ,  and the 

p r i n c i p a l  i n t e r n a t i o n a l  ins trum ent fo r  the p ro v i s io n  of  a id  on l e n i e n t  

terms of r e p a y m e n t ; a n d  t h a t  "exper ience had a l re a d y  demonstrated .

. . t h a t  IDA is  capable  of  meeting  a very r e a l  and im por tan t  need .

Perhaps one of IDA's c o n t r i b u t i o n s  has been t h a t  of technique .  

IDA was the f i r s t  i n t e r n a t i o n a l  s o f t  lend ing agency. The techniques  

i t  has used have been copied by o t h e r s ,  as  descr ibed  in  a r e p o r t  of the 

Organ iza t ion  fo r  Economic Co-opera t ion  and Development.

The i n t e r e s t i n g  arrangement f i r s t  used by the I n t e r n a t i o n a l  
Development A ssoc ia t ion  which permi ts  p r i v a t e  borrowers to  repay 
t h e i r  governments in  lo c a l  currency  a t  terms a p p r o p r i a t e  to the 
p r o j e c t ,  while  p e rm i t t in g  the government to  repay the lender in  
d o l l a r s  a t  terms a p p r o p r i a t e  to  i t s  e x t e r n a l  debt  s e r v i c i n g  capac­
i t y ,  was adopted by the United S ta t e s  in  1961.^

The United S t a t e s  fo r e ig n  a id  agency had been making s o f t  loans ,  most

of  which provided fo r  repayment in lo c a l  currency .  A f te r  IDA developed

i t s  p a t t e r n ,  however, the United S ta t e s  program was changed to  come

c lose  to  IDA's ar rangements.  The p a t e n t  of  IDA lending  was a l s o  taken

over by the S oc ia l  Progress  T rus t  Fund, adm in is te red  by the I n t e r -

American Development Bank.

^IDA Board of Governors Press  Release No. 3,  September 18,
1962, p. 8.

^ I b i d . , p. 9.

^Development A ss i s t an ce  . . .  in  1961, p . 14.
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The Vice P re s id e n t  of  the Bank, Mr. J .  Burke Knapp, when 

asked i f  IDA had been a s i g n i f i c a n t  fo rce  in  the development of  the 

underdeveloped c o u n t r i e s ,  r e p l i e d  in the a f f i r m a t i v e .  His reason 

for  so doing was based on a p o in t  d iscussed  e a r l i e r ,  t h a t  i s ,  t h a t  IDA 

had made i t  p o s s ib le  fo r  the Bank s t a f f  to  b r in g  i t s  t e c h n i c a l  a s s i s t ­

ance c a p a b i l i t i e s  in to  c o u n t r i e s  where the Bank had no t  been.  He saw 

th i s  as i t s  major impact ^

Of the 14 co u n t r i e s  to which IDA made c r e d i t s  a v a i l a b l e ,  

through September 30, 1962, seven rece ived  no a s s i s t a n c e  from the Bank 

during the period  from January ,  1960 to  September 30, 1962. In these  

c o u n t r i e s ,  anyway, th e re  would have been no m u l t i l a t e r a l  funds a v a i l ­

ab le  i f  IDA had not  been e s t a b l i s h e d .  The seven c o u n t r i e s  t h a t  rece ived  

no th ing bu t  IDA c r e d i t s  from i n t e r n a t i o n a l  sources du r ing  t h i s  period 

were Honduras, China,  Paraguay,  Jo rdan ,  Swaziland, Korea,  and Tunis ia .  

So, a t  l e a s t  in  some c o u n t r i e s ,  IDA made the d i f f e r e n c e  between having 

some m u l t i l a t e r a l  funds a v a i l a b l e  as opposed to  having none.

In a d d i t io n  to  the c o u n t r i e s  t h a t  rece ived  IDA c r e d i t s  in the 

f i r s t  two years  o p e r a t i o n s ,  th e re  were 16 o the r  member c o u n t r i e s  of 

the Bank which had p rev io u s ly  rece ived  Bank loans bu t  h a v e n ' t  rece ived  

any such loans,  fo r  one reason  or ano the r ,  s ince  1960. They might be 

considered to  be p o t e n t i a l  r e c i p i e n t s  of IDA funds.  These co u n t r i e s  

are M aur i tan ia ,  I r an ,  Congo (L e o p o ld v i l l e ) ,  Rhodesia and Nyasaland,  

B r a z i l ,  A lg e r ia ,  United Arab Republ ic ,  Ecuador,  Malaya, Gabon, Lebanon, 

East  A f r i c a ,  Guatamala, I r a q ,  French West A f r i c a ,  and Ruanda-Urundi.

Some of these  co u n t r i e s  would look to  IDA as t h e i r  only hope for  ou ts ide

1In te rv iew , January 22, 1963.
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economic a s s i s t a n c e  w i thou t  p o l i t i c a l  s t r i n g s  a t tached  and, t h e r e f o r e ,  

as a p o t e n t i a l l y  s i g n i f i c a n t  fo rce .  The views of some of these na t ions  

w i l l  be considered in  the fo l lowing  chap te r .



CHAPTER XI

SOME VIEWS CONCERNING THE EFFECTIVENESS OF THE 

INTERNATIONAL DEVELOPMENT ASSOCIATION

T hree Groups o f  U nderdeveloped  C o u n tr ie s  

In  an  e f f o r t  to  a s s e s s  IDA 's s ig n i f i c a n c e ,  r e p r e s e n ta t i v e s  o f  

s e v e r a l  governm ents v e re  c o n ta c te d . In  m ost c a se s  th e s e  r e p r e s e n ta t i v e s  

were th e  f i n a n c i a l  (o r  economic o r  com m erc ial) m in is te r s  o f  th e s e  coun­

t r i e s '  em b assies  in  W ashington, D. C. R e p r e s e n ta t iv e s  were in te rv ie w e d  

from  c o u n tr ie s  in  A f r ic a ,  A s ia , S ou th  A m erica , N orth  A m erica and  E urope. 

An a tte m p t was made to  g e t  some r e p r e s e n ta t i o n  from  each  o f  th e  m ajo r 

b lo c s  o f  n a t io n s  in  th e  w orld . Some c r i t i c i s m s  o f  IDA have a l r e a d y  been 

p r e s e n te d  in  e a r l i e r  c h a p te r s .  However, th e  spokesmen f o r  th e  u n d e r ­

d ev e lo p ed  c o u n tr ie s  had  a  good many n o v e l id e a s  c o n cern in g  th e  A s s o c ia ­

t i o n  w hich w i l l  be p re s e n te d .

Upper-Incom e U nderdeveloped  C o u n tr ie s  

T hree  r e p r e s e n ta t iv e s  o f  what m ig h t be  c a l l e d  upper-incom e u n d e r­

d ev e lo p ed  c o u n tr ie s  were in te rv ie w e d . T hese t h r e e  c o u n tr ie s  a re  lo c a te d  

on th r e e  d i f f e r e n t  c o n tin e n ts  and  th e  v iew s o f  t h e i r  r e p r e s e n ta t i v e s  a re  

in  r a t h e r  s h a rp  c o n f l i c t .  One o f  th e s e  c o u n tr ie s  has n o t even jo in e d  

th e  I n t e r n a t io n a l  Development A s s o c ia t io n .  When a sk ed  why, th e  M in is te r  

C o u n se lo r f o r  Economic A f f a i r s  r e p l i e d  t h a t  th e y  h a d n 't  jo in e d  b e c au se  

th e y  th o u g h t i t  w o u ld n 't  be much h e lp  t o  them . They were aw are o f  th e

201
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i n t e n t  o f  IDA to  h e lp  th e  p o o re r  o f  th e  u n d e rd e v e lo p e d  c o u n t r i e s ,  so 

th e y  c o u ld  n o t  se e  i t  was to  t h e i r  ad v an tag e  t o  p u t  up t h e i r  p r e s c r ib e d

q u o ta  (lO  p e r  c e n t  o f  w hich would have h ad  t o  b e  in  g o ld  o r  c o n v e r t ib le

c u r r e n c y ) .  The f a c t  t h a t  th e y  have n o t jo in e d  IDA has n o t  p r e ju d ic e d  

t h e i r  r e l a t i o n s  w ith  th e  Bank in  euay way an d  th e y  a r e  in  th e  p ro c e s s  o f  

n e g o t i a t in g  a  s i z a b l e  lo a n  from  th e  Bank. They do n o t  se e  t h a t  th e y  

have any o b l ig a t i o n  t o  h e lp  th o s e  u n d e rd e v e lo p e d  c o u n tr ie s  t h a t  a r e  

p o o re r  th a n  th em se lv e s  by  c o n t r ib u t in g  t h e i r  r e s o u rc e s  t o  IDA.^

The seco n d  c o u n try  in  t h i s  c la s s  h ad  jo in e d  IDA b u t  f e l t  wronged

t h a t  IDA p o l ic y  h a d  b een  fram ed  in  such  a  way a s  t o  ex c lu d e  them  from

e l i g i b i l i t y  f o r  c r e d i t s .  The Economic C o u n se lo r p o in te d  o u t t h a t  h i s  

c o u n try  h ad  num erous q u i te  e s s e n t i a l  p r o je c t s  in v o lv in g  e d u c a tin g  and 

a s s im i l a t i n g  a  d i s p a r a te  p e o p le . These p r o je c t s  c a n n o t be  f in a n c e d  

th ro u g h  th e  u se  o f  c o n v e n tio n a l  lo a n s .  T h is  c o u n try  i s  c o n s id e re d  t o  be 

c re d i tw o r th y  by th e  Bank an d  was ex te n d e d  a  lo a n  in  1962. I t  i s  n o t ,  

t h e r e f o r e ,  e l i g i b l e  f o r  an  IDA c r e d i t  f o r  th e s e  n o n -re v e n u e -p ro d u c in g  

p r o j e c t s .  The Economic C ounse lo r a l s o  p o in te d  t o  th e  v e ry  m eagre r e ­

so u rc e  b a se  in  h i s  c o u n try  and  th e  q u i te  phenom enal r a t e  o f  g row th  t h a t  

h£is b een  acco m p lish e d  in  s p i t e  o f  t h i s  s h o r ta g e  o f  r e s o u r c e s .  Why, he 

a rg u e d , s h o u ld n 't  IDA h e lp  them  g e t  o v e r t h i s  c r u c i a l  decade a f t e r  w hich 

th e y  would s u r e ly  be e c o n o m ica lly  s e l f - s u f f i c i e n t ?  The f a c t  t h a t  th e y  

have been  so  s u c c e s s f u l  in  m anaging th e  economy, th e  f a c t  t h a t  th e y  have 

a  r e l a t i v e l y  h ig h  p e r  c a p i t a  incom e, th e  f a c t  t h a t  t h e i r  e x p o r ts  a re  

grow ing a t  a  r a p i d  r a t e —a l l  th e s e  v i s i b l e  s ig n s  o f  s u c c e s s  have been 

u se d  a s  th e  b a s i s  f o r  deny ing  them  IDA c r e d i t s .  In  th e  eyes o f  IDA,

^ In te rv ie w , May 29, 1963-
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t h e i r  w o rs t f a i l u r e  has b een  th e  e x te n t  o f  t h e i r  s u c c e s s .^

The t h i r d  o f  th e s e  upper-incom e u n d e rd e v e lo p e d  c o u n tr ie s  has 

a ls o  had  a  phenom enally  s u c c e s s f u l  developm ent program  o v e r th e  p a s t  

decade . T h e ir  p e r  c a p i t a  income i s  c lo s e  t o  $400 a  y e a r ,  t h e i r  e x p o rts  

have been  r i s i n g  a t  more th a n  10 p e r  c e n t  a  y e a r ,  and  th e y  have been 

g iv en  s iz a b le  lo a n s  from  th e  W orld Bank to  s p u r  t h e i r  developm ent. They 

h a v e , t h u s ,  n o t b een  e l i g i b l e  f o r  IDA c r e d i t s —b u t  th e y  have jo in e d  th e  

A s s o c ia t io n  w ith  e n th u s ia sm , anyway. The Economic C ounse lo r p o in te d  

o u t t h a t  h i s  c o u n try  h ad  f e l t  t h a t  th e y  w o u ld n 't  be  e l i g i b l e  f o r  IDA 

money when th e y  jo in e d  th e  A s s o c ia t io n . B u t, he s a id  "we re c o g n iz e  th e  

obv ious need  f o r  in c r e a s e d  funds f o r  th e  u n d e rd e v e lo p e d  c o u n tr ie s  even 

i f  we a r e  n o t e l i g i b l e  f o r  them . A ll  a v a i l a b l e  s t a t i s t i c s  in d ic a te  th e  

d e s p e ra te  p l i g h t  o f  many o f  th e s e  c o u n tr i e s .  Anyone f a m i l i a r  w ith  th e  

problem  can se e  th e  p r e s s in g  n eed  f o r  sp e e d in g  up t h e i r  developm ent and  

le s s e n in g  th e  gap betw een  th e  poor and  th e  r i c h  n a t io n s .

T h is  s u p p o r t  f o r  IDA does n o t  mean t h a t  th e y  w ould have p r e ­

f e r r e d  IDA to  SUNFED, how ever. "We w ould have l i k e d  th e  p r in c ip le  o f  

SUNFED b e t t e r - - t h e r e  w ould  have been  more money a v a i la b le - - f r o m  coun­

t r i e s  n o t in c lu d e d  in  IDA, i . e . ,  th e  S o v ie t  b lo c  c o u n t r i e s .  T his p r e ­

f e re n c e  f o r  SUNFED i s  in  p r in c i p l e  o n ly ,  how ever. R e a l i s i t i c a l l y ,  we 

se e  l i t t l e  l i k e l i h o o d  o f  in c re a s e d  funds f o r  U n ite d  N a tio n s  a c t i v i t i e s  

in  t h i s  f i e l d  an d  th e  S o v ie t  b lo c  has n o t  c o n t r ib u te d  much to  U n ite d  

N a tio n s  a g e n c ie s  anyway . "3

^ In te rv ie w , May 28 , 1963.

^ In te rv ie w , May 28 , I963 .

3lb id .
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Poor and  D i s a t i s f i e d  C o u n tr ie s  

A second  group  o f  th r e e  c o u n tr ie s  e x p re s s e d  v a ry in g  d eg rees  o f  

d is p le a s u r e  w ith  IDA. T hese a r e  a l l  v e ry  poo r c o u n tr ie s  t h a t  w ould be 

i n s t a n t l y  e l i g i b l e  f o r  IDA c r e d i t s  on a  p e r  c a p i t a  income b a s i s .  None 

o f  th e  th r e e  h a s ,  how ever, r e c e iv e d  IDA fu n d s . The Commercial M in is te r  

o f  th e  f i r s t  o f  th e s e  c o u n tr ie s  was n o t p a r t i c u l a r l y  b i t t e r  abou t th e  

f a c t  t h a t  h i s  c o u n try  had  n o t g o t te n  any money from  IDA. He s a id  th e y  

would l i k e  to  r e c e iv e  IDA money. I t  seem ed to  him  t h a t  m ost IDA money 

was go ing  to  I n d ia .  H is c o u n try  had  f r i e n d ly  r e l a t i o n s  w ith  th e  Bank 

and  was hop ing  f o r  a  c o n so rtiu m  arrangem en t s im i la r  to  th e  ones e s ta b ­

l i s h e d  f o r  I n d ia  and  P a k is ta n .  He p o in te d  o u t th e  r e a l l y  d e s p e ra te  s i t u ­

a t i o n  in  h i s  c o u n try  a s  a  r e s u l t  o f  some b ad  c ro p  y e a r s , He c o u ld  n o t 

u n d e rs ta n d  why IDA h a d n 't  se en  f i t  to  make money a v a i l a b l e  t o  them . They 

have n o t had  a  Bank lo a n  s in c e  1959*

The spokesman f o r  th e  second  c o u n try  in  t h i s  g ro u p , a  co u n try  

in  Sub-S aharan  A f r ic a ,  echoed  th e  comments ab o u t IDA money go ing  to  In d ia .  

In  f a c t ,  he s a id  t h a t  "We have th e  d i s t i n c t  im p re ss io n  t h a t  IDA was n o t 

s e t  up w ith  th e  A fr ic a n  c o u n tr ie s  in  m ind. I t  was n o t e s ta b l i s h e d  to  

h e lp  A f r ic a - - b u t  t o  h e lp  I n d ia .  I n d ia  i s  in  a  p e c u l i a r  p o s i t i o n ,  caugh t 

betw een th e  West and  th e  Com m unists, and  i t  i s  v e ry  l a r g e .  I t  would 

s u r e ly  be a  v e ry  g r e a t  blow  to  th e  West i f  I n d ia  went t o  th e  Communists. 

T hat i s  why th e  West i s  so  an x io u s to  h e lp  In d ia  and  e x te n d  them lo a n s . 

And y e t  I n d ia  i s  f a r  o v e r-e x te n d e d .a s  f a r  a s  c o n v e n tio n a l d e b t i s  con­

ce rn e d . In d ia  c a n ' t  s e r v ic e  more h a rd  lo a n s . T hat i s  why IDA was

1In te rv ie w , May 28, 1963.
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e s t a b l i s h e d - - t o  p ro v id e  s o f t  loams f o r  I n d ia .

T h is  man was n o t  a t  a l l  o p t im is t i c  a h o u t th e  re p le n ish m e n t o f  

IDA. "We th in k  i t  u n l ik e ly  t h a t  IDA w i l l  he  a b le  to  g e t  enough money.

Why s h o u ld  th e  U n ite d  S ta te s  g iv e  anonymous lo a n s  th ro u g h  IDA when sh e  

can  g iv e  b i l a t e r a l  lo a n s  and  a t t a c h  s t r i n g s ?  And a l l  b i l a t e r a l  lo a n s  

have s t r i n g s  - -  d e s p i te  a l l  t h i s  t a l k  ab o u t th e  n eed  f o r  a id  w ith o u t s t r i n g s .  

The U n ite d  S ta te s  may n o t r e q u i r e  t h a t  o th e r  c o u n tr ie s  come h e re  and  w or­

s h ip  h e r —b u t  th e r e  a re  p o l i t i c a l  s t r i n g s .  T hat i s  why we v e ry  much p r e ­

f e r  i n t e r n a t i o n a l  a id .  T here a r e  no p o l i t i c a l  s t r i n g s  on IDA money.

T here a r e  s t i f f  re q u ire m e n ts —econom ic s t r i n g s —b ecau se  th e  a i d  m ust be  

p la n n e d  an d  u se d  e f f i c i e n t l y .  T here  a r e  d e la y s  in  n e g o t i a t io n s .  F o r 

th e s e  r e a s o n s , th e  F in an ce  M in is te r s  com pla in  t h a t  IDA i s  to o  to u g h  and  

to o  slow . IDA i s  to u g h  on re q u ire m e n ts . B u t, w ith  th e  p o s s ib le  ex cep ­

t i o n  o f  th e  p o l ic y  t h a t  lo a n s  w i l l  n o t  be  made f o r  n a t io n a l i z e d  in d u s -
2

t r i e s - - I D A  has no p o l i t i c a l  s t r i n g s . "

B ecause A fr ic a n s  f e e l  t h a t  IDA w i l l  n o t  be r e p le n is h e d  v e ry  su b ­

s t a n t i a l l y  and  b e c au se  th e y  a ls o  f e e l  t h a t  IDA was n o t e s t a b l i s h e d  w ith  

A f r ic a  in  m ind , th e y  a r e  t r y in g  to  e s t a b l i s h  an  A fr ic a n  Developm ent Bank.

As o f  now, no money has been  r a i s e d .  "But ife have to  g e t  o rg a n iz e d  f i r s t  

b e fo re  we can  s t a r t  r a i s i n g  money. T h is  i s  a  lo n g -te rm  p ro c e s s .  We do 

n o t e x p e c t to  i n d u s t r i a l i z e  th e  whole o f  A f r ic a  o v e rn ig h t .  We a re  n o t  

d isc o u ra g e d  by  n o t h av in g  th e  A fr ic a n  Development Bank f in a n c e d  a s  y e t .

I t  w i l l  be  f in a n c e d . We have h a d  en c o u ra g in g  c o n v e rs a tio n s  w ith  many

1

‘I b id

I n te r v ie w , May 29 , 19&3 ' 

2.,
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o f  th e  d ev e lo p ed  c o u n t r ie s .  T h is Bank i s  much more a p p e a lin g  t o  us th a n  

IDA.

"We have had  somewhat en co u ra g in g  c o n v e r s a t io n s  ahout th e  A fr ic a n  

Developm ent Bank w ith  th e  U n ite d  S t a t e s .  B u t, i t  lo o k s  a s though th e  

U n ite d  S ta te s  may w e l l  g e t  o u t o f  A fr ic a .  T h is i s  an u n d ersta n d a b le  a t t i ­

tu d e -  - a f t e r  a l l  th e  European c o u n tr ie s  a r e  v er y  r i c h  n ow --and  th e y  w ere 

our c o lo n ia l  m a ste r s  in  A fr ic a .  They sh o u ld  s u r e ly  b ea r  much more o f  

th e  c o s t  o f  d e v e lo p in g  A fr ic a  th an  th e  U n ite d  S t a t e s .  T h is i s  e x a c t ly  

what th e  C lay R eport p ro p o sed .

T h is man ech o ed  an o p in io n  h ea rd  in  o th e r  in te r v ie w s  when he s a id  

th a t  "IDA i s  d o in g  what th e  I n te r n a t io n a l  Bank sh o u ld  be d o in g . T h is  i s  

what th e  Bank was s e t  up t o  d o - - to  h e lp  c o u n tr ie s  in  th e  p r o c e ss  o f  e c o ­

nomic d evelopm ent. The Bank i s  v ery  r ic h  now. I t  c o u ld  be making s o f t  

lo a n s  i t s e l f .  I t  s h o u ld  b e  doing  s o .  T here have b een  p r o p o sa ls  fo r  

le n g th e n in g  th e  term s o r  lo w er in g  th e  i n t e r e s t  r a t e ,  b u t th e  Bank s t a f f  

i s  op p osed . The s t a f f  a rg u es  th a t  t h i s  w ou ld  u p s e t  th e  f in a n c ia l  commu­

n i t y .  How much s e c u r i t y  does th e  f i n a n c i a l  community need? The Bank 

has o v er  $$00 m i l l io n  in  r e s e r v e s  now and has n e v e r  had a  d e fa u lt  on a 

lo a n . I'That more c o u ld  th e  bankers a sk  fo r? "

For a l l  th e  r e a so n s  g iv e n  a b o v e , th e  Bank was ju d ged  to  be com­

p l e t e l y  u s e l e s s  t o  th e  d e v e lo p in g  n a t io n s  o f  A fr ic a .  "We c a n 't  a f f o r d  

t o  s e r v ic e  c o n v e n t io n a l lo a n s .  Our ex p o r t p r o s p e c t s  a r e  n o t p ro m is in g .

The Bank has n o th in g  t o  o f f e r  us as we have a l l  th e  h ard  debt we can  

h o n e s t ly  e x p e c t  t o  re p a y . IDA i s  n o t g o in g  t o  be expanded  to  a n y th in g

^ I b id .

^Ib id .
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l i k e  s i g n i f i c a n t  s i z e .  I t  may g e t  a  l i t t l e  m on ey--bu t ou r in fo rm a tio n  

would le a d  u s to  th in k  t h a t  i t  w i l l  be fa r  l e s s  th a n  th e  $ 2 .5  b i l l i o n  

w hich B lack  p ro p o sed . The co u n try  from  w hich  t h i s  man came r e c e iv e d  

a  Bank lo a n  in  1962.

The t h i r d  co u n try  in  t h i s  poor and d i s s a t i s f i e d  group i s  s u i  

g e n e r i s . The a n t ip a th y  w ith  w hich  th e  Economic A tta ch e^  v iew ed  IDA knew 

no bounds. He s t a r t e d  h i s  comments by sa y in g  t h a t  th e y  were q u it e  unim­

p r e s s e d  w ith  IDA. T h is  tu r n e d  o u t to  be a  c o n s id e r a b le  u n d ersta tem en t.  

"We were o p t im is t i c  a t  f i r s t .  We lo o k e d  forw ard  t o  a s s i s t a n c e  from  IDA. 

We jo in e d  e a r ly .  B u t, i t  i s  a p p ly in g  th e  same sta n d a rd s  a s th o s e  u sed  

by th e  I n te r n a t io n a l  Bank. A co u n try  must be c o n s id e r e d  to  be a b s o lu te ly  

se c u r e  and s t a b le  b e fo r e  i t  can g e t  IDA money. T h is i s  o f  no h e lp  to  

u s . Our fu tu r e  i s  u n c e r ta in .

"There i s  no in t e r n a t io n a l  o r g a n iz a t io n  t o  h e lp  c o u n tr ie s  l i k e  

o u r s . We have l i t t l e  u se  f o r  m u l t i l a t e r a l  a id .  B i la t e r a l  a id  seems 

b e t t e r  t o  us in  our s i t u a t i o n .

Then began a  by-now  fa m il ia r  argum ent. " In d ia  i s  g e t t in g  a l l  

th e  a id  from IDA. I t  seem s t h a t  ev ery  seco n d  week I  s e e  a  p r e s s  r e le a s e  

announcing an IDA c r e d i t  f o r  I n d ia - - a  dam, a h a rb o r , or an i r r i g a t io n  

p r o j e c t .  And why i s  I n d ia  g e t t in g  a l l  o f  IDA's money? T here a re  two 

r e a s o n s . F i r s t ,  th e r e  a re  so  many In d ia n s on th e  s t a f f  o f  th e  I n t e r ­

n a t io n a l  Bank. When my countrym en a p p ly  fo r  jo b s  th e r e  we are t o l d  th e y

l l b i d .

^ In te r v ie w , May 29 , 1963-

3 .1 b id .
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a re  n o t  q u a l i f i e d .  And who d ec id es  t h a t  th e y  a r e  n o t q u a l i f i e d ?

In d ia n s  on th e  p r e s e n t  s t a f f .

S eco n d ly , t h e r e  i s  th e  argum ent t h a t  I n d ia  m ust b e  h e lp e d  so 

t h a t  i t  can  become th e  show case o r  th e  model f o r  a l l  A s ia  t o  fo llo w . 

" In d ia  can n o t be  su ch  a  show case. Ask anyone in  S o u th e a s t  A s ia . They 

a l l  a g re e . The U n ite d  S ta te s  and  th e  U n ite d  Kingdome th in k  t h a t  th e  

In d ia -C h in a  s t r u g g le  i s  c r u c i a l  f o r  th e  W est; an d  t h a t  th e  West m ust 

make In d ia  p ro sp e ro u s  as  an example o f  th e  W estern  sy stem  a t  vrark. No 

one in  S o u th e a s t  A s ia  w ants to  fo llo w  I n d i a 's  exam ple. I  w i l l  t e l l  you 

f r a n k ly ,  we adm ired  th e  Ja p a n e se  v e ry  much. We r e s e n te d  t h e i r  occupa­

t i o n  a t  th e  t im e - - b u t  we adm ired  them . We l i k e d  th e  way th e y  went ab o u t 

t h in g s - - t h e  e f f i c i e n c y  w ith  w hich th e y  had  dev e lo p ed  t h e i r  c o u n try .

T h is i s  n o t t r u e  in  th e  c a se  o f  I n d ia .  I n d ia  c o u ld  n o t  d eve lop  in  30 

y e a rs  no m a t te r  how much a i d  was f u n n e l le d  in .  I n d ia  e x i s t s  in  abysm al 

p o v e r ty  to d a y . T here  i s  to o  much to  be done th e r e .  I t  w o n 't  su c ce e d  

in  becom ing ec o n o m ica lly  s e l f - s u f f i c i e n t  in  th e  n e x t decade o r  in  th e  

n e x t 5 decades.

"The In d ia -C h in a  com parison  i s  m e a n in g le ss . C hina c a n ' t  be 

s to p p e d . You saw i-îhat happened  when th e y  s t a r t e d  t o  in v ad e  In d ia .

I n d ia  im m edia te ly  h ad  to  c a l l  on th e  U n ite d  S ta te s  and  th e  U n ite d  

Kingdom f o r  h e lp . C hina c o u ld  conquer In d ia  a t  any tim e  i f  I n d ia  had  

to  f ig h t  a lo n e . I n d ia  h ad  a  b ig  army—f o r  u se  a g a in s t  P a k is ta n .  But 

th e  army was no good. I t  c a n ' t  s ta n d  up a g a in s t  th e  C hinese  army.

" In d ia  c a n ' t  s e rv e  a s  a  show case f o r  A s ia . We d o n 't  n eed  any 

show case. We s h o u ld  a l l  deve lop  e q u a lly .  I n d ia  i s 'n o  more c r u c i a l  to

^Ibid.
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th e  West than  any o th e r S ou th east A sian n a t io n . In d ia  could no t s tan d  

fo r  a m inute i f  a l l  the  o th e r  c o u n tr ie s  of S ou theast A sia f e l l  to  the 

communists. A ll the c o u n tr ie s  a re  c ru c ia l- -n o n e  more than o th e rs .  They 

a re  a l l  to g e th e r .  They should  be tr e a te d  a l ik e .

I t  has been thought n ece ssa ry  to  re p e a t th i s  co n v ersa tio n  alm ost 

in  f u l l  in  o rder to  ca p tu re  th e  essence of th i s  d isap p ro v a l of IDA's 

p o lic y  tot?2rd  In d ia . This the  moat extreme example of th i s  a t t i ­

tu d e —b u t the  same c r i t ic i s m  was expressed  in  every in te rv ie w  w ith  a  

r e p re s e n ta t iv e  of an underdeveloped co u n try .

P ersonnel r e c r u i t in g  p o l i c ie s  have a ls o  come in  fo r c r i t i c i s m .

A com plain t i s  heard from many of th e  underdeveloped c o u n tr ie s  th a t  the 

h ig h e r s t a f f  le v e ls  of th e  o rg a n iz a tio n  c o n ta in  no re p re s e n ta t iv e s  from 

th e  underdeveloped c o u n tr ie s .  I n te r e s t in g ly  enough, in  view of the 

comments of the Asian j u s t  quo ted , the  Governor of IDA from In d ia  ex -
2

pressed  th i s  com plaint a t  the 1961 m eeting of the  Board of G overnors.

This is  a d i f f i c u l t  problem . I f  the poorer c o u n trie s  send th e i r  

top p lan n ers  and econom ists away to  work in  an in te r n a t io n a l  o rg a n iz a ­

t i o n ,  they a re  going to  have fewer people l e f t  a t  home to  run the 

co u n try . And, a lthough  In d ia  may no t be sh o rt of th i s  type of p e rso n , 

most of the developing  n a tio n s  a r e .  Thus, i t  would make no sense fo r  

them to  fu r th e r  d ep le te  th e i r  a lre a d y  th in  ran k s . However, one can see  

th e  o th e r s id e ,  a l s o .  They f e e l  th a t  a N igerian  or an E gyptian would 

be much more sym pathetic  w ith  th e i r  problems than a West German or an

Ifb id .
2

IDA Board of Governors P ress  R elease No, 16, September 19,
1961, p . 3 .
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A m erican. They f e e l  t h a t  a  p e rs o n  who i s  co n cern ed  a h o u t w hat ty p e  o f  

m o to r c a r  t o  huy n e x t  y e a r  m igh t show l i t t l e  u n d e rs ta n d in g  o f  p e o p le  who 

a r e  co n cern ed  a h o u t w here th e  n e x t  m eal i s  coming from .

One E n th u s ia s t i c  R e c ip ie n t  o f  Funds 

I t  was an  u n f o r tu n a te  d ev e lo p m en t, h u t  o n ly  one c o u n try  t h a t  has 

r e c e iv e d  IDA funds was in c lu d e d  in  th e  sam ple o f  c o u n tr ie s  t h a t  was con ­

t a c t e d .  O ther in te rv ie w s  had  heen  p la n n e d , h u t  o n ly  one was p o s s ib l e .  

T here  i s  an  enormous d i f f e r e n c e  in  a t t i t u d e  betw een  th o s e  c o u n t r i e s  who 

had  n o t r e c e iv e d  IDA funds and  t h i s  one c o u n try  t h a t  h a s .  The Economic 

C ounse lo r o f  t h i s  l a s t  embassy was e c s t a t i c  in  d e s c r ib in g  th e  I n t e r ­

n a t io n a l  Developm ent A s s o c ia t io n .

"My c o u n try  i s  v e ry  e n th u s i a s t i c  a h o u t IDA. Here we have a  v e ry  

c a p i t a l i s t i c  i n s t i t u t i o n  ( th e  I n te r n a t io n a l  Bank) coming a ro u n d  t o  a  

s o c i a l i s t  a p p ro a c h - -p ro v id in g  money t o  c o u n tr ie s  a t  v e ry  low o r  z e ro  

r a t e s  o f  i n t e r e s t  f o r  su c h  p r o je c t s  a s  e d u c a t io n . T h is  i s  n o t  a  c a p i ­

t a l i s t  u n d e r ta k in g - - to  p ro v id e  money a t  no i n t e r e s t  f o r  th in g s  l i k e  

e d u c a t io n . T h is  i s  a  s o c i a l i s t  e n d e a v o r- -a n d  we welcome i t .  I t  i s  v e ry  

i n t e r e s t i n g  and  e n c o u ra g in g  to  s e e  th e  com ple te  e v o lu t io n  in  th e  

th in k in g  o f  a  man l i k e  Eugene B la c k --fro m  a  c o n v e n tio n a l b a n k e r ’s 

a t t i t u d e  in  th e  c l a s s i c a l  econom ic t r a d i t i o n - - t o  a  p o in t  o f  v iew  w hich 

e n t h u s i a s t i c a l l y  em braces th e  I n te r n a t io n a l  Developm ent A s s o c ia t io n .

"And t h i s  ty p e  o f  th in g —th e  IDA—has p o sed  a  v e ry  bo th erso m e 

problem  f o r  th e  comm unist c o u n t r i e s .  They have alw ays r e f u s e d  t o  j o i n  

th e  I n te r n a t io n a l  Bank and  th e  I n te r n a t io n a l  M onetary Fund b e c a u se  th e y  

c o n s id e re d  them  to  be  c a p i t a l i s t  i n s t i t u t i o n s  a n d , a s  su c h , th e y  w ere 

o u t  to  e x p lo i t  th e  u n d e rd e v e lo p e d  c o u n t r i e s .  B u t, now IDA i s  p ro v id in g
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money to  th e  u n d erd ev elo p ed  c o u n tr ie s  on b e t t e r  term s th a n  th e  R u ssia n s  

a r e  d o in g — fo r  p r o je c t s  l i k e  e d u c a tio n --a n d  w ith  no p o l i t i c a l  s t r in g s  

a tta c h e d . How do th e  R u ssia n s e x p la in  t h i s ?  T h is  p o se s  a  r e a l  problem  

f o r  th e  com m unists and th e y  a re  show ing s ig n s  o f  b e in g  w o r r ied  about i t .  

They a r e  denouncing IDA—b u t on what b a s i s  can  th e y  a t ta c k  i t ?  They can  

w r it e  o f f  th e  I n te r n a t io n a l  Bank and b i l a t e r a l  lo a n s  from  th e  West a s  

e x p l o i t a t i v e  d e v ic e s - -b u t  how can  th e y  e x p la in  IDA c r e d i t s ? ”^

Then th e  e v e r -r e c u r r in g  them e o f  IDA funds f o r  I n d ia  was b ro a ch ed , 

h ow ever, t h i s  t im e  th e  comments had a  l i t t l e  d i f f e r e n t  r in g .  "One c r i t i ­

c ism  has b een  made co n cern in g  th e  h ig h  p e r c e n ta g e  o f  funds g o in g  to  

I n d ia . T h is i s  d ue , I  th in k , t o  th e  f a c t  t h a t  In d ia  had th e  p r o je c t s  

read y  t o  p r e s e n t  to  IDA more th an  to  th e  p o l i t i c a l  f a c t o r s  in v o lv e d .  

O b v io u s ly , th e  p o l i t i c a l  f a c to r s  had some im p o r ta n c e --In d ia  i s  cau gh t  

b etw een  th e  E a st and th e  West and i s  v ery  la r g e  and i s  in  a  v er y  c r i t i ­

c a l  s i t u a t i o n .  B u t, th e  prim ary th in g  was th e  f a c t  th a t  In d ia  had w e l l  

p rep a red  p r o j e c t s  read y  to  g o - - I n d ia  i s  a  v e ry  w e ll-r u n  co u n try . T hese  

th in g s  w ere b a s ic  t o  th e  d e c is io n  to  h e lp  I n d ia .

"The d e v e lo p in g  c o u n tr ie s  in  A fr ic a  a r e  b e g in n in g  t o  g e t  p ro ­

j e c t s  read y  fo r  IDA and w i l l  b e g in  t o  g e t  more money v er y  s h o r t ly .

There i s  a  g r e a t  d e a l o f  en th u sia sm  fo r  IDA among th e  A fr ic a n  n a t io n s — 

th e y  support th e  id e a  o f  r e p le n is h in g  IDA v e r y  e a r n e s t ly .  I f  th e  U n ited  

N a tio n s  had e s t a b l i s h e d  SUNFED--it w ould have had th e  communist b lo c  

c o u n tr ie s  in  i t .  There i s  no r e a l i s t i c  hope o f  e s t a b l i s h in g  8UNEED.

IDA i s  th e  o n ly  a l t e r n a t iv e  a s f a r  as in t e r n a t io n a l  a id  a g e n c ie s  a re  

co n cern ed . I f  IDA i s  n o t r e p le n is h e d - - th e r e  w i l l  b e  no g e n u in e ly

^Interview, May 28 , 1963.
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in t e r n a t io n a l  o r g a n iz a t io n  p r o v id in g  s o f t  lo a n s  t o  th e  d e v e lo p in g  coun­

t r i e s .  And t h a t  w ould he v e r y  sa d , in d eed .

"The r e c o g n iz e d  com petence o f  th e  IDA s t a f f  and th e  la c k  o f  

p o l i t i c a l  s t r in g s  on IDA c r e d i t s  make them v ery  a p p e a lin g  t o  a l l  th e  de­

v e lo p in g  c o u n tr ie s .  Funds com ing from  th e  Bank o r  IDA w i l l  h e sp en t  

w is e ly  on sound p r o j e c t s .  They w i l l  n o t  he w a sted . E veryone knows th a t .  

They w i l l  n o t he u sed  fo r  p r e s t ig e  p r o je c t s  and w i l l  n o t he in f lu e n c e d  

hy p o l i t i c a l  c o n s id e r a t io n s .  T h is i s  one rea so n  why we v e r y  much p r e fe r  

IDA money t o  b i l a t e r a l  money. IDA money go es fo r  s o l i d  econom ic d e v e l­

opment and th u s  our governm ent o f f i c i a l s  a re  p r o te c te d  from  ch a rg es o f  

w aste  o r  i n e f f i c i e n c y  and IDA p o l i c i e s  a l s o  p r o te c t  our governm ent from  

in t e r n a l  p o l i t i c a l  p r e s s u r e s  t o  h u i ld  junk  p r o je c ts ." ^

When i t  was p o in te d  ou t t h a t  some u n d erd evelop ed  c o u n tr ie s  con­

s id e r e d  IDA fu n ds t o  have p o l i t i c a l  s t r i n g s ,  in  t h a t  fu n ds c o u ld  n o t he  

u sed  fo r  n a t io n a l iz e d  in d u s t r i e s ,  t h i s  man b ru shed  i t  a s id e .  H is own 

c o u n tr y , he s a id ,  had ch osen  t o  r e ly  on th e  f r e e  m arket t o  d ev e lo p  th e  

econom y, im m ed ia te ly  a f t e r  in d ep en d en ce . They hoped p r iv a te  c a p i t a l  

w ould d ev e lo p  th e  co u n try  in  th e  c l a s s i c a l  l i b e r a l  t r a d i t io n .  B u t, t h i s  

s im p ly  d id  n o t work. The p eo p le  d id  n o t have th e  c a p i t a l  t o  e s t a b l i s h  

new in d u s t r ie s .  They d id n 't  have th e  s k i l l s  r e q u i s i t e  t o  o p e r a te  them  

and th e y  d id n 't  have th e  n e c e s s a r y  e n tr e p r e n e u r ia l t a l e n t .  The s t a t e ,  

how ever, c o u ld  p ro v id e  t h e s e  th in g s .  The s t a t e  can r a i s e  c a p i t a l .  The 

s t a t e  can  t r a in  workers and managers and can a c t  a s th e  en tr ep ren eu r .

S o , th e y  have u ndertaken  an a m b itio u s  developm ent program under s t a t e  

d ir e c t io n — a lth o u g h  le a v in g  a  c o n s id e r a b le  segm ent o f  th e  economy to  th e

1Ibid.
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p r iv a t e  s e c to r .  Y et t h i s  d e c is io n  has  n o t p r e ju d ic e d  IDA a g a in s t  t h i s  

c o u n try . An IDA c r e d i t  was made a v a i l a b l e  a f t e r  l a r g e - s c a l e  p la n n in g  

was i n i t i a t e d .  So , t h i s  m an, a t  l e a s t ,  w ould a rg u e  t h a t  IDA c r e d i t s

a r e  c o m p le te ly  f r e e  o f  p o l i t i c a l  s t r i n g s .

How can t h i s  e n th u s  iasm  be  e x p la in e d  in  v iew  o f  th e  d i s s a t i s f a c ­

t i o n  e x p re s s e d  by th e  o th e r  u n d e rd e v e lo p e d  c o u n tr ie s  ? F i r s t  o f  a l l  we

m ust g iv e  c o n s id e ra b le  w e ig h t t o  th e  f a c t  t h a t  t h i s  l a s t  c o u n try  had  r e ­

c e iv e d  an IDA c r e d i t .  They h ad  m a te r i a l l y  b e n e f i t e d  from  th e  e s t a b l i s h ­

m ent o f  th e  A s s o c ia t io n . A lso , t h i s  c o u n try  was more f a m i l i a r  w ith  th e  

p o l i c i e s  and c r i t e r i a  u s e d  by  th e  s t a f f  and  was th u s  a b le  t o  s e e  some 

r a t i o n a l i t y  in  IDA d e c is io n s  r a t h e r  th a n  a t t r i b u t i n g  a l l  d e c is io n s  to  

p o l i t i c a l  c o n s id e r a t io n s  o r  th e  m ake-up o f  th e  s t a f f .  T h i r d ly ,  t h i s  

c o u n try  i s  r e l a t i v e l y  w e l l - r u n  and  e f f i c i e n t l y  a d m in is te re d . Some o f  

th e  r e p r e s e n ta t iv e s  who w ere m ost c r i t i c a l  o f  IDA n e g le c t  o f  t h e i r  coun­

t r i e s  blam ed IDA f o r  t h i s ,  w hereas p o o r a d m in is t r a t io n  o f  t h e i r  own 

c o u n tr ie s  would be  th e  more l i k e l y  e x p la n a t io n . One c o u n try , in  p a r t i ­

c u l a r ,  i s  n o to r io u s ly  i l l - r u n  and  y e t  th e  Economic C o u n se lo r c o u ld  n o t 

se e  t h a t  t h i s  m igh t be th e  re a s o n  IDA h ad  n o t made c r e d i t s  a v a i l a b le  to  

them .

Would i t  be  p o s s ib le  to  g e n e r a l iz e  from  th e  one c a se  o f  a  c o u n try  

t h a t  had  r e c e iv e d  IDA money? Would a l l  o f  th e  l 4- c o u n tr ie s  so  b le s s e d  

be  e q u a l ly  e n th u s i a s t i c  ab o u t IDA? I f  s o ,  t h i s  w ould be  a  la r g e  peirt 

o f  th e  p o p u la t io n  o f  th e  u n d e rd e v e lo p e d  w o rld , even though  n o t many coun­

t r i e s  a re  in v o lv e d . T here  a r e ,  no d o u b t, some v a r i a t i o n s  in  t h e i r  v iew s— 

b u t  i t  would be  s a f e  t o  say  t h a t  th e s e  c o u n tr ie s  w ould s h a re  a t  l e a s t  

some o f  t h i s  e n th u s ia sm  f o r  IDA. And even some o f  t h i s  c o u n tr y 's  en­

th u s  iasm  would be  a  c o n s id e ra b le  amount o f  en th u s ia sm .
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Some O b se rv a tio n s  on th e  D i s t r i b u t io n  o f  Funds 

I n d ia  h as  r e c e iv e d  $212 m i l l i o n  o f  th e  $3^  m i l l io n  t h a t  h ad  been  

d isp e n s e d  by IDA th ro u g h  Septem ber 30; 1962. T h is  r e p r e s e n te d  a b o u t 6l  

p e r  c e n t o f  a l l  IDA funds com m itted  d u r in g  th e  f i r s t  two y e a r s .  The 

c h a rg e  t h a t  IDA h ad  b een  s e t  up to  h e lp  In d ia  h ad  some e lem en t o f  t r u t h  

i n  i t .  B e fo re  IDA was r e a l l y  in  o p e r a t io n —th e r e  was a  commitment o f  

$250 m i l l io n  o f  IDA funds to  th e  I n d ia  and  P a k is ta n  c o n s o r t i a .^

Why has I n d ia  g o t te n  such  a  l a r g e  p e rc e n ta g e  o f  IDA fu n d s?  IDA 

a rg u e s  t h a t  I n d ia  h as  more th a n  30 p e r  c e n t o f  th e  p e o p le  in  th e  u n d e r­

d eve loped  w o rld  ( o u ts id e  th e  S o v ie t  b lo c ) .  I n d ia  has c o n s id e ra b ly  l e s s  

th a n  30 p e r  c e n t  o f  th e  g ro s s  n a t i o n a l  p ro d u c t o f  th e  u n d e rd e v e lo p e d  

w orld . I t  i s  Eilso a rg u e d  t h a t  I n d ia  has  more th a n  30 p e r  c e n t  o f  th e  

a b i l i t y  to  u se  c a p i t a l .  Some P a r t  I I  c o u n tr ie s  a r e  i n e l i g i b l e  f o r  lo an s  

b e c au se  o f  h ig h  p e r  c a p i t a  incom es. Some P a r t  I I  c o u n tr ie s  a r e  f in a n c e d  

r e l a t i v e l y  l a v i s h l y  by o th e r s  ( p a r t i c u l a r l y  some S o u th e a s t  A sian  coun­

t r i e s  and  some o f  th e  dependen t t e r r i t o r i e s ) .  Some P a r t  I I  c o u n tr ie s  

i n  S ou th  A m erica have a lw ays lo o k ed  t o  th e  U n ite d  S ta te s  an d  i t s  E x p o r t- 

Im port Bank r a t h e r  th a n  to  th e  I n t e r n a t io n a l  Bank f o r  fu n d s . These 

S ou th  Am erican c o u n tr i e s  now lo o k  more to  th e  In te r-A m e ric a n  Developm ent 

Bank th a n  th e y  do to  IDA. Some P a r t  I I  c o u n tr ie s  a r e  i n e l i g i b l e  f o r  

lo a n s  on th e  b a s i s  o f  p o o r p e rfo rm an ce .

However, I n d ia  m eets a l l  c r i t e r i a  v e ry  w e ll .  I n d ia  has a  sm a ll 

e x te r n a l  e a rn in g s  s e c t o r  an d  a c u te  b a la n c e  o f  paym ents p ro b lem s. I n d ia  

w i l l  n eed  la r g e  c a p i t a l  in flo w s  f o r  a  lo n g  p e r io d  o f  t im e . S o , th e

^Annual R ep o rt o f  th e  I n te r n a t io n a l  Development A s s o c ia t io n
1961-62 , p . 7 .
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In d ia n  b a la n c e  o f  paym ents w i l l  g e t  w orse as  d e b t s e r v i c e  becomes a  

g r e a t e r  p e rc e n ta g e  o f  e x p o r t  e a rn in g s .  I n d ia  a l s o  m ee ts  th e  c r i t e r i o n  

o f  good p e rfo rm a n c e . She h as  good p la n s  an d  good e x e c u tio n  o f  p la n s .

Of c o u r s e ,  no p la n  i s  p e r f e c t  and  m is ta k e s  have b een  made b u t  a  v e ry  

s o l i d  e f f o r t  t o  d e v e lo p  i s  b e in g  made. And, th e y  a r e  v e ry  p o o r. The 

s t a f f  e s t im a te s  I n d i a 's  p e r  c a p i t a  income a t  $70 p e r  y e a r  on an exchange 

r a t e  b a s i s .  I n d ia  r e a l l y  r e p r e s e n t s  a  c l a s s i c  c a se  f o r  IDA lo a n s .  In  

f a c t ,  t h i s  h a s  c a u se d  some p e o p le  to  wonder i f  th e  c r i t e r i a  were e s ta b ­

l i s h e d  w ith  I n d ia  in  m ind.

And, one m igh t a ls o  s u g g e s t  t h a t  th e  I n t e r n a t i o n a l  Bank i s  spon­

s o r in g  a  c o n so rtiu m  f o r  I n d ia —w ith  th e  id e a  t h a t  a l l  e x te r n a l  so u rc e s  

o f  c a p i t a l  ta k e n  to g e th e r  s h o u ld  m eet I n d i a 's  c a p i t a l  re q u ire m e n ts . Why 

s h o u ld  s c a r c e  IDA re s o u rc e s  be p u t th e r e  i f  th e  c o n so rtiu m  has a g re e d  

to  m eet t h e 'c a p i t a l  re q u ire m e n ts ?  B a s i c a l ly ,  th e  same c o u n tr ie s  s u p p lie d  

th e  IDA money an d  th e  c o n so rtiu m  money, so  i t  i s  r e a l l y  two r o u te s  to  

th e  same g o a l.  B u t, d o e s n 't  th e  p re se n c e  o f  th e  c o n so rtiu m  have some 

e f f e c t  on I n d i a 's  c r e d i tw o r th in e s s ?  Some p e rs o n s  w ould  m a in ta in  t h a t  

i t  i s  o n ly  th e  p re s e n c e  o f  th e  c o n so rtiu m  t h a t  has a llo w e d  I n d ia  to  be 

c o n s id e re d  c re d i tw o r th y  f o r  Bajik lo a n s . IDA a rg u e s  t h a t  th e  members o f  

th e  In d ia n  c o n so rtiu m  a r e  r e l u c t a n t  to  make any c o n tin u in g  commitment 

f o r  I n d ia  an d  so  t h e  c o n so rtiu m  i s  n o t so  s i g n i f i c a n t  a s  i t  m igh t a p p e a r . 

IDA a ls o  a rg u e s  t h a t  I n d ia  g e ts  a  low p e r  c a p i t a l  in f lo w  o f  c a p i t a l  

from  a l l  s o u rc e s  even th o u g h  th e  a b s o lu te  sums a r e  l a r g e .

IDA p o l ic y  to w a rd  In d ia  i s  c e r t a i n l y  th e  m ost c r i t i c i z e d  a s p e c t  

o f  i t s  o p e r a t i o n s - - a t  l e a s t  a s  co n cern s  th e  o th e r  P a r t  I I  c o u n tr ie s .

I t  rem ain s  t o  be se e n  w h e th e r IDA w i l l  m od iiy  i t s  p o l ic y  to w ard  In d ia  

as  a  r e s u l t  o f  th e  w id e sp re a d  condem nation  o f  t h a t  p o l ic y .
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A t t i tu d e s  o f  Some D eveloped  C o u n tr ie s  

How do th e  d e v e lo p ed  c o u n tr ie s  o f  th e  w o rld  s e e  th e  I n te r n a t io n a l  

Developm ent A s s o c ia t io n ?  In  an  a tte m p t to  d e te rm in e  t h e i r  a t t i t u d e s ,  

in te rv ie w s  were h e ld  w ith  r e p r e s e n ta t i v e s  o f  some o f  th e s e  c o u n t r i e s .

Belgium  was d e s ig n a te d  a  P a r t  I  member o f  IDA and  s c h e d u le d  to  

c o n t r ib u te  $22.7  m i l l i o n  in  g o ld  o r  c o n v e r t ib le  c u rre n c y . As o f  to d ay  

B elgium  has  n o t c o n t r ib u te d  a  c e n t  to  th e  A s s o c ia t io n . Why th e  r e l u c ­

ta n c e  to  jo in ?  B elgium  h ad  been  th e  r e c i p i e n t  o f  lo a n s  from  th e  I n t e r ­

n a t io n a l  Bank in  an  e a r l i e r  p e r io d  when r e c o n s t r u c t io n  lo a n s  were b e in g  

made. In  f a c t ,  t h e  Bank h ad  lo a n e d  Belgium  a  t o t a l  o f  $76 m i l l i o n  d u r­

in g  th e  p e r io d  19^9 - 1957* Why, th e n ,  has Belgium  been  u n w il l in g  to  

s h a re  th e  c o s ts  o f  h e lp in g  o t h e r s ,  now t h a t  th e  B e lg ia n  economy i s  once 

a g a in  p ro sp e ro u s?  In  o r d e r  to  f in d  th e  answ er to  t h i s  q u e s t io n ,  an  

in te r v ie w  was h e ld  w ith  a  B e lg ia n  r e p r e s e n ta t i v e .

The f i r s t  re a s o n  g iv e n  was t ï i a t  IDA was e s t a b l i s h e d  a t  a  tim e 

o f  heavy B e lg ia n  expense  in  th e  Congo an d , in  th e  B e lg ia n s ' e y e s , t h i s  

expense  i s  s t i l l  h eav y . They a r e  p ay in g  th e  e x te r n a l  d e b t o f  th e  Congo 

t h a t  was c o n tr a c te d  w ith  B e lg ia n  g u a ra n te e s  d u r in g  th e  c o lo n ia l  p e r io d . 

They a re  a ls o  p ay in g  s a l a r y  d i f f e r e n t i a l s  o f  B e lg ia n  n a t io n a ls  s e rv in g  

in  th e  C o n g o --d o c to rs , e n g in e e r s ,  e t c . ^

S eco n d ly , B elgium  d id  n o t a g re e  w ith  th e  s h a re  a s s ig n e d  to  them . 

The q u o ta  u se d  f o r  IDA s u b s c r ip t io n s  was th e  q u o ta  d e v is e d  a t  B re tto n  

Woods f o r  c o n t r ib u t io n s  to  th e  I n te r n a t io n a l  M onetary  Fund and  th e  

I n t e r n a t io n a l  Bank. T h is  q u o ta  to o k  acco u n t o f  such  th in g s  as  e x p o r t s ,  

im p o r ts ,  c u rre n c y  r e s e r v e s ,  e t c .  These m a tte r s  a re  im p o rta n t in

'^Interview, May 27; 1963*
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a p p o r t io n in g  q u o tas  f o r  th e  I n t e r n a t io n a l  M onetary  Fund b e c au se  th e  p u r ­

pose o f  th e  Fund i s  t o  p ro v id e  fu n d s in  tim e s  o f  tem p o rary  c r i s e s  in  a  

c o u n tr y 's  b a la n c e  o f  paym ents. However, by  th e  tim e  you come t o  th e  

I n te r n a t io n a l  Bank such  c o n s id e r a t io n s  a re  a lr e a d y  l e s s  s i g n i f i c a n t .

B u t, Belgium  went a lo n g  w ith  such  q u o tas  in  th e  Bank, I t  was a  once f o r  

a l l  t h in g  and o n ly  20 p e r  c e n t  o f  th e  $4$0 m i l l io n  B e lg ia n  q u o ta  had  to  

be p a id  in  g o ld  o r  c o n v e r t ib le  c u rre n c y . The r e s t  was w a rra n ty  f o r  

p o s s ib le  lo a n s . Anyway t h a t  was a n c ie n t  h i s t o r y .  B u t, by  th e  tim e  IDA 

came a lo n g —t h i s  B re t to n  Woods q u o ta  i s  even l e s s  m eein ingfu l. ^

The B e lg ia n s  a rg u e  t h a t  a  c o u n try  w ith  a  l a r g e  amount o f  e :cports  

may have l i t t l e  a b i l i t y  t o  s h ip  c a p i t a l  a b ro a d . Belgium  depends on ex ­

p o r ts  f o r  much o f  i t s  g ro ss  n a t io n a l  p ro d u c t .  B u t, t h a t  does n o t mean 

t h a t  Belgium  i s  a  l a r g e  c a p i t a l  e x p o r te r .  The B e lg ia n  economy i s  o n ly  

o n e - f i f t h  th e  s i z e  o f  th e  F ren ch  economy, b u t  t h e i r  Bank q u o ta  i s  more 

th a n  o n e - th i r d  th e  F rench  q u o ta . The same would have been  t r u e  in  IDA. 

Belgium  d id  not. want to  g e t  a  t r a d i t i o n  e s t a b l i s h e d  f o r  u s in g  t h i s  q u o ta  

f o r  a l l  q u e s tio n s .  They were r e l u c t a n t  to  have t h i s  q u o ta  u se d  f o r  IDA
p

b ecau se  IDA w i l l  r e q u i r e  c o n s ta n t  re p le n ish m e n t by th e  P a r t  I  c o u n t r i e s .

T h i rd ly ,  t h e r e  was some d eg ree  o f  i r r i t a t i o n ,  a t  th e  tim e  o f  th e  

IDA p r o p o s a l ,  o v e r  th e  B e lg ia n  Congo. "The U n ite d  N a tio n s  was p e rso n n e  

non g r a t a  in  Belgium  a t  th e  t im e . T h is  fo llo w e d  th e  U n ite d  N a tio n s  

in te r v e n t io n  in  th e  Congo, T hus, i t  w ould n o t have been  p o l i t i c a l l y  

w ise to  go to  th e  P a r lia m e n t an d  a sk  f o r  an  a p p ro p r ia t io n  f o r  a  U n ite d

^Ibid.

^Ibi'd.
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N a tio n s  s p e c i a l i z e d  agency . The f in a n c e  m in i s te r  m ust go o f te n  

enough to  th e  P a r lia m e n t a s k in g  f o r  fu n d s f o r  fo re ig n  a i d —f o r  th e  

Congo an d  e lse w h e re . I t  w ould n o t  have h e lp e d  h i s  c a se  to  have a sk e d  

f o r  funds f o r  IDA m em bership. However, t h i s  was e s s e n t i a l l y  a  q u e s tio n  

o f  t a c t i c s .  I f  we c o u ld  have re a c h e d  agreem ent on a  q u o ta  f o r  B elgium — 

we c o u ld  have w a ite d  a  w h ile  and  s u b m it te d  i t  t o  th e  P a r lia m e n t l a t e r .  

Most o b s e rv e r s  a g re e  t h a t  th e  q u e s tio n  o f  th e  q u o ta  was th e  p rim a ry  

stumbling b lo c k  in  th e  c a se  o f  B elgium . And m ost o b s e rv e rs  w ould con­

cede t h a t  B e lg iu m 's  q u o ta  i s  to o  h ig h . One g e ts  th e  im p re ss io n  t h a t  

B elgium  i s  n o t  i n f l e x ib l e  on t h i s  m a t te r  and  i f  some compromise s o lu ­

t i o n  c o u ld  b e  worked o u t ,  B elgium  m igh t come in to  th e  A s s o c ia t io n  on 

th e  seco n d  ro u n d  o f  c o n t r ib u t io n s .  T here  has been no in t im a t io n  o f  

c r i t i c i s m  o f  th e  A s s o c ia t io n  o r  any la c k  o f  c o n v ic t io n  t h a t  th e  A sso­

c i a t i o n  was n e c e s s a ry .

One g e ts  t h e  im p re ss io n  t h a t  th e  U n ite d  S ta te s  Government i s  

am b iv a le n t to w a rd  th e  A s s o c ia t io n . On th e  one hand , th e  P r e s id e n t  o f  

th e  U n ite d  S ta te s  made an  u n e q u iv o c a l s ta te m e n t  o f  su p p o rt  f o r  i n ­

c re a s in g  IDA'S re s o u rc e s  a t  th e  1962 m ee tin g  o f  th e  B oard o f  G overno rs . 

"The work o f  th e  I n te r n a t io n a l  Developm ent A s s o c ia t io n  i s  p a r t i c u l a r l y  

im p o r ta n t- -a n d  t h i s  c o u n try  f u l l y  s u p p o r ts  th e  p ro p o sa l t h a t  th e  Execu­

t i v e  D i r e c to r s  develop  a  program  t o  in c r e a s e  i t s  r e s o u r c e s ." ^  On th e  

o th e r  h an d , t h e r e  i s  c o n s id e ra b le  o p p o s i t io n  to  any in c r e a s e  in  f o re ig n  

a i d  among i n f l u e n t i a l  members o f  th e  C ong ress. P erhaps S e n a to r  Monroney

^ I b i d .

ÎDA Board of Governors Press Release No. 75, September 20,
1962, p. 1 .
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d e s c r ib e d  th e  U n ite d  S t a t e s ' a t t i t u d e  b e s t  when he s a id ,  "IDA has b een  

p r a c t i c a l l y  u n n o tic e d  h e re .

At l e a s t  one P a r t  I  c o u n try  i s  v e ry  e n t h u s i a s t i c  ab o u t IDA. On 

May 2 8 , 1962, i t  was announced t h a t  th e  Sw edish  P a r lia m e n t h ad  ap p ro v ed  

a  s p e c i a l  su p p le m e n ta ry  c o n t r ib u t io n  o f  $5*8 m i l l i o n  to  th e  r e s o u rc e s  

o f  th e  A s s o c ia t io n .  The funds were made a v a i l a b l e  in  f r e e ly  c o n v e r t ib le  

Sw edish  k ro n o r , n o t  t i e d  to  Sw edish e x p o r ts  n o r  r e s t r i c t e d  to  u se  in  any 

s p e c i f i c  c o u n try . Sw eden 's a c t io n  has  been  th e  o n ly  such  su p p lem en ta ry  

c o n t r ib u t io n  made to  IDA and added  to  S w eden 's o r ig i n a l  $10.1  m i l l io n  

s u b s c r ip t i o n ,  r a i s e s  th e  Sw edish c o n t r ib u t io n  t o  n e a r ly  $ l6 m i l l io n .

Why d id  th e  Swedes do t h i s ?  In  an  e f f o r t  t o  u n d e rs ta n d  t h i s  am azing 

s t e p ,  an  in te r v ie w  was h e ld  w ith  a  r e p r e s e n t a t i v e  o f  th e  Sw edish 

G overnm ent.

He in d ic a te d  t h a t  t h e r e  w ere s e v e r a l  re a s o n s  f o r  Sw eden's s u p p le ­

m en ta ry  c o n t r ib u t io n .  F i r s t ,  t h e r e  was an d  s t i l l  i s  c o n s id e ra b le  i n ­

t e r n a l  p r e s s u r e  to  g e t  Sweden in to  th e  f o r e ig n  a i d  b u s in e s s  and  t o  i n ­

c re a s e  Sw edish c o n t r ib u t io n s  f o r  t e c h n i c a l  a s s i s t a n c e .  The la b o r  u n io n s  

have b een  e s p e c i a l l y  p u sh in g  th e  governm ent in  t h i s  d i r e c t i o n ,  a lth o u g h  

th e  p r e s s u r e  has come from  th e  o p p o s i t io n ,  a l s o .  The S o c ia l  D em ocratic
p

P a r ty  governs Sweden b u t  b o th  p a r t i e s  f a v o r  f o r e ig n  a id .

O r ig in a l ly ,  Sweden would have v e ry  much p r e f e r r e d  SUNFED o r  an 

expanded  U n ite d  N a tio n s  program  t o  IDA. Sweden was re a d y  to  c o n t r i ­

b u te  to  SUNFED. They had  a l r e a d y  in c r e a s e d  t h e i r  l a r g e  ( f o r  Sweden) 

c o n t r ib u t io n  t o  th e  U n ite d  N a tio n s  a c t i v i t i e s  in  th e  economic developm ent

^ In te rv ie w , J a n u a ry  25 , 1963*

^ In te rv ie w , May 29, 1963-
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f i e l d .  They w ould have  l i k e d  to  ch an n el f u r t h e r  economic a i d  th ro u g h  

th e  U n ite d  N a tio n s  b e c a u se  o f  th e  s tro n g  s u p p o r t  f o r  th e  U n ite d  N a tio n s  

in  Sweden.^

Now, how ever, Sweden f e e l s  d i f f e r e n t l y  a b o u t IDA. Why? IDA

has p roven  i t s e l f  c a p a b le  o f  a d m in is te r in g  i t s  fu n d s . I t  has a l r e a d y

assem b led  a  s t a f f  w hich  i s  e x p e r ie n c e d , c a p a b le ,  and  e f f i c i e n t .  T h is

i s  th e  m ain p o in t  in  ID A 's f a v o r .  Sweden now f e e l s  t h a t  IDA i s  th e  b e s t

app roach  to  econom ic a i d  to  th e  u n d e rd e v e lo p e d  c o u n tr i e s .  The Swedes

have th e  ÿ a p re s s io n  t h a t  IDA has been  a c c e p te d  by th e  u n d erd ev e lo p ed  

2
c o u n t r i e s ,  to o .

A seco n d  r e a s o n  f o r  Sw eden's su p p le m e n ta ry  c o n t r ib u t io n  t o  IDA 

was b a se d  on u n c e r t a i n t y  as  to  how b e s t  to  a p p ro a c h  f o r e ig n  economic 

a s s i s t a n c e .  "We w ere r e a l l y  J u s t  lo o k in g  a ro u n d  to  t r y  an d  se e  how we 

sh o u ld  go a b o u t in c r e a s in g  o u r f o re ig n  a id .  No one seems to  r e a l l y  know 

much ab o u t how i t  i s  b e s t  to  do t h i s  — I  mean w h e th e r i t s  b e s t  to  g iv e  

them  a  s t e e l  m i l l  r i g h t  away o r  e d u c a te  them  o r  j u s t  w hat. No one r e a l l y  

seems to  know th e  answ er to  t h i s - - t h e  p e o p le  who work in  t h i s  f i e l d  a l l  

have d i f f e r e n t  o p in io n s .  We were c o n s id e r in g  a l l  s o r t s  o f  a p p ro a c h e s . 

T here  a r e  c o n s id e r a b le  draw backs to  b i l a t e r a l  p rog ram s. I t  i s  d i f f i ­

c u l t  f o r  th e  u n d e rd e v e lo p e d  c o u n tr ie s  t o  a c c e p t  th e  money from  a n o th e r  

governm ent- - th e y  a r e  s e n s i t i v e  abou t i t  and  i t  does r a i s e  p ro b lem s. We 

do have some b i l a t e r i a l  p rogram s- - p r im a r i ly  s c h o o l c o n s t r u c t io n - - in  

I n d ia ,  P a k is ta n , an d  E th io p ia .  We have b u i l t  s c h o o ls  and  we a ls o  b ro u g h t 

some o f  t h e i r  p e o p le  t o  Sweden.

^Ibid.

2lbid.'
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"But a  " b ila te ra l  program c o s ts  a  l o t  o f  money. I t  i s  expensive 

to  s e t  up and a d m in is te r  and i t ' s  h a rd  to  f in d  th e  r ig h t  peop le to  g e t 

i t  going. I t  a lso  re p re se n ts  c o n s id e ra b le  d u p lic a tio n  o f  s t a f f  and 

a d m in is tra t iv e  c o s ts  fo r  every  co u n try  to  have i t s  owi fo re ig n  a id  p ro ­

gram. So, IDA seemed th e  b e t t e r  a l t e r n a t iv e .

The t h i r d  reason  fo r  choosing IDA was th a t  Sweden l ik e d  th e  id ea  

o f  a  m u l t i l a t e r a l  program based  on u n t ie d  loans and a  program where p u r­

chases would be based  on in t e r n a t io n a l  com petition . Sweden must ex p o rt 

to  l i v e .  The Swedish economy i s  b a sed  on ex po rts  and im ports . They 

must compete in  th e  in te rn a t io n a l  economy and th ey  want th e  r i g h t  to  

compete fo r  a l l  a id  funds. They would l i k e  fo r  a l l  fo re ig n  a id  to  be 

on an u n t ie d  b a s is  and th e y  f e l t  t h a t  t h e i r  own must be. Sweden has 

t r a d i t i o n a l l y  favo red  f r e e  t r a d e  and l i b e r a l  t a r i f f  p o l ic ie s  and IDA
p

m eets t h i s  requirem ent q u ite  w e ll.

The s t r ik in g  th in g  about th e se  th re e  reasons was th e  f a c t  th a t  

th e re  was dom estic p re ssu re  in  Sweden to  in c re a se  fo re ig n  a s s is ta n c e .

The a u th o r p o in te d  out th e  c o n t ra s t  betw een th e  Swedish and th e  U n ited  

S ta te s  s i tu a t io n  in  th i s  re g a rd . T his was q u ite  u n d ers tan d ab le  in  th e  

Swedish view, "Foreign a id  is  a  new th in g  fo r  us. The U nited  S ta te s  

has been a t  i t  fo r  20 y e a rs . We may have th e  same problem  in  20 y e a rs .  

The U n ited  S ta te s  Congress and th e  p u b lic  is  bored  w ith  fo re ig n  a id .

I t  has been a  very  lo n g -s ta n d in g  th in g .  The p u b lic  wonders when i t  w il l  

end and th ey  a re  beginning  to  wonder abou t th e  e f fe c t iv e n e s s  o f  fo re ig n  

a id --w h a t r e s u l t s  have been ach ieved . The U nited  S ta te s ,  on a  r e a l i s t i c

^Ibid.
2*

Ibid.
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b a s i s ,  has been v ery  generous. People grow t i r e d  o f  being  g en e ro u s ."^

Thus, Sweden l ik e s  IDA and su p p o rts  i t  w ith  en thusiasm . The 

views o f  most o f  th e  o th e r  P a r t  I  c o u n tr ie s  w i l l  be d isc u sse d  in  

C hapter X II. R igh t now we w i l l  look  a t  th e  comments th a t  have been 

made by econom ists who have observed  th e  I n te r n a t io n a l  Development A sso­

c ia t io n  in  a c t io n .

Comments by Econom ists

P ro fe s so r  C harles P. K in d ie b e rg e r , o f  th e  M assachusetts  I n s t i ­

tu t e  o f  Technology, adm its to  having been s k e p t ic a l  o f  IDA a t  th e  tim e 

o f i t s  o r ig in

Because S en a to r Monroney' s b a s ic  id e a  from which i t  sp rang  was 
based  on a  f a l l a c y .  The Monroney p ro p o sa l . . . was to  make 
a v a i la b le  f o r  in te r n a t io n a l  len d in g  th e  c o l le c t io n  o f  fo re ig n  
c u rre n c ie s  which th e  U n ited  S ta te s  had  a c q u ire d  in  c o u n te rp a r t 
funds. I t  was h is  na ive  n o tio n  th a t  th e se  monies re p re se n te d  
re so u rc e s  which somehow had n o t been p u t to  work. He w anted to  
p u t them to  work, n o t r e a l iz in g  th a t  what was needed was no t 
money, which co u ld  be p r in te d  e n d le s s ly ,  b u t r e a l  re so u rces  
which were sc a rc e  in  th e  c o u n tr ie s  where th e  U n ited  S ta te s  had 
accum ulated  c o u n te rp a r t fu n d s . ^

Thus, th e  lo c a l  cu rrency  a sp e c ts  o f  IDA caused  concern , n o t o n ly  

to  th e  Eisenhow er A d m in is tra tio n , b u t to  some members o f  th e  academic 

community as  w e ll . However, K in d leb erg er n o te d  th a t  th e  World Bank had 

tak en  Monroney' s p ro p o sa l and changed th e  f in a n c in g  in  o rd e r  to  meet 

th e  needs o f  c o u n tr ie s  th a t  were approaching  a  p o s i t io n  o f  i n a b i l i t y  to  

q u a lify  f o r  bankab le lo a n s .

Such a  change in  emphasis has caused  P ro fe s so r  K ing leb erg er to

^ Ib id .

^Letter from Professor Charles P. Kindleberger, March I 3 ,
1963 .
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su p p o rt th e  IDA. as  i t  i s  p re s e n tly  c o n s t i tu te d .  " i t  seems to  me th a t  

th e  In te rn a t io n a l  Bank has an e f f e c t iv e  o rg a n iz a tio n  which can be used  

to  handle s o f t  lo an s as w e ll as h a rd  lo a n s . I  th in k  th e re  i s  p le n ty  o f  

room f o r  IDA as w e ll as DDF and th e  IM S p e c ia l Fund. I  d o n 't  see  th a t

i t  i s  n e c e ssa ry  to  make cho ices between them. The more th e  m e rr ie r .

In  th e  a u th o r 's  l e t t e r  to  K in d le b e rg e r, th e  q u es tio n  o f  in c re a se d  

U n ited  S ta te s  su p p o rt f o r  IDA was r a is e d .  Here i s  K in d le b e rg e r ' s re p ly .

I  th in k  th e re  i s  an im portan t q u e s tio n  w hether th e  U. S. 
shou ld  g ra n t more a id  a t  a l l  u n t i l  Europe g ra n ts  more. The de­
c is io n  w hether such  a id  shou ld  be channeled  throijgh IDA, th e  UN
o r  b i l a t e r a l l y  i s  a j o i n t  d e c is io n . I t  would seem to  me to  be
in a p p ro p r ia te  fo r  th e  U.S. to  make a  u n i l a t e r a l  c o n tr ib u tio n  to  
m . 2

On th e  q u e s tio n  o f  IDA's s ig n if ic a n c e ,  K in d leb erg er had a  p o s i­

t i v e  o u tlo o k .

IDA has been  a  s ig n i f i c a n t  fo rc e  in  th e  development o f  
underdeveloped c o u n tr ie s  which a re  in  such  bad  shape th ey  cannot 
q u a l ify  f o r  W orld Bank h a rd  lo a n s --su c h  c o u n tr ie s  as Turkey and  
in c re a s in g ly  I n d i a .3

Andrew S h o n f ie ld , o f  The O bserver, has p re s e n te d  an argument th a t  

th e  r e l a t i v e  s iz e  and im portance o f  IDA and th e  Bank a re  a l l  wrong. He 

th in k s  th e  t a i l  i s  wagging th e  dog so f a r  as th e se  two o rg a n iz a tio n s  

a re  concerned.

The d e c is io n  abou t th e  a p p ro p ria te  r e l a t i v e  s iz e s  o f  IDA and th e  
World Bank im p lie s  th e  b e l i e f  th a t  th e  main is s u e  can be d e a l t  
w ith  by means o f  o rthodox  bank lo a n s; what i s  l e f t  o v er, as n o t 
f u l l y  b an k ab le , i s  t r e a te d  as a m arg ina l problem  on ly . I t  i s ,  in  
f a c t ,  th e  c e n t r a l  is s u e .

^ I b id .

^ Ib id .

3l b i d .

^Shonfield, p. I58 .
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This comment o f  S h o n f ie ld 's  echoes th e  view o f th e  A frican  spokesman 

quoted e a r l i e r  who s a id  th e  Bank was o f  no use to  th e  developing  n a tio n s  

o f  A f r ic a - - th e i r  need  i s  f o r  IDA-type funds. The d e c is io n  to  e s ta b l i s h  

EDA w ith  on ly  a  b i l l i o n  d o lla r s  as a  s u b s id ia ry  o f  th e  In te rn a t io n a l  

Bank is  an exam ple, to  S h o n fie ld , o f  w h a t's  wrong w ith  tu rn in g  such an 

o p e ra tio n  over to  a  banking in s t i t u t i o n .

Mr- Eiigene B lack has argued  p la c id ly  a g a in s t  th e  c r i t i c s  o f  
IDA'S sm a lln e s s , t h a t  th e  i n s t i t u t i o n  w i l l  grow as th e  need f o r  i t s  
s e rv ic e s  and i t s  experience  in  m eeting them develop. The argument 
i s  as good an i l l u s t r a t i o n  as one co u ld  f in d  o f  th e  l im i ta t io n s  o f  
th e  b a n k e r 's  approach to  th i s  problem . Experience i s  th e  l a s t  
th in g  th a t  is  n ece ssa ry  to  e s ta b l i s h  th e  need fo r  a  m assive in flow  
o f  c a p i t a l  to  th e  underdeveloped c o u n t r ie s , most o f  which cannot 
p o s s ib ly  be in  th e  form o f  o rd in a ry  bank lo a n s , over th e  n ex t te n  
y ea rs  o r  so . C e r ta in ly  experience  would be a help- . . . i n  developing 
new te ch n iq u es  fo r  len d in g  money on a  much la rg e r  s c a le  th a n  h i t h e r ­
to ,  and f o r  purposes which th e  World Bank has h a rd ly  touched . But 
IDA is  n o t w e ll designed  to  se rv e  t h i s  pu rpose. The c h ie f  m issing  
elem ent in  a l l  t h i s  i s  th e  sense o f  u rgency. What i s  re q u ire d  now 
is  n o t th e  slow  accum ulation  o f  ex p erien ce  on a  s e r ie s  o f  p i l o t  
p r o je c t s ,  b u t a  p o l i t i c a l  a c t  o f  w i l l  on th e  p a r t  o f  th e  r i c h  coun­
t r i e s  about th e  q u a n tity  o f  re so u rc e s  th a t  th ey  a re  ready  to  devote 
to  r a i s in g  th e  submerged m a jo r ity  o f  mankind. As EDA has tu rn e d  
o u t ,  i t  has become th e  means o f  en ab lin g  th e  r i c h  to  evade th e  e s ­
s e n t i a l  problem  r a th e r  th an  to  so lv e  i t . ^

S h o n fie ld  i s  u n f a i r  to  Eugene B lack in  h is  charge th a t  Black 

argued  a g a in s t  th e  c r i t i c s  o f  EDA's sm a lln e ss . , There has been no more 

fo rc e fu l  c r i t i c  o f  EDA's sm allness th an  Eugene B lack. He has s a id  ag a in  

and ag a in  t h a t  IDA was too  s m a l l- - th a t  h e r  re so u rces  were inadequate  

fo r  th e  ta s k .  However, he is  g u i l ty  o f  having th e  op in ion  (an o p in ion  

th e  au th o r s h a r e s ) th a t  economic development ta k es  tim e—th a t  i t  i s  no t 

something th a t  can be ru shed  in to  w ith  l o t s  o f  c a p i ta l  and suddenly 

every  cou n try  w i l l  be producing s t e e l  in g o ts  and Hobel P riz e  w inners.

I f  th e  B ank 's e s tab lish m en t i s  a  ty p ic a l  example, i t  ta k e s  a

^Ibid.
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new in s t i t u t i o n  about 3 or 4 y ears  to  ge t e s ta b l is h e d  and fu n c tio n in g  

e f f e c t iv e ly .  I t  was hoped th a t  by p la c in g  IDA in  the  Bank, th i s  period  

of o rg a n iz a tio n  could be sh o rten ed . I t  would ap p ea r, to  th is  o b se rv e r, 

th a t  th i s  hope has been r e a l iz e d .  IDA was e s ta b lis h e d  in  September,

1960, and had g ran ted  i t s  f i r s t  c r e d i t  by May, 1961. This would appear 

to  be r a th e r  prompt a c tio n  as compared to  o the r in te rn a t io n a l  ag en c ies . 

And th ese  c r e d i ts  have goue to  souod p r o je c ts .  Any o rg a n isa tio n  could 

have given a b i l l i o n  d o lla r s  away q u ic k ly . But everyone knows th a t  p ro ­

je c ts  th a t  a re  approved by the s t a f f  of the World Bank are good p ro je c ts .

As fa r  as the s iz e  of IDA's o r ig in a l  fund is  concerned, i t  is  

hard  to  see why Shonfield  f in d s  f a u l t  w ith  Eugene Black on th is  m a tte r . 

When Mr. Black was asked to  d isc u ss  the major problems in  e s ta b l is h in g  

IDA, he re p lie d  th a t  th e re  was only one problem and th a t  was g e t t in g  a 

b i l l i o n  d o l l a r s . !  what e lse  was he supposed to  have done? Why is  i t  

I da ' s f a u l t  th a t  i t s  re so u rces  a re  too sm all? The author has g o tten  the 

im pression  th a t  the IDA s t a f f ,  from Mr. Black on down, would have liked  

to  have had more money and c e r ta in ly  they are  convinced th a t IDA needs 

more money now.

S honfield  is  r ig h t  in  c a l l in g  a t te n t io n  to  the f a c t  that: a sense 

of urgency is  lack ing  in  th is  whole sphere of economic development. And 

i t  may very  w e ll be th a t  IDA was a sop to  the underdeveloped c o u n tr ie s - -  

a sop th a t  was given in  o rder to  sa lv e  the  conscience of the r ic h  

W estern n a t io n s .  I f  i t  was th i s - - s o  be i t .  In  the a u th o r 's  op in ion ,

IDA has done the b e s t i t  could w ith  the lim ited  re so u rces  made a v a i l ­

ab le  to  i t .  And the s t a f f  of IDA is  try in g  very  h ard , a t  th is  tim e,

^ In te rv iew , March 13, 1963.
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to  make th e  developed c o u n tr ie s  aware o f  th e  need  f o r  more funds l ik e  

IDA's.

P ro fe s so r  Max M ill ik a n , D ire c to r  o f  th e  C en ter f o r  I n te r ­

n a t io n a l  S tu d ie s  o f  th e  M assachusetts  I n s t i t u t e  o f  Technology, l ik e  

P ro fe sso r  K in d leb e rg e r, had s e r io u s  re s e rv a t io n s  about IDA a t  th e  tim e 

i t  was e s ta b l is h e d .  However, h is  concern was n o t over th e  lo c a l  c u r-  

rency  is s u e  b u t about th e  wisdom o f  p re s s in g  f o r  IDA, g iven  th e  p o l i t i ­

c a l  s i tu a t io n  in  th e  U n ited  S ta te s .

My f e a r  was t h a t  some o f  th e  c o n g re ss io n a l su p p o rt f o r  IDA was 
based  on an e s tim a te  th a t  i f  such an i n s t i t u t i o n  were in  e x i s t ­
ence , th e  Congress m ight ta k e  t h i s  as a  good excuse f o r  e lim in a ­
t in g  o r  very  sh a rp ly  reducing  U.S. development lo a n s  on s o f t  
te rm s . My main concern  i s  t h a t  an adequate  volume o f  c a p i ta l  
sh o u ld  be a v a i la b le  to  th e  underdeveloped  c o u n tr ie s  on term s th ey  
can a f fo rd ,  w hether t h i s  comes from m u l t i l a t e r a l  o r  n a t io n a l  
so u rces . I f  in d iv id u a l c o u n tr ie s  l ik e  th e  U n ited  S ta te s  a re  no t 
p rep a red  to  make s u f f i c i e n t  c a p i ta l  a v a i la b le  on n o n - p o l i t ic a l  
term s th rough  t h e i r  own n a t io n a l  in s t r u m e n ta l i t i e s , I  see  no r e a ­
son to  b e lie v e  th ey  w i l l  do so th rough  in t e r n a t io n a l  o rg a n iz a tio n s . 1

However, M ill ik a n , l i k e  K in d leb e rg e r, has found th a t  h is  e a r l i e r  

apprehensions have g iven  way to  su p p o rt.

In  l i g h t  o f  th e  experien ce  o f  th e  l a s t  y e a r  o r  so , i t  now 
seems to  me th a t  my fe a rs  were exag g era ted . I  cannot see  much 
evidence th a t  th e  e x is te n c e  o f  IDA has to  d a te  le d  to  a  re d u c tio n  
o f  U.S. c a p i ta l  funds which has any more th a n  o f f s e t  th e  U.S. con­
t r i b u t io n  to  IDA.

I t  i s  upon th i s  l a s t  p o in t r a is e d  by M illik a n  t h a t  much depends. 

I s  IDA money in  a d d i tio n  to  o r  a  s u b s t i tu t e  f o r  b i l a t e r a l  a id  money? 

M illik a n  th in k s  th a t  U n ited  S ta te s  b i l a t e r a l  a id  o f  a  s o f t  lo an  ch a rac ­

t e r  has been reduced  by th e  amount o f  th e  U n ited  S t a t e s ' c o n tr ib u tio n

1L e t te r  from P ro fe sso r  Max F. M ill ik a n , A p ril 10, I 9 6 3 .

^Ibid.
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to  IDA. I f  he i s  r ig h t  in  t h i s ,  th e n  th e  main argument in  IDA's b e h a lf  

would be th a t  IDA can a d m in is te r  t h i s  amount o f  money b e t t e r  th a n  th e  

U n ited  S ta te s  Government—an argum ent to  which many people would sub­

s c r ib e .  The q u es tio n  would be th e  one d isc u sse d  in  C hapter VI o f  b i ­

l a t e r a l  as opposed to  m u l t i l a t e r a l  a id .  I f ,  however, IDA money i s  in  

a d d i t io n  to  b i l a t e r a l  funds a p p ro p r ia te d  by th e  U n ited  S ta te s  Congress 

and une o th e r  p a rliam e n ts  o f  th e  P a i t  I  c o u n tr ie s ,  th en  IDA's *1 b i l l i o n  

would be a s ig n i f i c a n t  in c re a se  in  t o t a l  economic a s s is ta n c e .

When S en a to r Monroney was pushing  fo r  IDA, he h e ld  o u t th e  hope 

th a t  IDA cou ld  be funded ou t o f  a lre a d y  a p p ro p r ia te d  U n ited  S ta te s  a id  

m o n e y --sp e c if ic a lly  th e  money o f  th e  Development Loan Fund. He a ls o  

in t im a te d  th a t  by u s in g  lo c a l  cu rren cy  h o a rd s , th e  U n ited  S ta te s  a id  

e f f o r t  co u ld  be reduced . T his i s  what S enato r Case o b je c te d  to  in  

M onroney's p re s e n ta t io n  (see C hapter V). However, th e se  two o b je c t iv e s ,  

t r a n s f e r r in g  Development Loan Fund money to  IDA and u s in g  lo c a l  c u r re n ­

c ie s  to  f in a n c e  IDA, have come to  naught.

I t  i s  n o t easy  to  a s c e r ta in  how th e  Congress would have a c te d  had 

IDA n o t been e s ta b l is h e d .  Would th e  Congress have a p p ro p r ia te d  th e  $320 

m il l io n  which went to  IDA to  th e  Development Loan Fund, i f  th e re  had 

been no IDA? No one can say . I t  would be th e  a u th o r 's  im p ressio n , how­

e v e r , th a t  IDA money does r e p re s e n t  an in c re a se  over what would have 

been c o n tr ib u te d ,  in  th e  form o f  s o f t  lo a n s , w ithou t IDA. Even b e in g  

p e s s im is t ic  about th e  m a tte r ,  M ill ik a n  says th a t  IDA has n o t re p re s e n te d  

a  more th a n  p ro p o r tio n a te  re d u c tio n  in  U n ited  S ta te s  a s s is ta n c e .

M illik a n  i s  p le a se d  w ith  th e  r e la t io n s h ip  IDA has w ith  th e  Bank.

I t  i s  my im pression  th a t  th e  p re s e n t r e la t io n s h ip  between IDA and 
th e  I n te r n a t io n a l  Bank f o r  R e c o n s tru c tio n  and Development i s  a
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u s e fu l  and c o n s tru c t iv e  one and I  have no su g g es tio n s  fo r  a l t e r in g  
i t  r a d i c a l l y . ^

On th e  q u e s tio n  of IDA's s ig n if ic a n c e ,  he f e e ls  th a t  "IDA's c o n tr ib u ­

t io n  to  th e  developm ent of the  le ss  developed c o u n tr ie s  has been lim ite d  

only by the  re so u rces  a v a i la b le  to  i t . "2 He th in k s ,  f u r th e r ,  th a t  those  

re so u rc e s  should be expanded as ra p id ly  as p o s s ib le .  However, he would 

advocate such in c re a se s  only " i f  the Congress can be persuaded to  i n ­

c rea se  the  U. S. c o n tr ib u tio n  to  IDA w ith  no more than  a com pensating 

re d u c tio n  in  c a p i ta l  made a v a i la b le  d i r e c t ly  by the U. S .

M illik a n  is  of the  op in ion  th a t  such a s h i f t  to  IDA could be 

made "over time g ra d u a lly , bu t th a t  a la rg e  s c a le  campaign fo r  a r a d ic a l  

s h i f t  in  a s h o r t  p erio d  would be c o u n te rp ro d u c tiv e ."^

B arbara Ward Jackson , of The Econom ist, i s  an o th e r person  who 

su p p o rts  the  I n te r n a t io n a l  Development A sso c ia tio n . However, she would 

hope th a t  "IDA, as i t  d ev e lo p s, should become a more independent agency 

w h ile  m a in ta in in g  lin k s  w ith  the  In te rn a t io n a l  B ank."5 Lady Jackson 

th in k s  more U nited S ta te s  aid  could p r o f i ta b ly  be channe lled  through 

IDA and th a t  IDA could be a s ig n i f i c a n t  fo rce  in  economic developm ent. 

She em phasizes the  g re a t number of underdeveloped c o u n tr ie s  th a t  a re  

becoming unable to  s e rv ic e  deb ts  on commercial l i n e s .  To meet the needs 

of such c o u n tr ie s  she would urge th a t  IDA be used more e x te n s iv e ly . ^

l i b i d .

^ I b id .

^ I b id .

^ I b id .

^ L e tte r  from B arbara Ward Jackson , A p ril 13, 1963.

^ Ib id .
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Dr. R obert E. A sher, o f  th e  Brookings I n s t i t u t i o n ,  f in d s  f a u l t  

w ith  th e  term s upon which IDA has loaned  money. He th in k s  th a t  th e  use 

o f  loans rep ay ab le  In  fo re ig n  exchange Is  going to  l im i t  th e  t o t a l  debt 

burden o f  th e  underdeveloped  c o u n tr ie s  to  to o  low a  le v e l .  He th in k s  

th e re  Is  a  la rg e  need  fo r  o u tr ig h t  g ra n ts  w hich, accord ing  to  I t s  A r t i ­

c l e s ,  IDA cannot msike. In  view o f  t h i s  l im i t a t i o n ,  Asher would have 

p re fe r r e d  th a t  IDA make loans rep ay ab le  In  lo c a l  cu rrency . "At th e  same 

tim e . I t  must be reco g n ized  t h a t .  I f  th e  l a t t e r  Is  r e a l ly  a  lo a n . I t  

w i l l  u l t im a te ly  have to  be re p a id  in  r e a l  re so u rces  by fo rego ing  goods 

and s e rv ic e s  th a t  m ight o therw ise  be consumed o r  In v es ted  a t  home.

So f a r ,  however, lo c a l  cu rrency  loans have n o t c a r r ie d  th e  Im p lica tio n  

th a t  th ey  would u l t im a te ly  have to  be re p a id  in  r e a l  re so u rces  and given 

th i s  h is to r y ,  i t  would have been h a rd  to  g e t t h i s  id ea  ac ro ss  to  th e  

underdeveloped c o u n tr ie s .  A sher i s  c o r r e c t  in  a rgu ing  th a t  lo c a l  c u r­

rency loans would have p e rm itte d  a  la rg e r  t o t a l  debt burden th an  th e  

type  o f  loans IDA is  making—but IDA would have s a c r i f i c e d  a  number o f  

th in g s ,  i f  lo c a l  cu rrency  loans had been made. No one would have expected  

to  repay  them in  r e a l  re s o u rc e s . Local cu rrency  loans would have p o s t­

poned th e  day when cu rrency  c o n v e r t ib i l i ty  can be ach ieved  vrorld-wide.

A ll th e  o b je c tio n s  can be r a is e d  a g a in s t lo c a l  cu rrency  loans from IDA 

th a t  were Im portan t in  causing  th e  U n ited  S ta te s  Government's Develop­

ment Loan Fund to  abandon lo c a l  cu rrency  loans in  fav o r o f  IDA-type 

c r e d i t s .

Dr. Paul N. R osensteln-R odan, o f  th e  M assachusetts I n s t i t u t e  o f  

Technology, is  a  b e l ie v e r  in  m u l t i l a t e r a l  a id . However,

^Asher, p. I 30 .
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i f  one is  n o t a p e r f e c t io n i s t  and does n o t a llo w  th e  "b e tte r to  be 
th e  enemy o f  th e  good channe ling  o f  a l l  a id  funds th rough  an i n t e r ­
n a t io n a l  o rg a n iz a tio n  has u n fo r tu n a te ly  to  be abandoned. Congresses 
a re  J u s t  n o t w il l in g  to  v o te  such funds f o r  in te r n a t io n a l  a l lo c a ­
t io n  and i t  w o u ld n 't be w orthw hile to  s a c r i f i c e  h a l f  o r  even one- 
t h i r d  o f  th e  amount o f  a id  f o r  th e  sake o f  an in te r n a t io n a l  f la g .
The second b e s t  s o lu tio n  i s ,  th e r e f o r e ,  to  have some in te r n a t io n a l  
funds and  th e  r e s t  c o o rd in a ted  and  ad m in is te re d  on th e  same fu n c­
t i o n a l  p r in c ip le s .^

The r e s t  o f  th e se  funds a re  c a l le d  " b i l a t e r a l  a id  i n  a  m u l t i ­

l a t e r a l  s e t t in g .  " This would h o p e fu lly  p ro v id e  fo r  more e.i.d. funds than  

cou ld  be secu red  fo r  in te rn a t io n a l  d i s t r i b u t io n  and y e t would have th e  

b e n e f i ts  o f  m u l t i l a t e r a l  a id . Such an id e a l  i s  no t y e t approached by 

such arrangem ents as th e  Development A ss is ta n c e  Committee o f  th e  O rgani­

z a tio n  f o r  Economic C o-operation  and Developm ent, a lthough  i t  would ap ­

p ear to  be a  s te p  in  t h i s  d ir e c t io n .

Dr. R osenstein-R odan has r e s e rv a t io n s  about IDA's p ro x im ity  

to  th e  Bank.

I t  i s  a  more com plica ted  q u es tio n  w hether i t  shou ld  have been as 
in t im a te ly  lin k e d  w ith  th e  IBRD as i t  i s .  The advantages a re  th a t  
IBRD has th e  b e s t  o rg a n iz a tio n  and s t a f f  on th e se  m a tte rs  and cou ld  
th e re fo re  p rov id e  th e  s e rv ic e  more cheap ly  and e f f i c i e n t l y .  The 
dangers a re  two: l )  th a t  fBRD has been very  slow  in  develop ing  an
o v e r - a l l  program approach and co n fin e d  i t s e l f  fo r  a long  tim e to  
th e  s o - c a l le d  s in g le  p ro je c t  approach . I t  h a s , however, been im­
prov ing  during  th e  l a s t  two to  th r e e  y e a rs  in  t h i s  r e s p e c t .  2)
There i s  a ls o  th e  danger th a t  IDA w i l l  become a  "waste b a s k e t"  o f  
th e  IBRD, i . e . ,  th a t  c e r t a in  m arg in a l p ro je c ts  which T-joxild have 
norm ally  been fin an c ed  by IBRD w i l l  th e n  be passed  on to  IDA. In 
th i s  sen se  n o t a l l  o f  th e  IDA le n d in g  would be t r u l y  a d d i t io n a l .^

I f  IDA fin an c ed  p ro je c ts  th a t  th e  Bank would have f in a n c e d , had 

th e re  been no IDA, t h i s  would, indeed , be a  w aste o f  s o f t  lo a n  money.

And th e re  i s  a lre a d y  enough w aste o f  s o f t  money—through  b i l a t e r a l

^ L e tte r  from Dr. Paul N. R osenstein-R odan, May 8 , 1963 .

^Ibid.
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programs th a t  make s o f t  loans to  c o u n trie s  th a t  a re  caph le  o f  m eeting 

co n v en tio n a l te rm s. I f  th e  Bank were w asting  s o f t  money, to o , t h i s  

would, be a  s e r io u s  m a tte r .  IDA has g ra n te d  a  $2 .8  m i l l io n  c r e d i t  to  

Sw aziland f o r  highway c o n s tru c t io n . A l a t e r  announcement o f  a  Bank loan  

to  Sw aziland, fo r  th e  c o n s tru c t io n  o f  a  h y d ro e le c tr ic  p la n t  and a t h e r ­

mal p la n t ,  p re se n te d  a  p ic tu r e  o f  Sw aziland as a  c re d itw o rth y  coun try .

Ti.m p r iv a te  banks p a r t i c ip a te d  in  th e  power loan  w ith  th e  In te rn a t io n a l  

Bank and th e  p re ss  r e le a s e  announcing th e  loan  c a r r i e d  an account o f  th e  

r ic h  iro n  o re  re so u rc e s  a v a i la b le .^  S w azilan d 's  p o te n t i a l  exp o rts  o f  

wood pu lp  were to u te d  as b e in g  w orth $10 m ill io n  a n n u a lly . The whole 

te n o r  o f  th e  re p o r t  on th e  Bank lo an  to  Sw aziland makes one wonder i f  

an IDA c r e d i t  to  t h a t  co u n try  were r e a l ly  j u s t i f i e d .  In  denfense o f  IDA, 

th e  p e r  c a p i ta  income o f  Sw aziland is  e s tim a te d  a t  $70 p e r  y e a r  (on an 

exchange r a te  b a s i s ) .  I t  m eets th e  pov erty  c r i t e r i o n  o f  IDA q u ite  hand­

somely. However, Sw aziland  i s  s t i l l  a B r i t i s h  dependency and th e  Bank 

loan  was g u aran teed  by th e  U n ited  Kingdom. The f a c t  th a t  t h i s  coun try  

was s t i l l  ab le  to  se c u re  B r i t i s h  g u aran tees  f o r  i t s  Bank loans would 

in c re a se  one ' s  doubt as to  th e  a p p ro p ria te n e ss  o f  an IDA c r e d i t .  P er­

haps i t  i s  t h i s  type o f  b o rd e r lin e  case to  which Dr. Resenst e in-Hodan 

re f e r r e d .  C e r ta in ly  IDA shou ld  make every  e f f o r t  to  see th a t  such fe a r s  

' a r e  nu t confirm ed.

As to  th e  s ig n if ic a n c e  o f  IDA, I f ,  R osenstein-R cdan had th e

fo llow ing  comment to  make.

There is  no doubt t h a t  so f a r  IDA cou ld  n o t be a  s ig n i f i c a n t  ,fo rce  
in  economic development n o ta b ly  because o f  very  sm all funds.

In te r n a t io n a l  Bank fo r  R eco n stru c tio n  and Development P ress 
R elease Ho. May l 6 ,  1963 .
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U ndoubtedly  t h e r e f o r e  t h e r e  i s  a  c a se  f o r  an in c r e a s e  i n  funds 
a v a i l a b l e  to  i t ,  n o ta b ly  from  a l l  th o s e  v e ry  numerous c o u n tr ie s  
w hich e i t h e r  do n o t su p p ly  enough a i d  o r  a r e  p a r t i c u l a r l y  d e f i ­
c ie n t  in  s o f t  lo a n s  and  g r a n t s .  In  p r a c t i c e  t h i s  c o v e rs  a l l  th e  
c o u n tr ie s  b e s id e s  th e  U .S . and F ra n ce  and  in  b e tw een , do ing  th r e e -  
q u a r te r s  o f  what sh o u ld  be done, i s  th e  U.K. The g r e a t e s t  s in n e r  
i s  Germany.

He r a i s e s  a  q u e s tio n  w hich i s  r a i s e d  a g a in  an d  a g a in  in  d is c u s ­

sions o f  s o f t  lo a n s  and  t h a t  i s  th e  in a p p ro p r ia te n e s s  o f  th e  West German 

re sp o n se . T his q u e s tio n  w i l l  be d is c u s s e d  a t  g r e a t e r  l e n g th  in  C hap ter 

X II .

R osen ste in -R o d an  se e s  IDA a s  a  p a r t i c u l a r l y  v a lu a b le  d e v ice  f o r  

c o u n tr ie s  w hich have no o r g a n iz a t io n  t o  a d m in is te r  s o f t  lo a n s  and g r a n ts .  

He b e l ie v e s  t h a t  "IDA i s  a  v e ry  s u i t a b l e  form  f o r  i t . "  As f a r  as th e  

U n ite d  S ta te s  c o n t r ib u t io n  i s  c o n c e rn e d , he th in k s  t h e r e  i s  no l o g ic a l  

o r  m oral re a s o n  f o r  th e  U n ite d  S ta te s  t o  in c r e a s e  i t s  c o n t r ib u t io n  to  

IDA, s in c e  i t  a l r e a d y  s u p p lie s  a  g r e a t  d ea l o f  money th ro u g h  th e  Agency 

f o r  I n te r n a t io n a l  D evelopm ent. An in c r e a s e d  U n ite d  S t a t e s '  c o n t r ib u t io n  

m igh t be  im p o rta n t "as a  g e s tu r e  and  p e rh ap s  as  a  p s y c h o lo g ic a l  o r  m oral 

c a t a l y s t  to  in d u ce  more o f  such  a c t io n  by o th g r  c o u n tr ie s  who do n o t 

c o n t r ib u te  enough in  s o f t  l o a n s . R o s e n s t e i n - R o d a n  has few er r e s e r v a ­

t io n s  c o n c e rn in g  th e  a d m in is t r a t io n  o f  b i l a t e r a l  a id  th a n  an y  o f  th e  

o th e r  econom ists  c o n ta c te d . A p p a re n tly , he makes v e ry  l i t t l e  d i s t i n c ­

t i o n  betw een s o f t  lo a n s  a d m in is te re d  by th e  U n ite d  S ta te s  Agency f o r  

I n te r n a t io n a l  Developm ent and  th o s e  made by th e  I n t e r n a t io n a l  D evelop­

m ent A s s o c ia t io n .

The D ir e c to r  o f  th e  I n s t i t u t e  o f  Economic Growth in  D e lh i ,  Mr.

V. K. R. V. Rao ( o r i g in a t o r  o f  th e  p ro p o s a l  f o r  a  U n ite d  N a tio n s

^ Ib id . ^Ibid .
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Economic Development Administration discussed in Chapter I I ) ,  thinks 

that the

se ttin g  up of the IDA is  a great event in the h istory  of economic 
development, and i t  is  bound to make a s ig n ifica n t contribution to  
the rate of economic growth in the under-developed w orld ....I would 
look to the IDA, reformed and rejuvenated in the lig h t 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 
d if fe r e n t ia ls  in per capita income and lev e ls  of liv in g  that now 
make two parts out of th is  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 

In s t itu te , "favored the establishment of IDA as long as no broader ap­

proach (U. Nations) was p o s s i b l e . T h i s  view is  representative of the 

sentiment for SUNFED in the Netherlands. I t  w i l l  be remembered that the 

Netherlands stood ready to contribute to SUNFED as far back as 1954.

Professor Tinbergen prefers the United Nations as a d istribu tin g  

agency because he thinks that, although cooperation with communist coun­

tr ie s  has sometimes been d if f ic u lt  i f  not im possible, we should accept 

some r isk  of fa ilu re  in our development p o lic ie s . "The world as a 

whole is  in v i t a l  need of a way of peaceful coexistence. While the 

most urgent problem is  that of secu r ity , an international order w il l  

have to bear on economic and so c ia l issu es as w e ll. These issues may 

be good issu es on which to try out peaceful coex isten ce ."3

^Rao, p. 17.

^Letter from Professor Jan Tinbergen, (no date).
3
Jan Tinbergen, Shaping the World Economy (New York: The

Twentieth Century Fund, 1962), p. 113.
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S ince  IDA has  heen  e s ta b l i s h e d  as i t  h a s , P ro fe s s o r  T inbergen  

has "no d i f f i c u l t i e s  w ith  th e  B ank 's  a d m in is te r in g  IDA" and  would 

in d ee d , fa v o r  in c r e a s in g  m u l t i l a t e r a l  a id .  He f e e l s  t h a t  "IDA has 

been s i g n i f i c a n t  a l r e a d y  and  w i l l  become even  more s i g n i f i c a n t .  I  

hope c o n s id e ra b ly  more funds w i l l  be made a v a i l a b l e  to  i t .

U n t i l  a  U n ite d  N a tio n s  app roach  i s  p o s s ib l e ,  th e  " I n t e r n a t io n a l  

Developm ent A s s o c ia t io n  (IDA) seems to  be th e  m ost a p p ro p r ia te  o rg a n , 

s in c e  i t  i s  o p e ra te d  by th e  e x p e rie n c e d  s t a f f  o f  IBRD. I t s  p o l ic y  w i l l  

have to  d iv e rg e  from  th e  B an k 's  a t  s e v e r a l  p o i n t s ,  how ever, and i t  may 

tu r n  o u t t h a t  an  in d ep en d en t o rgan  would b e  b e t t e r  s u i t e d  to  th e  

t a s k . T i n b e r g e n  c a l l s  a t t e n t i o n  t o  S h o n f ie ld 's  comments abou t 

hand ing  IDA o v e r lo c k ,  s to c k  and  b a r r e l  t o  th e  h ead  o f  th e  W orld Bank, 

" to  be ru n  by h i s  s t a f f  a s  p a r t  o f  t h e i r  g e n e ra l  b u s in e s s ,  w ith  no 

s e p a r a te  o f f i c e s  a t  a l l .

P ro fe s s o r  Benjam in H ig g in s , o f  th e  U n iv e r s i ty  o f  T exas, would

have th e  U n ite d  S ta te s  "spend  as  much th ro u g h  th e  IDA as i t  p o s s ib ly

can  w ith o u t in c r e a s in g  th e  Am erican sh a re  t o  a  f ig u r e  h ig h e r  th a n  has

l a t e l y  become custom ary  f o r  t e c h n ic a l  a s s i s t a n c e —ab o u t 40 p e r  c e n t .

H igg ins i s  a f r a i d  IDA would lo s e  i t s  i n t e r n a t i o n a l  c h a r a c te r  i f  much

more th a n  40 p e r  c e n t  o f  i t s  re s o u rc e s  came from  th e  U n ite d  S t a te s .

Large and r e g u la r  a p p ro p r ia t io n s  f o r  a  U.N. g r a n t  program  c o u ld  
n o t be  e x p e c te d  from  th e  U .S. C ongress. B ut i t  i s  n o t  im p o ss ib le

^ L e t te r  from  J a n  T in b e rg e n , (no d a te ) .

2
T in b e rg e n , p . 11^ .

% h o n f ie ld , .  p . 1$6 .

b i g g i n s ,  p . l 8l .
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th at Congress should  in  some se ss io n  in crease  th e U nited S ta te s '  
con trib u tion  to  IDA to  $800 m il l io n , p e m it t in g  the IDA to  have 
c a p ita l funds o f  $2 b i l l i o n  under th e proposed formula. When 
o ffe r in g  more funds to  IDA,, the U nited S ta te s  should a lso  bring  
pressure to  bear on such countries as Canada, the U nited Kingdom, 
West Germany, and A u stra lia  to  in crease  th e ir  con trib u tion s to  
the IDA program; and should urge France—th e second b ig g est  
spender o f  Aid—to  channel a la rg er  share o f  i t s  c a p ita l a s s is ta n c e  
through th e IDA rather than through b i la t e r a l  channels.^

With Higgins' comments about IDA's expansion as an introduction, we w il l

now turn our a tte n tio n  to  the other proposals th a t have been made

f o r  IDA's f u tu r e .

^ I b id ., pp. 181-182.



CHAPTER XII

PROPOSALS FOR TEE FUTURE OF THE 

INTERNATIONAL DEVELOPMENT 

ASSOCIATION

Eugene B la c k 's  P roposa l

T his s tu d y  covers  th e  p e r io d  o f  IDA's o p e ra t io n s  up th rough 

Septem ber, 1962 when th e  annual m eeting o f  th e  Board o f  Governors 

was h e ld . At t h a t  m eeting , Mr. Eugene B lack proposed  a  s u b s ta n t ia l  

in c re a se  in  th e  funds o f  th e  A sso c ia tio n . B lack conveyed as s tro n g  a  

sense o f  urgency a s  was p o s s ib le .

He pointed  out th a t Bank stu d ies  had shown "that between 

1955 and 1961, a group o f  3  ̂ co u n tr ies , accounting fo r  some 70^ 

o f  the population o f  the underdeveloped world, more than doubled 

i t s  t o t a l  ex tern a l public  debt. Yet, over th e same period, 

the export earnings o f  the same group increased  by l i t t l e  more than  

1 5 ^ . He went on to  d iscu ss  the lim ita t io n s  o f  p r iv a te  c a p ita l for  

investm ent in  s o c ia l  overhead p ro jec ts . He enumerated the problems 

inherent in  b i la t e r a l  a id . "Aid which i s  at th e mercy o f  the v ariab le  

winds o f  diplomacy o f fe r s  a poor b a s is  for  th e r a t io n a l programing 

o f  economic development."^ He argued th a t more a id  was needed on

ÎDA Board o f Governors Press Release No. 3, September I8,
1962, p. 6.

^Ibid. , p. 7-
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com paratively easy terms o f  repayment. He had, he sa id , "Advanced a 

nnmber o f  arguments whose r e la t io n  to  one another may not have seemed 

very c lea r . But in  fa c t  th ey  are a l l  re lev a n t to  a s in g le  and urgent 

is s u e —the future o f  th e In tern ation a l Development A s s o c i a t i o n . H e  

reminded th e audience th a t IDA faced th e imminent f u l l  commitment o f  

i t s  i n i t i a l  funds and th a t i f  no new funds were provided very soon—

IDA would not he ahl e  to  enter in to  any new lending commitments a fte r

m id-1963 .

This i s  not a s itu a t io n  th at can he ignored and allowed to  d r if t .
To do nothing would in  i t s e l f  c o n s t itu te  a d ec is io n  to  hring  
IDA'S operations to  a h a lt .

I f  IDA continues to  operate a t i t s  normal pace, i t  seems 
prohahle th a t i t  w i l l  during the current f i s c a l  year commit some­
th in g  l ik e  $500 m illio n . . . . There i s  no reason, th at I  can see , 
to  suppose th a t th e  demand for  worthwhile c r e d its  w i l l  he any 
lower in  subsequent years. On the contrary, i t  i s  my con viction  
th at th e demand w i l l  continue to  in cr ea se , and to  increase g rea tly .

.Experience has a lready demonstrated, I  h e l ie v e ,  th a t IDA i s  
capable o f  m eeting a very r e a l and important need and, in  
r e la t io n  to  t h i s  need, the o r ig in a l c a p ita l o f  IDA was obviously  
inadequate. But i f  i t  i s  to  meet t h is  need—i f  i t  i s  to  become a 
p r in c ip a l instrum ent for  the development o f  th e poorer co u n tr ies , 
and not ju st  a minor gesture o f  good w i l l  toward th em --it w i l l  
c le a r ly  require a very su b sta n tia l ad d ition  to  i t s  resources.^

Mr. Black has put th e case very w e ll. Should IDA become a p rin cip a l

instument for  the development o f  the poorer cou n tries?  Or i s  i t  to  be

only what Shonfield  a lle d g e s —a minor gesture o f  good w i l l  toward them--

sa lv e  for  the conscience o f  the r ich  so th a t they  can go on ignoring

the desperate poverty a l l  around them?

Mr. Black reminded the Governors th a t i t  was to  the IDA, not 

to  the Bank, th a t most o f  the newly independent cou n tr ies  would be 

look ing fo r  h elp . "The future o f  IDA i s  th erefore  th e most important

^Ib id . , p. 8 .

^ Ib id .. pp. 8 -9 .
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is su e  th a t I  commend, to  your sympathetic consideration  during t h is  

week'6 Meet in g s ." ^

In Mr. B lack ’s view, IDA was not on ly  th e most important item  

on th e in tern a tio n a l development agenda fo r  I962, hut he poin ted  out 

th a t.

Over th e years, the Governors have made a s e r ie s  o f  c r u c ia l 
d ec is io n s  th a t have shaped th e in tern a tio n a l a id  e f f o r t ,  and per­
m itted  i t  to  meet the growing and changing needs o f  th e  l e s s  deve­
loped cou n tr ies . I  th ink p a r tic u la r ly  o f  your au th oriza tion  o f  the  
crea tion  o f  th e In tern ation a l Finance Corporation, o f  th e doubling  
o f  th e authorized c a p ita l o f  the Bank, and o f  the crea tion  o f  the  
In tern a tio n a l Development A ssocia tion  i t s e l f .  I  h e lie v e  th a t your 
approval o f  th e reso lu tio n  d ir e c t in g  urgent a tten tio n  to  th e prob­
lem o f  th e enlargement o f  IDA's resources could w e ll prove to  he 
th e most important and f r u i t f u l  o f  a l l  th ese  d e c i s i o n s . 2

The President o f  th e  In tern ation a l Development A ssocia tion  was not

engaging in  mere rh etoric  when he u ttered  those words. He s in c e r e ly

b e liev ed  th at the IDA should he a potent force . I t  was, then, a

cause fo r  a great deal o f  pleasure on h is  part when the Governors

approved th e fo llo w in g  reso lu tio n  on September iB , 1962.

R esolved; That the Executive D irectors are requested to  consider  
th e p rosp ective f in a n c ia l requirements o f  th e In tern ation a l 
Development A ssocia tion , and to  prepare and submit a report 
thereon to  th e Board o f  Governors o f  th e A ssociâ tio n .a t  th e  
e a r l ie s t  d ate , i f  p o ss ib le  b efore December 31, I962. 3

This r e so lu tio n  s ig n if ie d  th e in ten tio n  o f  the Part I  

countries not to  bring IDA's operations to  a h a lt .  I t  was proof th at  

those governments b e liev ed  IDA had made a p o s it iv e  contribution  and 

was worthy o f  continued support. The r ich er  n ations' enthusiasm for

^Ibid . , p. 9*

^ I b i d .

^Summary Proceedings o f  th e 1962 Annual Meetings o f  the Board 
o f Governors (Washington: IBRD, 1962) ,  p. 73-
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IDA was not, however, unanimous.

Question o f  Replenishment Quotas

At the Vienna m eetings in  1961 th e Governor o f  IDA fo r  the  

United Kingdom, Mr. Selwyn Lloyd, w hile s tr e s s in g  the importance o f  

IDA, c a lle d  fo r  a tak in g  in to  account o f  the r e la t iv e  c a p a c it ie s  o f  

member cou n tries in  a s se ss in g  them fo r  a d d itio n a l co n tr ib u tio n s.^

His statem ent i l lu s t r a t e d  th e B r it is h  v iew , h eld  throiighout th e  

d e lib e ra tio n s  concerning IDA, th a t th e ir  share was d isp rop ortion ate ly  

la rg e .

Mr. L loyd 's su ccesso r , Mr. Reginald Maulding, made the case in

more p rec ise  terms a t the I962 m eeting.

We r ea d ily  support th e  proposal to  study th e  means o f  suppler 
menting the resources o f  the A sso c ia tio n , and fo r  our part 
we s h a ll  be prepared to  p lay  a su b sta n tia l r o le  in  h elp in g  to  
rep len ish  them. At th e same tim e, I  must make i t  c le a r  th a t in  
my view th e  study should a lso  comprise th e  question  o f  how future  
su b scrip tion s can b e s t  be re la te d  to  the resources and general 
economic s itu a tio n , o f  th e cou n tr ies  concerned. Thus fa r  th e  
United S ta tes  has been the la r g e s t  and the Ifeited  Kingdom the  
second la r g e s t  con tr ib u tor  to  th e c a p ita l o f  th e Bank and th e  IDA. 
In each case the IM ited Kingdom con tr ib u tion  i s  tw o-and-a-half 
tim es as b ig  as th a t o f  the next con trib u tor. . . .  We s h a ll  wish 
to  go in to  t h i s  question  as part o f  th e study o f  the proposed 
in crease in  th e resources o f  th e  A s s o c i a t i o n . 2

The Government o f  the Netherlands has jo in ed  th e Government o f  

th e United Kingdom in  p ro te s tin g  th e  formula fo r  apportioning contribu­

tio n s . to  IDA. The Governor from the N etherlands, speaking to  the 1962 

Board m eeting, sa id

%  country's response to  a c a l l  in  the coming years fo r  fu rth er

^IDA Board o f  Governors Press R elease No. S, September 19 ,
1961, p. 5.

O
IDA Board o f  Governors Press R elease No. 15, September I8 ,

1962, p. 2.
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f i n a n c i a l  a s s i s t a n c e  t o  IDA w i l l  b e  a  sy m p a th e tic  one . . . .  We 
can n o t c o n tin u e  t o  a c c e p t  f o r  o u r  p a r t  th e  o r i g i n a l  d i s t r i b u t i o n  
fo rm u la , b a s e d  on th e  c a p i t a l  s u b s c r ip t io n s  i n  th e  Bank. A more 
e q u i ta b le  c r i t e r i o n ,  d e r iv e d  from  n a t io n a l  income co m p a riso n s , 
w i l l  have  to  b e  a p p l i e d ,  and we t r u s t  t h a t  t h i s  tim e  we w i l l  n o t  
b e  fa c e d  a g a in  w ith  t h e  a l t e r n a t i v e  o f  a c c e p t in g  th e  u n re a s o n a b le  
o r  a b s ta in in g  a l t o g e t h e r . 1

T h is  q u e s tio n  o f  q u o ta s  h a s  come up  a s  a  v e ry  s e r io u s  p rob lem  

in  t h e  d is c u s s io n s  t h a t  have  been  h e ld  on re p le n ish m e n t o f  ID A 's fu n d s . 

The s t a f f  o f  IDA h a s  ta k e n  a  h a n d s -o f f  a t t i t u d e  and d e c id e d  t o  l e t  th e  

c o u n tr ie s  f i g h t  i t  o u t  b y  th e m se lv e s  i n  th e  Developm ent A s s is ta n c e  

Com m ittee o f  th e  O rg a n iz a tio n  f o r  Economic C o -o p e ra tio n  and D evelopm ent 

o r  w h erev er. S in ce  th e  d is c u s s io n s  on ID A 's re p le n ish m e n t have  ta k e n  

p la c e  in  P a r is  a t  t h e  m ee tin g s , o f  th e  Development A s s is ta n c e  Com m ittee, 

how ever, th e  s t a f f  o f  IDA h a s  d e c id e d  t h a t  th e y  do n o t  l i k e  t h a t  

a rran g em en t v e ry  w e l l .  They w ould have p r e f e r r e d  t h a t  th e  d is c u s s io n s  

ta k e  p la c e  among th e  E x e c u tiv e  D i r e c to r s  o f  IDA. IDA h a s  s e n t  an 

o b s e rv e r  t o  th e  P a r i s  m e e tin g s  on re p le n ish m e n t b u t  h a s  n o t ta k e n  a 

l e a d e r s h ip  r o le  i n  th e  d i s c u s s io n s .

B e s id es  th e  q u e s t io n  o f  q u o ta s  f o r  th e  P a r t  I  c o u n t r i e s ,  th e r e  

i s  a  q u e s tio n  a s  t o  w h e th e r  b o th  P a r t  I  and P a r t  I I  c o u n tr ie s  sh o u ld  

s u b s c r ib e  a g a in . What w ould  th e  P a r t  I I  c o u n tr ie s  s u b s c r ib e ?  Should  

th e  P a r t  I I  c o u n tr ie s  p u t up  p a r t  o f  t h i e r  c o n t r ib u t io n s  i n  c o n v e r t ib le  

c u rre n c y ?  T h is  v iew  was i n s i s t e d  upon by  th e  U n ited  S ta te s  Government 

a t  one tim e . T here  have  b e e n  c o m p la in ts  from  some o f  th e  u n d e rd ev e ­

lo p e d  c o u n tr i e s ,  how ever, a b o u t th e  p o s s i b i l i t y  o f  h a v in g  t o  g iv e  up 

more o f  t h e i r  s c a rc e  f o r e ig n  exchange r e s e r v e s  in  o r d e r  t o  r e p l e n is h  

IDA.

ÎDA Board of Governors Press Release No. 19, September l8 ,
1962, p. 2.



241

Some persons would advocate th a t the Part I I  countries  

contribute only th e ir  own lo c a l  currencies on t h is  second round.

I f  they d id  t h i s ,  could the Bank use t h is  money? As mentioned 

e a r l ie r ,  some members o f  the s t a f f  th ink  IDA could make use o f  lo c a l  

cu rrencies, i f  th ey  represent r e a l savings. Others th ink  i t  fo o lish  

for  th ese  cou n tries to  put up currencies th a t IDA cannot -use. But, 

i s n ' t  i t  important th a t a l l  members f e e l  th at they are making some 

contribution? Apparently t h is  was f e l t  to  be important when IDA 

was esta b lish ed . I s n ' t  i t  s t i l l  important ? This i s  one o f  IDA's 

strongest advantages in  the eyes o f  a good many people. I t  puts 

the underdeveloped cou n tries  in  the p o s it io n  o f  being donors o f  fore ign  

aid . They are asked to  h elp  other cou n tries develop and something 

important i s  involved  in  t h i s .  I t  i s  not mere show—some o f  th ese  

countries had to  make some s a c r if ic e  to  come up w ith th e ir  con vertib le  

currency contribution  to  IDA. I t  would seem to  be very d esira b le  to  

continue to  require some con trib u tion s in  foreign  exchange.

South A fr ica , a Part I  member o f  IDA, expressed i t s e l f  as

u n w illin g  to  contribute fu rth er , a t the I962 m eetings. The Governor,

Mr. T. E. Donges, exp lained  h is  country's p o s it io n  as fo llo w s:

We have th ese  large underdeveloped areas, p a r tic u la r ly  the  
areas occupied by our Bantu p eop les, now evolv ing towards s e l f -  
government, which s t i l l  require considerable amounts o f  c a p ita l 
for  th e ir  fu rth er development. . . . With our lim ited  resou rces, 
i t  i s  c lea r  th a t we cannot a fford  to  incur any very su b sta n tia l 
ad d ition a l o b lig a t io n s  in  resp ect o f  a ss is ta n ce  to  other le s s  
developed co u n tr ies . While I am in  very great sympathy with the  
o b jects  o f  IDA and w ith the proposal before us 1 f e e l ,  th erefo re ,
I  must make i t  c le a r  th a t cou n tr ies  in  th e sp e c ia l p o s it io n  o f  
South A frica  cannot undertake any large new commitments for  th is  
cause, however worthy i t  may b e . l

ÎDA Board of Governors Press Release No. 31; September 18,
1962, pp. 1-2.
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Views of West Germany

The Government o f  West Germany has shown th e same reluctance  

to  in crease  IDA funds th a t i t  showed toward the crea tio n  o f  IDA in  

the f i r s t  p la ce . Although tempering h is  reserv a tio n s w ith p ra ise  o f  

the A sso c ia tio n , Ludwig Erhard expressed h is  cou n try 's cau tion  as 

fo llo w s;

The main subject o f  t h is  y e a r 's  Annual Meeting i s  the  
proposal made by the Management o f  IDA to  request the D irectors  
to  consider the question  o f  a d d ition a l su b scr ip tio n s. I  agree 
to  t h is  proposal. During i t s  b r ie f  e x isten ce  IDA has done 
u se fu l work. . . . Whenever extrem ely a t tr a c t iv e  c r e d it  terms 
o f  almost g r a n t- lik e  nature are given , th ere i s  a danger th a t ,  
in  view o f  th e in crea sin g  p o s s ib i l i t i e s  o f  the developing  
cou n tr ies  to  present w ell-founded p r o je c ts , demands w i l l  
g r e a tly  exceed resources o f  fin an ce. . . .  In view  o f  the  
already very  high b i la t e r a l  a ss is ta n ce  o f  the in d u s tr ia l cou n tries, 
th e  question  o f  th ese  cou n tr ies ' cap acity  to  r a is e  such funds 
must th erefo re  be given  sp e c ia l a tte n tio n .^

The Republic o f  West Germany made o f f i c i a l  con trib u tion s to  

developing cou n tries t o t a l l in g  $157 m illio n  in  1958~59*  ̂ This was 

0 . l 4 per cent o f  the gross n a tio n a l product o f  th a t country as 

compared to  0 .39  per cent o f  gross n ation a l product g iven  by the  

Western nations in  t o t o . German per ca p ita  income was $ l , 0l 4 in  

1958 and fore ign  a id  averaged $0 .72  per person in  th a t y ea r . 3

The Government o f  West Germany, along w ith th e Government 

o f  the United Kingdom, i s  opposed to  s o ft  loan s. There has been some 

r e la x a tio n  in  the op p osition  to  such loans on the part o f  the German

^IDA Board o f  Governors Press R elease No. 1 , September I8 ,
19 6 2 ,  p .  3 .

^Tkiited N ations, Department o f  Economic and S o c ia l A ffa ir s ,  
In tern a tio n a l Economic A ssistan ce to  the Less Developed Countries 
(E /3395/R ev .1, 1961) (New York, I961 ), p. 25 .

^Ibid., Table 3^, p. 50.
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Governm ent—th e  K r e d i t a n s t a l t  fÜ r W iederaufbau  r e c e n t ly  made some 

lo a n s  t o  u n d e rd ev e lo p ed  c o u n tr i e s  f o r  a s  l i t t l e  a s  3 p e r  c e n t 

i n t e r e s t .  B ut West Germany does n o t l i k e  to  g iv e  money away.

Germany h as  no e x -c o lo n ie s  t o  f e e l  te n d e r  tow ard  and m igh t h e  

e x p e c te d  t o  he  a  h i g  c o n t r ib u to r  to  IDA, Almost a l l  o h s e rv e r s  o f  

th e  a id  e f f o r t  p o in t  t o  Germany a s  th e  c o u n try  t h a t  i s  n o t d o in g  

i t s  s h a re .

Germany, m eanw hile, i n s i s t s  t h a t  h a rd  lo a n s  a re  n e c e s s a ry  

b e c a u se  th e  d i s c i p l i n e  t h a t  th e  b a la n c e  o f  paym ents e x e r t s  i s  t h o u ^ t  

t o  h e  e s s e n t i a l .  B u t, i f  s o f t  lo a n s  a re  n o t g r a n te d —and i f  h a rd  

lo a n s  have t o  h e  made i n  e v e r - in c r e a s in g  amounts in  o r d e r  t o  k eep  

a  n e t  in f lo w  o f  c a p i t a l —i s n ' t  t h i s  r e a l l y  th e  r e v e r s e  o f  m a in ta in in g  

d i s c i p l i n e ?  IDA t r i e s  to  m a in ta in  d i s c i p l i n e  by  ty in g  money to  

program s o r  p r o j e c t s .  I f  a  c o u n try  g e ts  to  a  s ta g e  o f  developm ent 

w here a  l a r g e  p e rc e n ta g e  o f  o u ts id e  c a p i t a l  can n o t he  com m itted  to  

s p e c i f i c  p r o j e c t s ,  th e n  th e  need  f o r  d i s c i p l i n e  i s  th o u g h t t o  h e  

l e s s  g r e a t .

I f  d i s c i p l i n e  i s  m a in ta in e d  by  making o n ly  h a rd  lo a n s ,  what 

i s  th e  c o s t?  I f  t h e  c a p i t a l  e x p o r t in g  c o u n tr ie s  do n o t lo a n  th e  

g ro s s  amount n e c e s s a ry  t o  keep  a  c e r t a i n  h ig h  l e v e l  o f  n e t  in v e s tm e n t 

coming i n ,  th e y  f o rc e  th e  u n d e rd ev e lo p ed  c o u n tr ie s  i n to  a  q u i te  

c y n ic a l  d e f a u l t  w ith  a l l  th e  im pact t h a t  would have on t h e i r  a b i l i t y  

t o  r a i s e  c a p i t a l ,  o r ,  th e  u n d e rd ev e lo p ed  c o u n tr ie s  a re  fo rc e d  t o  c u t  

h a c k  on im p o rts  t o  th e  p o in t  o f  c u t t in g  h ack  developm ent. T h is  l a t t e r  

a l t e r n a t i v e  may have q u i te  a  l a s t i n g  im p ac t. Once momentum f o r  

developm ent i s  re d u c e d , i t  may he  h a rd  t o  r e g a in .  Growth may he  

slow ed down e n o u ^  t h a t  i t  w i l l  c o s t  th e  r i c h  c o u n tr ie s  more i n  th e
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long run than an uninterrupted flow  o f  c a p ita l would have amounted 

to .  Or, th e chance fo r  ach iev in g  development w ithout v io le n c e  may be 

l o s t  forever. The prophetic words o f  the 1949 In tern a tio n a l Bank 

M ission to  Cuba are r e c a lle d  in  t h is  connection.

They (th e  Cubans) may take advantage o f  th e ir  present oppor­

tu n ity  and su b st itu te  a growing, dynamic and d iv e r s i f ie d  economy for  

th e ir  present s t a t ic  one, w ith  i t s  s in g le  crop dependence. This may 

be a long and arduous ta sk . I t  w i l l  in vo lve great e f fo r t  and some 

s a c r if ic e  o f  t r a d it io n  and comfort. The M ission b e lie v e s  th a t fa ilu r e  

to  choose the dynamic a lte r n a t iv e s  can b rin g  to  Cuba consequences o f  

the utmost ser io u sn ess. Control may w e ll pass in to  subversive but 

specious hands—as i t  has done in  other cou n tries  whose leaders  

have ignored the trends o f  th e  tim es.^

Mast o f  the developed cou n tries accept the p ressin g  need fo r  

increased  s o f t  loan s. The United S ta tes  Government has argued— 

aga in st th e hard loan  a d voca tes--th a t continuing hard loans i s  an 

e s s e n t ia l ly  -unworicable p o lic y  fo r  lenders because cou n tries w i l l  

have to  go to  th e ir  le g is la tu r e s  fo r  ev er -in crea sin g  gross amounts 

and th e le g is la t o r s  won't understand t h is .  Thus, from a p sych o log ica l 

standpoint th is  would be very  d i f f i c u l t .  The United S ta tes  Government 

wants, the cou n tr ies  o f  Western Europe to  s ta r t  making more s o f t  loans 

so th a t i t  can p o in t t h is  out to  the Congress and prove th a t th e  

United S ta tes  i s  not alone in  t h is  p o lic y  and i s  not carrying a 

disproportionate share o f  the c o s t .

The Germans i n s i s t  th a t s o f t  loans are a sloppy way to  do

^ In tern ation al Bank fo r  R econstruction and Development, Réport 
on Cuba (Baltim ore: The Johns Hopkins P ress, 1951) ,  p. 13-
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th in g s . They propose to  loan  more and more money on hard terms— 

to  m aintain a cer ta in  net in flow  o f  c a p ita l .  But, i s  i t  r i ^ t  to  

make a hard loan to  a country even i f  the p ro ject generates fore ign  

exchange en ou ^  to  serv ice  the loan on hard terms? The United S ta tes  

view  i s  th at t h is  i s  s e l f i s h  and unscrupulous. A country pre-empts 

th o se  p ro jec ts  th a t are s e lf - l iq u id a t in g —the cred ito r  tak es a l l  the  

improvement in  th e balance o f  payments—and t h is  i s  f e l t  to  be u n fa ir  

to  th e borrower and unscrupulous to  other lend ers. There has been a 

l i v e l y  debate in  the P aris meetings o f  the Development A ssistan ce  

Committee over t h is  very  p o in t.

The In tern ation a l Development A ssocia tion  R ejects  
the Hard Loan Argument

IDA has taken a strong stand in  favor o f  s o f t  loan s. Mr. 

Black has pointed out th a t o f  the t o t a l  flow  o f  p u b lic  funds going  

to  th e underdeveloped cou n tries during 195^-59, more than h a lf  went 

in  the form o f  ou trigh t grants. But, he mentioned th at th e sign s  

in d ica ted  th a t the r a t io  between conventional and unconventional 

cr e d it  was changing—and from h is  point o f  view —changing for  the  

worse, ^ r e  than n in e-ten th s  o f  the s o ft  money came from the United  

S ta tes  and France—few other countries had extended a id  otherw ise  

than on conventional term s.^ He pointed to  the Bank's observation  

th a t most cou n tr ies experienced a rapid in crease  in  fo re ig n  debt 

w ith in  a very few y ears—once development g e ts  underway.^

The s t a f f  has estim ated  th a t ex tern a l p u b lic  debt serv ic e

ÎDA Board o f  Governors Press R elease No. 4 , September 19 ,
1961, p. 9.

^ I b i d .
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o b lig a tio n s  have been in crea sin g  over the period 1955-1961 a t an aver­

age annual ra te  o f  more than 15 per cent per year. Thirty-tw o low- 

income cou n tries in creased  th e ir  ex tern a l public debt between 1955 

and 1961 by a fa c to r  o f  almost 2 . 1 . This in crease  in  the t o t a l  amount 

o f  debt was accompanied by a hardening o f  the average terms. Thus, 

w hile t o t a l  debt more than doubled from 1955 to  I961, i t  appears th a t  

serv ice  on t h is  debt increased  by a fa c to r  o f  2 . 5* The r a tio  o f

serv ice  on ex tern a l p ublic  debt to  exports rose from a l i t t l e  over 3

per cent in  1956 to  about 7 per cent in  1962. The t o t a l  outstanding  

external public debt o f  th e underdeveloped cou n tries a t the end o f  1961

i s  estim ated at some $20 b i l l i o n ,  or $ l4 per person. The ex tern a l

public debt serv ic e  l i a b i l i t i e s  now appear to  be $2 .5  b i l l io n  per year, 

SO  th a t c a p ita l in flow  has to  be more than t h is  amount before any net 

addition  to  resources ta k es p lace . This annual l i a b i l i t y  has a r isen  as 

a r e su lt  o f  c a p ita l in flow  at the ra te  o f  about $4 per person per year 

in  the underdeveloped cou n tr ies . This o u tlin e  o f  what has happened has 

caused the s t a f f  o f  IDA to  conclude th a t s o ft  loans on the order o f  

$2 b i l l io n  a year are needed.^

Mr. Black has painted  a b leak  p ictu re  o f  what might happen as 

a r e su lt  o f  t h is  in crea sin g  hard debt.

I  do not have to  exp la in  to  t h is  audience how the machinery o f  
economic development could be overloaded w ith  foreign  debt 
u n t i l  i t  sputtered  to  a h a lt  amid h a lf -b u i l t  p ro jec ts  and 
mountains o f  d iscarded  plans. I  exp ect, indeed, th a t there are 
some in  t h is  audience who can poin t to  p ro jec ts  in  th e ir  own 
cou n tries which are a t t h is  very tim e suspended in  m id-air , so 
to  speak, fo r  t h i s  very reason. Maybe i t  i s  a h a lf - f in ish e d  
highway or a h o sp ita l th a t has been b u i l t  but not equipped.

^"The Need fo r  an Increased 'S o ft C redit' Component in  
Development Aid" (report prepared by th e s t a f f  o f  IDA) (no date) 
(Mimeograjiied. )



2k7

This kind o f  d isru p tion  k i l l s  peop les' hope in  orderly  economic 
progress and, i f  i t  p e r s is t s ,  can lead  to  ser iou s d is illu sio n m en t.

The sa fe  and sane way to  minimize th ese  dangers i s  to  
maximize th e amount o f  o f f i c i a l  c a p ita l which i s  supplied  at very  
lon g  term with on ly  a token in te r e s t  burden.^

W ill th e ex tern a l public indebtedness o f  th e  underdeveloped 

co u n tr ies  double again over th e next 5 years? Or w i l l  th e  ra te  o f  

in crease  go higher? Even i f  there i s  a decrease in  the ra te , IDA i s  

convinced th at more s o ft  loan funds are needed.

Role o f  the United S ta tes  Government in  
Replenishment o f  Funds

Apparently th e President o f  the United S ta tes  agreed with  

th is  p rescr ip tio n . As quoted e a r l ie r ,  in  h is  speech o f  welcome to  

the Board o f  Governors in  1962, President Kennedy sa id  "The work o f  

th e In tern a tio n a l Development A ssocia tion  i s  p a r tic u la r ly  important— 

and t h is  country f u l ly  supports the proposal th a t th e Executive 

D irectors develop a program to  in crease  i t s  r e s o u r c e s .

Whether the P resid en t's  enthusiasm i s  shared by the Congress 

i s  prob lem atical. A lso , there i s  a ser iou s question  as to  the s iz e  o f  

the United S ta tes' share in  any replenishm ent o f  IDA's funds. The 

President o f  IDA had in d ica ted  a need for  a 5 year fund o f  

$2j  b i l l io n .  I f  the tfaited S ta tes  m aintained i t s  o r ig in a l share, th is  

would mean a contribution  o f  about $750 m illio n . Some in d ica tio n s  

point to  a United S ta tes  con tribution  somewhat l e s s  than th is  fig u re .

^IDA Board o f  Governors Press R elease Wo. 4 , September 19 ,
1961, p. 10 .

2
IDA Board o f  Governors Press R elease No. 75, September 20,

1962, p. 1.
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Perhaps th e most l im it in g  fa c to r  in  any great expansion o f  

IDA i s  th e balance o f  payments problem o f  the United S ta tes  o f  

America. R ep resen tative Passman made t h is  something o f  an is su e  

in  th e 1962 hearings on IDA's appropriation . There i s  a question  as 

to  how much C ongressional support an expansion o f  resources would 

have, in  view  o f  th e continu ing balance o f  payments problem. As 

Andrew S h onfie ld  has pointed  o u t, "the b a s ic  le sso n  in  s tra teg y  fo r  

the underdeveloped cou n tries i s  th a t , i f  th ey  are to  obtain  substan­

t i a l l y  more economic a id , they  must take an a c t iv e  in te r e s t  in  

p ro tec tin g  the balance o f  payments o f  th e  donor c o u n t r i e s . J u s t  

how the underdeveloped cou n tries can accomplish t h is  and yet in crease  

m u lt ila te r a l a id  i s  unanswered.

R epresentative Passman has made qu ite a so p h istica ted  argument 

aga in st IDA on balance o f  payments grounds.

Mr. Passman. But, th ese  cou n tr ies which earn d o lla r s  or 
other hard cu rrencies from th e ir  exports to  the amount needed to  
d eal in  world commerce, i f  through th e various a id  programs we 
make d o lla r  c r e d its  a v a ila b le  to  th e  f u l l  ex ten t, or even to  a 
p a r t ia l e x te n t , o f  th e amount needed to  pay for  what th ey  would 
import from th e U aited S ta te s , then th a t would make a v a ila b le  the  
money th ey  earn from exports fo r  them to  use for  whatever purpose 
they  m l^ t  see  f i t . ^

He continued h is  argument by s ta t in g  th a t in  the underdeveloped  

cou n tr ies

Some o f  th ose  d o lla r s  are earmarked to  buy something th a t i s  
produced in  America.

I f  we provide fo r  them c r e d its  or g i f t s ,  or grants, 
then th ey  can r e q u is it io n  from America what they  would normally

^Shonfield , p. 175-

^U. S . ,  Congress, House, Subcommittee o f  the Committee on 
A ppropriations, Hearings on Foreign Operations Appropriations fo r  1963, 
87th  Cong., 2d S e s s . , 1962, p. 300»
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buy v ith  th e  d o lla r s  which they  earn from exports. 1 

Mr. John M. Leddy, A ss is ta n t Secretary o f  the Treasury and U. S. 

E xecutive D irector o f  the In tern a tio n a l Development A ssocia tion ,
r

presented inform ation to  counter R epresentative Passman's contention. 

The fo llow in g  exchange in d ic a te s  th a t the Congressman i s  s t i l l  not 

convinced.

Mr. Leddy. . . . The normal e f f e c t  o f  any p rov ision  o f  
AID funds or development c r e d its  fo r  development purposes in  

, th ese  cou n tr ies  tends in  and o f  i t s e l f  to  in crease  th e t o t a l  
demand fo r  imports in to  th ose  cou n tr ies .

Mr. Passman. At le a s t  we hoped so.
Mr. Leddy. I t  has s h if t  a b i l i t y .  I t  means you have to  

import more goods to  go in to  th e p ro jec t, i t  means you have to  
spend more money in te r n a lly  fo r  lab or, e t  c e te ra , which then  
crea tes  a demand fo r  im ports. I  do not b e lie v e  th a t i t  i s  
correct to  say th a t the e f f e c t  o f  lend ing for  development purposes 
i s  sim ply to  add to  the free  d o lla r  resources o f  th ese  cou n tries.

Mr. Passman. I  d id  not say anything about ju s t  lending.
I sa id  under th e variou s agencies through which we are d isbursing  
U. S. funds.^

This i s  an extrem ely important p o in t. I f  i t  can be demon­

stra ted  th a t u n tied  a id  ( a l l  IDA loans must be u n tied  in  accordance 

w ith th e  charter) lead s r e c ip ie n t n ation s to  spend th e ir  earned 

d o lla r s  elsew here, then t h is  would be a potent argument against 

expansion o f  t h is  agency. The United S ta tes  would be p a ten tly  fo o lish  

to  g ive a ss is ta n ce  which would tend to  drive customers away.

At th e tim e o f  th e C ongressional hearings on United S ta tes  

membership in  IDA, in  March, I96O, th e balance o f  payments problem 

was put to  Treasury Secretary Anderson. His answer has been d is ­

cussed in  Chapter V II. What he sa id  i s  s t i l l  re levan t today

I f  one looks a t th e  shorter range, w hile again I  would
note th a t we are con trib u tin g  about 32 percent o f  th e funds to  
th is  in s t i t u t io n ,  and th e  normal p ra c tic e s  o f  th e World Bank

^Ibid. ^Ibid.



250

in d ica te  th a t about 29 percent o f  the id e n t if ia b le  purchases 
-under World Bank loans on an in tern a tio n a l com petitive b a s is  are 
made in  th e  United S ta te s , I could not thus be in  a p o s it io n  to  
say th a t th ere  would not be some temporary ad d ition  to  our balance- 
of-payments problem.

But I  th in k  th a t  we have go t to  go about i t s  s o lu tio n  on 
th e  b a s is  o f  e s ta b l is h in g  a  w orld in  which we can become la rg e r  
e x p o r te r s ,  and o th e r  people b e t t e r  custom ers, r a th e r  th an  to  go 
about i t  in  ways which seem to  be so lu tio n s  o n ly  f o r  th e  sh o r t 
r u n . l

In an e f fo r t  to  fo llo w  up on Secretary Anderson's statement^ 

concerning th e percentage o f  Bank funds spent in  the United S ta tes , 

an in terv iew  was conducted w ith  an o f f i c i a l  o f  the T reasurer's O ffice  

in  th e  World Bank. He was asked i f  there were any f ig u res  a v a ila b le  

on th e  percentage o f  IDA's disbursements th a t had been made in  the  

Ifoited S ta te s . I t  was reported th a t there was no such breakdown 

av a ila b le  and even i f  there were, i t  wouldn't have any meaning.

Because, through September 30, I962, IDA had on ly  disbursed $18.5  

m illio n . This would not be a t a l l  rep resen ta tiv e  fo r  2 reasons.

F i r s t ,  IDA'S A r t ic le s  o f  Agreement re q u ire  th a t  th e  c u rre n c ie s  be 

drawn down on a  p ro  r a t a  b a s i s .  Second, th e  lo c a t io n  o f  th e  c o u n tr ie s  

re c e iv in g  IDA c r e d i t s  would have an in f lu e n c e  on th e  source o f  p u r­

chases made. That i s ,  a lthough  pu rchases a re  made on th e  b a s is  o f 

in te r n a t io n a l  co m p e titio n , th e  underdeveloped c o u n tr ie s  do have 

c e r t a in  t r a d e  p a t te r n s  e s ta b l is h e d . Thus, th e  sm allness o f  IDA's 

d isbursem en ts to  d a te  would be more in d ic a t iv e  o f  what coun try  got
p

th e  money th a n  o f  how t o t a l  IDA re so u rc e s  w i l l  be d is t r ib u te d .

So, th e re  a re  no f ig u re s  a v a i la b le  on th e  d i s t r i b u t io n  o f

^ o u se  Subcommittee N o .l o f  the Committee on Banking and 
Currency, Heairings on H. R. 11001 , I96O, p. 36.

^ In te rv ie w  w ith  an o f f i c i a l  o f  th e  T re a s u re r 's  O ffic e , IBRD,
May 29, 1963.
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IDA. funds. I f  i t  could be b e lie v e d  th a t the pattern  e s ta b lish e d  by 

Bank lend ing  would hold—th at i s ,  th a t around 29 per cent o f  IDA 

funds would be spent in  the Tkiited S ta te s—then there would be l i t t l e  

cause fo r  alarm on account o f  the balance o f  payments. As long as 

United S ta tes  exports are almost equal to  the amount o f  Tfoited S ta te s  

funds contributed  to  IDA, then (except fo r  the import content o f  the  

goods exported from the Waited S ta te s—which i s  quite low ), p lu s and 

minus item s on th e  balance o f  payments account are equal.

Another fea r  has been expressed  in  the Waited S ta tes  

Congress—where th e d octrin es o f  m ercantilism  are not dead. Some 

Congressmen are worried th a t IDA m i^ t  make loans to  cou n tries  whose 

in d u str ie s  might compete w ith  United S ta tes  fiarms.

R epresentative Alexander o f  Noarth Carolina was veary concerned  

th a t IDA m i^ t  loan funds to  a t e x t i l e  fiarm which would compete w ith  

domestic industary.

Mr. Alexander. Do you have any regu la tion s with referen ce  
to  loans in  regard to  in d u str ia l development in  underdeveloped 
co u n tr ies  which would peartain to  th e  problem o f ,  say, fo r  in sta n ce , 
t e x t i l e s ,  which in  t h i s  countary and thaxauffhout the world i s  r ig h t  
much o f  a com petitive b u sin ess  already? Do you have any anales w ith  
reference to  what th ese  in d u s tr ia l loans would be made for?

Mr. Leddy. There i s  no p roh ib ition  on the making o f  any 
p a rticu la r  type loan under th e  IDA or the Bank. I  should rep eat, 
however, th a t th e Bank and IDA have tended to  focus p r e tty  h e a v ily  
on th e f i e l d  o f  transpoartation, power, iarrigation. There have 
been some loan s to  p riv a te  industary u su a lly  through in d u str ia l  
development banks. The in d u s tr ia l development banks, o f  course, 
relen d  th e  money to  a wide v a r ie ty  o f  domestic in d u str ie s , which 
could include a t e x t i l e  industary but there i s  no general p o lic y  
la id  down in  the inteam ational in s t itu t io n s  as such which would 
p roh ib it any p a rticu la r  type o f  loan  or any p a rticu la r  industary. ^

Although some o f  IDA's stron gest c r i t i c s  are found in  th e

^ o u s e  Subcommittee o f  th e Committee on A ppropriations, Hear­
in g s , Foreign Operations Appropriations fo r  1963» 1962, p .317*
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U nited  S ta te s  C ongress, some o f  IDA'S s tro n g e s t  su p p o rte rs  a re  th e re  

a ls o .  S en a to r Mbnroney succeeded in  amending th e  Act fo r  I n te r n a t io n a l  

Development o f  I 961  (S e c tio n  205 o f  P u b lic  Law 87 - I 95 , 87t h  C ongress, 

Septem ber 4 , 1961 ) so t h a t  th e  P re s id e n t now has th e  power to  le n d  up 

to  te n  p e r  c e n t o f  th e  funds o f  th e  Development Loan Fund to  th e  

I n te r n a t io n a l  Development A sso c ia tio n . In  f i s c a l  y e a r  1962 ,  t h i s  

would have amounted to  $110 m i l l io n  and would he a  s u b s ta n t ia l  b o o st 

to  IDA'S re so u rc e s . However, th e r e  has  been  no move to  implement 

such a  lo a n . I t  would have to  be  a  p e c u l ia r  ty p e  o f  lo an  s in ce  IDA 

does n o t charge i n t e r e s t  and IDA c r e d i t s  w i l l  no t be  re p a id  fo r  50 

y e a rs . I f  th e  Congress meant f o r  th e  P re s id e n t to  lo an  IDA funds on 

th e se  same te rm s , i t  would be  a  most h e lp fu l  arrangem ent. However, 

th e  A sso c ia tio n  has  l i t t l e  hope o f  se c u rin g  funds th rough  t h i s  avenue 

a t  p re s e n t .

S h on fie ld  was quite e n th u s ia st ic  about the p o s s ib i l i t y  o f

tr a n sfe r r in g  such funds to  IDA. He argues th a t

i t  would transform  the whole character and sc a le  o f  th e  in tern a­
t io n a l  e f f o r t .  No doubt on ly  a portion  o f  t h i s  money would be 
siphoned o f f ,  to  IDA i n i t i a l l y ;  but even t h is  gesture might w e ll 
prompt o ther cou n tries  to  look  at th e ir  own n a tio n a l a id  programs 
more c r i t i c a l l y ,  and consider whether i t  would not pay them— 
assuming th e  aim o f  part o f  th e ir  expenditure, a t any r a te , i s  
s t r a i ^ t  economic development, regard less  o f  any p a rticu la r  
n a tio n a l in t e r e s t —to  fo llo w  s u i t . l

IDA would be most anxious th a t other cou n tries in crease  

th e ir  co n tr ib u tio n , a ls o , i f  th e United S ta tes  made any very s iz a b le  

con trib u tion  to  IDA on a u n ila te r a l b a s is .  The Bank, by s e l l in g  i t s  

bonds in  th e  f in a n c ia l markets o f  the world, has tr ie d  to  s te e r  c lea r

^Shonfield, p. 167.
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o f  domination by th e  Ifaited S ta tes . S ince IDA funds are govem m entally  

provided, t h i s  i s  harder with IDA. So, i t  i s  extrem ely inçxDrtant 

th a t the United S ta te s ' share not be a l l  out o f  proportion to  every  

one e l s e ' s  con tr ib u tion —i f  United S ta tes  domination i s  to  be avoided.

R ela tion sh ip  :fith  th e Tfaited Nations

IDA. has en tered  in to  an agreement w ith  the IMited Nations 

which e s ta b lis h e s  a l ia is o n  committee c o n s is t in g  o f  the Secretary  

General o f  th e  U nited N ations, the Managing D irector o f  the United  

N ations S p ecia l Fund, th e  Executive D irector  o f  the United Nations 

T echnical A ssistan ce Board and the P resident o f  the In tern ation a l 

Development A sso c ia tio n . There has been a growing amount o f  cooper­

a tio n  between th e A ssocia tion  and the S p ec ia l Fund—in  th e f i e l d  o f  

te c h n ic a l a s s is ta n c e  and the drawing up o f  p ro jec ts .

There have been severa l cases r e c e n tly  o f  the United Nations 

S p ec ia l Fund con tra ctin g  for  the se r v ic e s  o f  th e Bank s t a f f  in  making 

p roject a p p ra isa ls . This has le d  some people to  promote the id ea  o f  

an even c lo se r  a ll ia n c e  between IDA and the U nited N ations. Benjamin 

H iggins c a l l s  fo r  making the United N ations reg ion a l commissions 

su b d iv ision s o f  IDA. In h is  p lan, a l l  country economic development 

plans would be approved by IDA headquarters—then d iscu ssio n s would be 

undertaken w ith th e sp e c ia liz e d  agen cies and th e b i la t e r a l  programs to  

determine which ones would provide which p arts  o f  the ou tsid e assis-*  

tance needed.^

Mr. Paul Hoffman, Managing D irector o f  the United Nations 

S p ec ia l Fund, has some proposals for  IDA'S ro le  in  the fu ture.

^Higgins, pp. 196-197.
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Hoffman th in k s th a t $20 b i l l io n  more than i s  now in  s ig h t for  the  

underdeveloped cou n tr ies  i s  needed for  the decade o f  th e 1960's.

He would l ik e  to  gee a t le a s t  h a lf  o f  t h is  channeled through the  

In tern ation a l Development A ssociation . Hoffman came to  t h i s  con­

clu sion  because o f  h is  h i ^  regard for  the s t a f f .  "The World Bank 

has gained u n iv ersa l renown as an e f f ic ie n t  and e f f e c t iv e  and o b jec tiv e  

in tern a tio n a l f in a n c ia l i n s t i t u t i o n . H e  argues th at IDA should be 

considered as an in s t itu t io n  th a t must expand i t s  operations promptly.

The Horowitz Proposals 

An in te r e s t in g  and in tr ig u in g  proposal fo r  future development 

o f  IDA came from Mr. David Horowitz, Governor:.frdm I sr a e l,  at the  

1962 meeting o f  the Board o f  Governors. ^ Horowitz reasoned th at the  

Bank has p len ty  o f  money, but a p au city  o f  p ro jec ts  to  fin an ce. On 

the other hand, IDA has many worthy p ro jec ts  but not much money. Why 

not merge th e two operations? Horowitz would have the Bank borrow 

money a t conventional terms and loan i t  to  IDA countries and IDA pro­

je c t s  on IDA terms. The d ifferen ce  between the in te r e s t  paid by the  

Bank and th e  in te r e s t  charged by IDA would then be made up by the  

developed cou n tr ies  o f  the world. Thus, IDA could loan $1 b i l l io n  a 

year at no in te r e s t  and the r ich  cou n tries would only have to  co n tr i­

bute $50 m illio n  fo r  th e in te r e s t  payment to  the Bank.

I f  some such plan i s  not adopted, Horowitz warned, the

IPaul G. Hoffman, One Hundred Countries: One and One Quarter
B il l io n  People (Washington: A lbert D. and Mary Lasker Foundation,
i9 6 0 ), p. 51.

2
IDA Board of Governors Press Release No. 20, September I8,

1962.



255

repaym ent o f  i n t e r e s t  and p r in c ip a l  by  th e  poor c o u n tr ie s  i s  soon 

going to  be  e q u a l to  th e  t o t a l  f in a n c ia l  a s s is ta n c e  extended by th e  

r i c h  n a t io n s .  In  1958, 32 low-income c o u n tr ie s  o f  th e  w orld  were 

paying  $1 ,2 8 0  m i l l io n  in  s e rv ic e  payments on p r iv a te  account and 

$770 m il l io n  in  se rv ic e  payments on p u b lic  d e b t . ^ These two flow s 

e q u a lle d  more th a n  $2 b i l l i o n  in  1958. T h is  compares to  t o t a l  o f f i c i a l  

g ra n ts  in  1958 o f  $2 .4  b i l l i o n  to  a l l  th e  underdeveloped c o u n tr ie s  o f
p

th e  w orld .

IDA gave H orow itz' su g g es tio n  s e r io u s  c o n s id e ra tio n . I t  was 

concluded th a t  th e  p ro p o sa l was u n r e a l i s t i c  because  i t  would invo lve  

g e t t in g  governm ents to  ag ree  to  p ic k  up th e  ta b  f o r  i n t e r e s t  fo r  

s e v e ra l  y e a rs  in  advance. As more and more funds were lo an ed , i n t e r e s t  

c o s ts  would r i s e  a p p re c ia b ly . I t  was no t f e l t  t h a t  th e  developed coun­

t r i e s  would b e  w i l l in g  to  accep t t h i s  r e s p o n s ib i l i ty .

H orow itz proposed a second s o lu tio n  to  th e  im balance he saw 

betw een needs and re so u rc e s . Why s h o u ld n 't  th e  funds o f  IDA be used  

as  a  g u a ran tee  fund fo r  loans  made by th e  I n te r n a t io n a l  Bank? Thus th e  

$1 b i l l i o n  o f  IDA funds would be  h e ld  in t a c t  to  make up any d e fa u l ts  

on lo an s  made by  th e  Bank. T h is  would allow  th e  Bank to  ex tend  i t s
•3

o p e ra tio n s  in to  c o u n tr ie s  and p ro je c ts  where i t  had no t been  b e fo re .^  

The A sso c ia tio n  s tu d ie d  t h i s  p ro p o sa l a lso  and ag a in  concluded th a t

^Avramovic and G u lh a ti, Table I I I  and Appendix T able XXI, 
p . 19 and p. 73.

^ O rg an iza tio n  fo r  European Economic C o -o p era tio n , The Flow 
o f  F in a n c ia l  R esources to  C ou n tries  in  Course o f  Economic Development
1956- 1959 , iTable t i 10 .

ẐDA Board of Governors Press Release No. 20, September 10,
1962, p. 4 .
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th e  proposal was u n r e a lis t ic .  I t  was f e l t  th a t th e  donor cou n tries  

would not approve o f  p u ttin g  the $1 b i l l io n  in to  a guarantee fund. 

Secondly, i t  was f e l t  th a t any weakening o f  th e  Bank's standards 

would lead  to  a lo s s  o f  confidence in  the Bank hy th e f in a n c ia l  

community and a le sse n in g  o f  r e sp o n s ib ility  on th e part o f  the under­

developed cou n tr ies .

Horowitz' proposals did stim ulate th in k in g  on th e  a lte r n a t iv e s  

open to  IDA. One id ea  th a t was put forward as a r e s u lt  o f  Horowitz' 

proposals rece ived  some lukewarm support from IDA. This proposal 

would have th e developed cou n tries f lo a t  bonds, in  th e ir  own 

co u n tr ies , a t commercial r a te s  o f  in te r e s t  and loan th ese  funds to  

IDA a t no in te r e s t .  This would amount to  a subsidy o f  th e  amount o f  

th e in te r e s t .  The appeal o f  th is  plan l i e s  in  th e  p o s s ib i l i t y  th a t the  

parliam entary b od ies in  th e rich  cou n tries would be more favorable to  

borrowing fo r  IDA than to  tax in g  for  IDA. C erta in ly  th e  in te r e s t  

subsidy would be much sm aller than an ou tr igh t appropriation  fo r  IDA. 

And th e amount o f  th e subsidy could be co n tro lled  by th e donor govern­

ment rather than b ein g  a blank check as in  th e Horowitz plan.

I t  m i^ t  be p o ss ib le  to  remove th e  IDA subsidy from annual 

parliam entary debates i f  some type o f  long-run borrowing au th ority  

could be given as has been done fo r  the Export-Import Bank in  th e  

United S ta te s . This r e l i e f  from the yea r ly  ordeal o f  th e  appropriation  

p rocess i s  very  appealing to  some persons >dio favor increased  a id  to  

developing n a tion s. Nothing, however, has come o f  any o f  th ese  

proposals to  date.

ÎDA Board of Governors Press Release No. 20, September l8 ,
1962, p. 4 .
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Other Proposals

Another proposal fo r  IDA'S fu ture came from the Government o f  

P akistan. This p lan was presented  a t  the Board o f  Governors m eeting  

in  September, 1961 hy Mr. M. A. M ozaffar, Governor from Pakistan. He 

pointed  out th a t Pakistan had su ffered  from d ec lin in g  terms o f  trade  

over th e  p ast 10 y ears. I s  i t  in e v ita b le  or eq u itab le  th a t the  

burden o f  adjustment should always f a l l  on the weaker economies? Is  

i t  in  th e  in te r e s t  o f  the in d u s tr ia l cou n tries to  have th e primary 

producing co u n tr ies  c o n tin u a lly  whipsawed by the terms o f  trade?

The Government o f  Pakistan , th e  Governor s ta ted , i s  o f  th e opin ion  

th a t a so lu t io n  can be foünd which would be in  the in te r e s t  o f  a l l .

The p r in c ip le  th a t should be fo llow ed  i s  s tr a i^ tfo r w a r d . The 

cou n tr ies  which b e n e f it  from f lu c tu a tio n s  in  terms o f  trade should  

con trib u te some part o f  t h e ir  gain  to  th e In tern a tio n a l Development 

A sso c ia tio n . T his would apply to  both the primary producers and the  

in d u str ia l n a tio n s .^

Alan Neale has made a proposal th a t would in crease  IDA's 

resources and h e lp  so lv e  th e problem o f  f lu c tu a tin g  terms o f  

trad e. He su ggests  th a t th e r ich  co u n tr ies , working through the  

O rganization fo r  Economic Co-operation and Development, agree to  

impose common f la t - r a t e  e x c ise  d u tie s  on th e ir  t o t a l  intake o f  

ce r ta in  commodities and to  devote the proceeds o f  such ta x a tio n  to  IDA. 

He estim a tes  th a t a 5 per cen t lev y  on a l l  c o f fe e ,  cocoa, and te a  so ld  

in  th e  Western co u n tr ies  would produce $100 m illio n  a y e a r . 2

ÎDA Board of Governors Press Release No. 5, September 19,
1961, p. 3.

%eale, pp. 15-I6.
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Mr. V. K. R. V. Rao makes a dramatic case fo r  expanding and

r e - stru ctu rin g  th e In tern ation a l Development A ssocia tion .

Time and compound in te r e s t  are working again st the under-developed 
world and along w ith  i t  a lso  th e  b u i l t - in  progress in  science and 
technology th a t i s  accompanying the rake's progress o f  compound in ­
t e r e s t  in  the developed world, parts o f  which are already w restlin g  
w ith the problems a r is in g  out o f  a fflu en ce , when surrounding them 
are v a st  d eser ts  o f  poverty, and low le v e ls  o f  l iv in g  and the dismal 
tyranny o f  th e  economic problem. I have no doubt in  my mind th at  
th e  present s itu a t io n  i s  fraught with in s t a b i l i t y  and c o n stitu te s  a 
much graver menace to  the peace o f  the world than anything th at the  
co ld  war has produced so fa r . Oases may e x is t  w ith impunity in  a 
natu ra l world o f  d e se r ts , but there can be no secu r ity  for  human 
oases o f  a fflu en ce  in  a m ass-inhabited world o f  poverty and low 
le v e l s  o f  l iv in g .  . . .  .1 b e lie v e  the answer i s  the in tern ationa l 
l i z in g  o f  a l l  a id  and the en tru stin g  o f  t h is  in tern a tio n a l a id  to  
an organ isa tion  l ik e  the In tern ation a l Development A ssociation .
Only I  do not th ink  i t  can take such a major job in  i t s  present 
form, c e r ta in ly  not as an a f f i l i a t e  o f  the In tern ation a l Bank, with  
i t s  p ecu lia r  structure o f  v o tin g  r ig h ts , and w h ils t  i t s  membership 
does not include th e S ov iet Union and Communist China. 1

Several o f  th e developing countries have suggested  th at the  

Bank's reserves be tran sferred  to  \.DA. The Bank had acquired reserves  

o f  over $700 m illio n  by the end o f  1962. However, th is  idea has ref- 

ceived  a very co ld  recep tion  from the Bank's management. They f e e l  

th a t t h is  would be a ser iou s v io la t io n  o f  tr u s t  to  th e Bank's cred ito rs . 

At th e tim e the f in a n c ia l community put up the funds fo r  Bank bonds, i t  

was understood th a t th e reserve fund would be a v a ila b le  in  the case o f  

country d efa u lt. To use t h is  fund for  any other purpose would be a ser ­

iou s breach o f  f a i t h ,  i t  i s  argued. Some o f th e s t a f f  go so far  as to  

say i t  would be d isa stro u s for  th e Bank, i f  such a tra n sfer  were made.

Mr. Black to ld  the bond markets th at IDA was separate from the Bank and 

every e f fo r t  has been mside to  keep i t  so. To treuasfer Bank reserves to  

IDA would destroy th e bond m arket's confidence in  the Bank's management, 

i t  i s  f e l t .

iR a o , p . 19 .
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I t  has a ls o  been  proposed  th a t  a  new ty p e  o f  lo an  be 

in tro d u ced —a low i n t e r e s t  lo an  to  c o u n tr ie s  n o t r e a l l y  in  need o f  

IDA-type c r e d i t s .  Some c o u n tr ie s ,  Mexico, Y ugoslav ia , e t c . ,  a re  a b le  

to  pay some i n t e r e s t  b u t a re  no t ab le  to  meet much f u r th e r  deb t s e rv ic e  

a t  co n v en tio n a l r a t e s .  I t  has been proposed t h a t  th e  B ank 's  re s e rv e s  

be  used fo r  lo an s  a t  low er th an  Bank r a t e s  to  th e se  p a r t i c u la r  

c o u n tr ie s .  There have been su g g es tio n s  t h a t  r e g u la r  IDA funds m i ^ t  

be used fo r  o th e r  lo a n s  th an  th e  p re s e n t 90-y e a r ,  n o - in te r e s t  r a te  

c r e d i t s  now b e in g  ex tended . Why should  a l l  IDA c r e d i t s  be f o r  so long  

and a t  no in t e r e s t ?  Could some IDA c r e d i t s  be le s s  s o f t?

There has been some c o n s id e ra tio n  o f  a  d iv is io n  o f  la b o r  

between th e  Bank and IDA--so th a t  IDA would c o n c e n tra te  e x c lu s iv e ly  

on poor and n o n -c red itw o rth y  c o u n tr ie s  and th e  Bank would work w ith  

th e  r e l a t iv e ly  w e l l - o f f  and s t i l l  c re d itw o rth y  n a tio n s . There would 

be no more in -betw een  m ix tu re  o f  Bank and IDA funds as  th e re  has been 

in  th e  p a s t .  IDA would on ly  f in an c e  p r o je c ts ' in  c o u n tr ie s  which could  

make no cla im  f o r  co n v en tio n a l loans.

B ut, t h i s  would leav e  a gap as f a r  as  th e  m iddle-incom e 

c o u n tr ie s  a re  concerned. There a re  a good many such c o u n tr ie s  a t  th e  

end or approach ing  th e  end o f  t h e i r  c re d i tw o r th in e s s .  I t  i s  t h i s  group 

th a t  i s  th e  ta r g e t  f o r  th e  in -betw een  ty p e  lo an s  th a t  have been p ro­

posed. B ut, t h i s  t h i r d  ty p e  lo an  r a i s e s  th e  whole complex is s u e  o f  

J u s t i f y in g  6 p e r  c e n t lo a n s  to  some c o u n tr ie s ,  3 p e r cen t lo an s  to  

o th e r  c o u n tr ie s ,  and zero  p e r cen t lo a n s  to  s t i l l  o th e r  c o u n tr ie s .

This would really put the staff in an awkward and unjustifiable posi­

tion. There are already enough problems deciding between Bank and IDA 
loans. Another type loan would complicate things even further.
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In a d d itio n , th ere  i s  a degree o f  d iscrim in ation  involved  

in  lo w -In te rest lo a n s, th a t i s ,  th e  d iscrim in ation  between th ose  

co u n tr ies  g e t t in g  in te r e s t  su b s id ie s  and th ose cou n tries paying the  

going ra te . The co u n tr ies  borrowing from the Bank a t conventional 

r a te s  o f  in te r e s t  would be paying fo r  th e  subsidy given to  th o se  coun­

t r i e s  r e c e iv in g  lo w -in te r e s t  loan s. T his i s  hard to  j u s t i f y .  There 

i s  a lso  th e p o s s ib i l i t y  th a t g iv in g  lo w -in te r e s t  loans m i^ t  lea d  to  a 

casu a l a t t itu d e  about repayment. This i s  r e a l ly  a "fuzzy" loan  which, 

o f  course, has been th e ta r g e t  o f  so much v itu p era tion  on th e  part o f  

th e  Bank's s t a f f .  This author would conclude th a t , because o f  a l l  

th e  problems c i te d ,  th ere  i s  no prospect fo r  any interm ediate in te r e s t  

ra te  loans by IDA.

One other p o s s ib i l i t y  th a t has been d iscu ssed  i s  the possi-»^ 

b i l i t y  o f  lengthen ing th e  term o f  Bank loan s. Or, perhaps, th e  Bank 

could  lengthen  the grace period  b efore repayment b eg in s. This would 

in vo lve  some degree o f  in te r e s t  r isk . In te r e s t  ra tes  might r i s e  on 

th e  money th a t would have to  be borrowed to  complete loans already  

contracted . In the p a st, th e  Bank has loaned on the same terms on 

which i t  has borrowed (except fo r  the commission th a t has been added 

to  go in to  r e se r v e s) . I f  i t  extended th e  period  o f  th e  loan , t h is  

would in vo lv e  borrowing short and loan in g  long. One p o s s ib i l i t y  

would be to  put the Bank's reserv es  to  work covering t h is  in te r e s t  

r is k . This assumption o f  in te r e s t  r is k  would not in vo lve  th e o u t r i^ t  

in te r e s t  subsidy th a t would be in volved  in  loan s at l e s s  than conven­

t io n a l  r a te s  o f  in te r e s t .

I t  would appear th a t th ere i s  a grea ter  lik e lih o o d  th a t  some 

a lte r a t io n  might be made in  th e duration  o f  Bank loans than th a t any
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Interm ediate in te r e s t  ra te  loans m i^ t  be made. I f  loans o f  longer  

duration were made, i t  would h elp  meet th e p ressin g  problems o f  a 

good many co u n tr ies . I t  would extend the tim e b efore repayment began 

u n t i l  such a tim e a s , h o p efu lly , th e ir  export earnings w i l l  be a b i t  

h igher.

This b r in gs to  mind a whole h ost o f  other problems. W ill th e  

expoz% eam ih gs o f  the developing cou n tries grow s ig n if ic a n t ly  in  

th e future? IDA exp ects th a t export earnings o f  th e  underdeveloped 

cou n tr ies  w i l l  grow a t something l ik e  4 per cent a year over th e next 

deceide. This 4 per cent average growth ra te  d isg u ise s  a wide range 

in  th e in d iv id u a l c o u n tr ie s ' p rosp ects , however. Countries l ik e  Ind ia  

have experienced r e a l problems in  th e ir  export sec to r  and some exp erts  

do not p red ic t a b r igh t fu ture fo r  Indian exports. However, In d ia 's  

present export sec to r  i s  so sm all th a t i t  has l i t t l e  weight in  th e  

average growth ra te  o f  a l l  th e underdeveloped cou n tr ies .

The World Trade Conference, to  be h e ld  under United N ations 

au sp ices in  1964, i s  expected to  go in to  t h i s  whole problem o f  th e  

export earnings o f  the underdeveloped co u n tr ies--n o t ju s t  the problem  

o f  s ta b i l iz a t io n  o f  earnings—but the whole question  o f  exports o f  

primary products. As world income in c r e a se s , th ere  i s  going to  be a 

l e s s  than proportionate in crease  in  demand fo r  fo o d stu ffs . This i s  

th e problem o f  in e la s t ic  demand faced  by a g r ic u ltu r a lis t s  in  th e  

United S ta te s  fo r  th e  la s t  sev era l decades. And th e  outlook  fo r  a 

good many in d u s tr ia l raw m ater ia ls  i s  not so prom ising, e ith e r . Rubber, 

in  p a r tic u la r , i s  being threatened  by sy n th e tic s  and co tton  has i t s  

r iv a ls .  Some o f  th e schemes fo r  d ea lin g  w ith  th ese  problems have been  

d iscu ssed . Several would channel the funds c o l le c te d  th r o u ^  the
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International Development Association. However, there does not seem 

to he a very likely prospect that any such gimmicks will he worked out. 

In the end, it will he 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 he forthcoming.



CHAPTER XIII 

SUMMARY AND CONCLUSIONS 

Summary

Now I t  is  time to summarize what has been said about the 

International Development A ssociation . 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 proposal for a United Nations Econ­

omic Development Administration started members of the United Nations 

thinking about the need for another type of finance than that pro­

vided by the International Bank for Reconstruction and Development. 

The Rao idea was c r it ic iz e d  by the Bank because i t  was f e l t  that the 

Bank and the other specia lized  agencies of the United Nations could 

carry out the functions which would have been assigned to Rao's pro­

posed new agency. The Government of the United States opposed Rso's 

proposal, a lso , on much the same grounds.

The committee of experts, appointed by the Secretary General 

oj the United Nations, drew s ig n ifica n t conclusions concerning the 

ca p ita l needs of the underdeveloped countries. They concluded that 

these countries needed to increase per capita income at lea st 2 per 

cent per year and they estimated that the. rich  nations could meet the 

needs for external c a p ita l, i f  they provided as much as 1 per cent of 

gross product. The Bank argued against s e ttin g  up a new in s titu tio n

263
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to administer these funds—at lea st u n til the Bank had been given a 

chance to prove I t s e l f .

The proposal for the Special United Nations Fund for Economic 

Development (SUNFED)had an Important Impact. The outline for SUNFED 

was drawn up by a committee appointed by the Secretary General. They 

recommended that the organization depend upon voluntary contributions 

from governments. I t  was a lso  recommended that SUNFED be authorized 

to make loans of Indeterminate duration and at concessionary rates of 

In terest. Mr. Raymond Scheyven, of Belgium, was given the task of 

determining the reactions of member ogvernments to SUNFED. He pre­

pared two reports which Indicated that: the underdeveloped countries

were very en th u siastic  about estab lish in g  SUNFED, the major contribu­

tors were opposed to  estab lish in g  SUNFED u n til 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 resu lt of Scheyven's stu d ies , substan tia l . 

changes were made in the proposed outline of SUNFED.

Despite these changes, however, there continued 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 I t .  Many people objected to 

equal voting righ ts  in SUNFED--the underdeveloped countries would have 

been able to exercise majority control on the basis of each nation 

having one vote. The International Bank objected to the p o lit ic a l 

administration of SUNFED and to 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

c ia l  factor in the establishment of the International Development 

A ssociation . The threat of creating SUNFED gave the rich  nations a 

reason for wanting to estab lish  an organization which would be more 

sa tisfa cto ry  to them.

The International Development A ssociation can be traced back 

to two reports that were made at the request of the President o f the 

United S ta tes. The Gordon Gray Report outlined the need for m u lti­

la tera l adm inistration of foreign aid funds to assure the maintenance 

of high standards while overcoming the charges of im p er ia listic  med­

d ling . Gray's report a lso  presented a strong case for public funds 

for so c ia l overhead projects that were not a ttractive  to private capi­

ta l .  The International Development Advisory Board, chaired by Nelson 

R ockefeller, prepared a report on foreign economic policy which con­

tained a strong recommendation that an International Development 

Authority be estab lished . This Authority 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 p rojects. This proposal started  

in f lu e n tia l people thinking about the need for an organization lik e  the 

International Development A ssociation .

A United States c it iz e n , Mr. Stringfellow  Barr, dramatized the 

case for an International Development A ssociation . He posed the problem 

of economic development in a terse manner. On the one hand, Barr, and 

the others, wanted to se t up a large, bold , innovative agency that would 

create a sense of emergency concerning the economic development of Asia, 

A frica, and Latin America. Barr argued that i t  could be financed in the 

same emergency fashion that the in d u str ia l nations were financing th eir
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defense expenditures. Barr and those of h is  persuasion pointed to the 

enormous programs of education, tra in ing , plant construction, e tc . that 

went on during the Second World War. They argued that such crash pro­

grams could be e ffe c t iv e  in the underdeveloped countries. The West had 

the resources, the technology, the cap ita l req u ired --a ll that was lack­

ing was the w i l l .  On the other hand, the International Bank and i t s  

supporters wanted to treat economic development as a long-continuing  

process which should be carefu lly  planned, soundly financed, and com­

petently  guided. People of th is  persuasion point to the consequences 

of revolutionary economic changes in Germahy and Russia. They would 

hope that the development process in Asia, A frica, and Latin America 

could proceed along le ss  revolutionary lin e s . Can development be 

achieved without the so c ia l in ju stice  and p o l i t ic a l  cruelty that have 

been evident in the past? The Bank b elieves th at, with outside a id , 

i t  can. The debate between the proponents of these two views continues 

to th is  day. That is  e sse n tia lly  the d ifference 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 a ttitu d e  toward economic development that 

assumed importance in the debate prior to the establishement of IDA. 

Some o f f ic ia l s  of the United States Government took the position  that 

economic development should be financed by private ca p ita l. I f private 

ca p ita l was not adequate, then loans could be made by governments on 

the same terms on which the governments borrowed the money, i .  e . , the 

Export-Import Bank approach. Some o f f ic ia ls  argued that the Marshall 

Plan should have been put on a s t r ic t ly  b u sin ess-lik e  b a s is , because i t  

was not u n til a fter  the United States provided Western Europe 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 o f f ic ia l s  wanted to make i t  c lear  

that the Marshall Plan was a one-time e ffo r t  and that no more programs 

of th is  sort were in prospect. As a resu lt of some changes in personnel 

in the United States Government, th is  view was rejected and by the time 

the Honroney Resolution was presented the United States Government was 

receptive to some such proposal.

Senator A. S. Mike Monroney must be given much of the cred it for  

f in a lly  gettin g  the International Development Association accepted. He 

had wanted to contribute loca l currency holdings of the United States  

to a m u ltila tera l in stitu tio n  that would administer so ft loans to the 

underdeveloped countries. And he introduced a resolution in the United 

States Senate to  that e f fe c t . There were protracted debates on three 

aspects of the Monroney proposal.

There was a fee lin g  that so ft  loans were immoral and that so ft  

loans would d is to r t the d istr ib u tion  of ca p ita l. Some persans argued 

that hard loans were necessary because the d isc ip lin e  of the bsisnce  

of payments was e s se n tia l. On the other side of the argument, the s t a f f  

of the World Bank presented studies which tended to show that some 

underdeveloped countries' capacity, to  serv ice  conventional debt was 

already strained . These stud ies a lso  tended to  show th at, once develop­

ment gets underway, external debt mounts very rapidly. Service pay­

ments on th is  debt then became quite burdensome, because many developing 

countries had not been able to increase Export earnings s ig n if ic a n tly ,  

This le f t  these countries with bleak a ltern a tiv e s . They could continue 

to p ile  up debt on conventional terms and hope that someone would b a il
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them out; they could p ile  up debt and defau lt on i t ;  they could reduce 

their ca p ita l imports and cut back on th eir  economic development pro­

grams; or they could resort to the forced savings methods of the 

communists.

Monroney's proposal to use lo ca l currencies stirred  up more 

opposition than any other part of h is  proposal. He wanted to  find some 

way to use the surplus commodities o f the underdeveloped countries. He 

had seen some underdeveloped countries w ith excess r ice  and other such 

countries with r ice  shortages. He had seen excess petroleum, m inerals, 

and lumber in some countries while other countries were short of these 

commodities. Monroney thought that the lo ca l currencies the United 

States had acquired could be used to f a c i l i t a t e  trade between developing 

countries in these surplus commodities. The trading nations o f the 

world objected to th is  idea for fear that such three-cornered swaps 

might reduce th eir  exports. The underdeveloped countries that had 

received agricu ltu ra l surpluses were relu ctant to see their lo ca l cur­

rencies used to finance unrequited exports. The United States Govern­

ment argued that the developing countries needed s t e e l ,  machine to o ls ,  

e tc . which were not availab le in other developing countries. Monroney 

got l i t t l e  support for h is loca l currency proposal. IDA is  authorized 

to accept lo ca l currencies from other governments, but only i f  IDA 

agrees to the terms. The United States Government had not transferred  

any lo ca l currencies to IDA through September 30, 1962. The debate on 

loca l currencies has, however, continued.

Monroney's third objective was to  put foreign aid on a m u lti­

la tera l b a s is . He had seen the reluctance of many developing countries 

to get involved in the Cold War. They did not lik e  to accept b ila te r a l
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aid from either the United States or the Soviet Union. And y e t, they

needed cap ita l so desperately that they were taking assistan ce from

both s id e s—with a l l  the str in gs that were attached to such assistan ce .

Monroney thought b ila te r a l aid was in e f f ic ie n t  because i t  was based

on p o li t ic a l  rather than economic considerations. He was impressed

with the e ffec tiv en ess  of the World Bank, however. I t  seemed only

lo g ic a l, to him, to transfer some United States aid money to the Bank.

Thé "m ultilateral aid" aspect of Monroney's proposal brought forth

surprisingly l i t t l e  opposition.

: Through an extensive p u b lic ity  campaign, the adriot re-w riting

of h is or ig in al reso lu tio n , and the personal influence of Eugene Black—

Monroney was able to get the Eisenhower Administration to support the 
%

establishment of the International Development A ssociation . On July 23, 

1958, with b ipartisan  support, the United States Senate passed the 

Monroney Resolution.

The United States Government took the lead in  estab lish in g  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 so ft loan idea. The Netherlands and Belgium objected to 

application of the Bank's quota arrangements to IDA. Some underdeveloped 

countries, who had their  loca l currencies in the hands of foreign  

governments, and the trading nations opposed the lo ca l currency aspects 

of IDA. There was negotiation  on a l l  these points and the Board of 

Governors came to unanimous agreement that the Executive Directors of 

the Bank should draw up A rtic les of Agreement for IDA.

The drafting of the A rtic les  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 D irectors. 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 f in a lly  adopted. There was a lso  a prob­

lem over the type of currency that would be subscribed. I t was f in a lly  

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 th eir own currency.

There was l i t t l e  opposition to United States membership in IDA. 

Some members of Congress suggested that membership in IDA would make the 

balance of payments problem more d if f ic u l t .  Some Congressmen resented 

World Bank adm inistration of IDA because of pique over a Bank loan to 

Egypt for the Suez Canal project. There was an intim ation that IDA , 

had been made necessary by the excessively  high in terest rates p reva il­

ing in the United S ta tes. There was a surprising degree of support 

for IDA among the business, farm, and labor groups in the United S tates.

The International Development A ssociation has been stamped with 

the basic philosophy of development held by Eugene Black. He argued 

that economic assistan ce should be used to illum inate the p o s s ib il it ie s  

for change in the underdeveloped countries. He in s is ted  that quality  

was more important than quantity in economic a ssistan ce .

I t was decided that IDA would extend development cred its (the 

A rtic les sp e c if ic a lly  excluded grants) for 50 years, with a 10 year 

grace period, at no in te r e s t—but with a 3/4 of 1 per cent service  

charge to cover adm inistrative expenses. Credits are repayable in
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foreign exchange. I t  was a lso  decided that much of IDA's money would 

go into projects lik e those financed by the Bank--transportation, i r r i ­

gation, and power. In addition to these p rojects, IDA has financed 

projects in the f ie ld  of education.

I t  was decided that IDA would apply the same standards to 

projects as are applied by the Bank. In an attempt to overcome d i f f i ­

cu ltie s  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 sp e c if ic  projects with an emphasis on the country's 

balance of payments p o sitio n . The country that receives IDA cred its  

for revenue-producing projects "on-lends" the funds for the projects  

at the prevailing rate of in ter e st , w ithin the country, and is  repaid 

in i t s  own currency.

In order to e sta b lish  countries' e l ig ib i l i t y  for IDA cred its , 

three c r iter ia  were estab lish ed . F ir s t , a country must be at the end 

or approaching the end of i t s  international creditw orthiness. Secondly, 

th is lack of creditworthiness must not be due to poor performance or 

mismanagement of the economy in the past. This second cr iter io n  was 

believed necessary, because without i t  the underdeveloped countries 

might have been encouraged to exhaust their creditworthiness in order

to qualify for IDA's n o -in terest loans. It is  reasonable to expect 

the underdeveloped countries to manage their economies as w isely  as 

p ossib le , i f  they expect to qualify for so ft  loans made availab le by 

the richer members of IDA. Third, the recip ien t countries must be very 

poor. There has been considerable cr itic ism  of these c r ite r ia . Some 

people wonder i f  they were established with India In mind. I t  is  argued 

that the performance crierion  is  too ambiguous. Exception has been 

taken to some cred its IDA has extended because i t  was f e l t  that the
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rec ip ien t countries' per capita income was too high or that they were 

not approaching the end of th eir  in ternational creditw orthiness.

IDA has taken a dim view of loans to state-owned Industria l 

en terp rises. This position  has been defended on two grounds. I t  i s  

argued th at, generally , state-owned enterprises are le ss  e f f ic ie n t  

than those that are p rivately  owned. Secondly, i t  is  argued that 

loans to state-owned enterprises subsidize such enterprises v is -à -v is  

th eir  privately-owned domestic competitors and v is -a -v is  th eir  in te r ­

national com petition. Some persons have taken exception to  IDA's argu­

ments on th is  poin t, but the policy  stands.

IDA has made cred its availab le for sp e c if ic  p ro jects. This 

was done in order to exert pressure on countries to spend foreign cred it 

for economically ju s t if ia b le  a c t iv i t i e s .  There has been increasing  

cr it ic ism  of the project approach, however, because loans for s p e c if ic  

projects do not help countries in meeting service payments on past 

debt. A lso, project loans often lead to increased demand for imports 

of consumer goods and raw m aterials--which puts added stra in  on the 

balance of payments. The 10 year grace period is  an attempt to over­

come th is  la s t  problem.

There have been cr itic ism s of IDA's techniques of project 

appraisal. I t  has been charged that IDA requires data that are not 

availab le in the underdeveloped countries. Some governments fe e l  that 

typ ica l IDA projects are too large to meet their needs. Quite strong  

cr it ic ism  has been made of the time consumed in appraising p ro jects.

"Rie International Bank prides i t s e l f  on never having had a defau lt on 

a loan. Some c r it ic s  would urge the Bank and IDA to take a few more 

risk s and get more projects going.
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The basic problem of the A ssociation has been the meagerness of 

i t s  resources. This has meant that sub-optimum solu tion s 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 lim ited.

The Bank had been able to get a l l  the funds that could prudently be

used from the fin an cia l markets. Thus, IDA has been confronted with 

an a lloca tion  problem that the Bank had never faced. There is  not 

enough so lid  knowledge of how best to achieve economic development and 

there is  not enough a b il ity  to predict the outcome of various p o lic ie s .  

The performance cr iter io n  has been designed to help overcome these d i f f i ­

c u lt ie s .  I f  a country performed w ell in the past, th is  augurs w ell for 

the future. And i f  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 cr iter io n  to show the rich nations 

that IDA is  adm inistering their foreign aid funds w e ll. Just what goals 

should be established for the performance criterion? Some persons would 

advocate channeling IDA funds into those places where the most economic 

development would r e su lt . Others argue that in s t itu t io n a l and environ­

mental factors must be considered--that i s ,  that IDA funds should go to 

those countries which are trying rea lly  hard. In p ractice , th is  debate 

seems to have been resolved in favor of providing IDA funds for those 

countries that have tried  rea lly  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 s ta f f  of the International Bank are 

the Executive Directors and s ta f f  of IDA. However, there has been a 

d ifferen t in terest in IDA proceedings than in Bank business. I t  was



274

common knowledge that Eugene Black and h is  s ta f f  ran the Bank. The 

Executive D irectors took a perfunctory In terest In the loans the Bank 

made. This has changed with IDA. The Executive Directors are much 

more Interested In the a lloca tion  of IDA's r e la t iv e ly  scarce funds.

The developed countries want to make sure that their foreign aid Is 

being used w ise ly . The underdeveloped countries want to make sure 

that they get th eir share.

IDA's s ta f f  I s , perhaps, I ts  main a sse t. The s ta f f  has won 

the respect of both the developed and the underdeveloped countries, 

which Is no minor accomplishment. The author has the Impression that 

the s ta f f  Is remarkably competent and unusually op tim istic  about the 

future o f the underdeveloped countries.

IDA has made an Important contribution to the techniques of 

development lending. IDA has enabled the s ta f f  of the Bank to make 

technical a ssistan ce  availab le to  a number of developing countries.

IDA has e f fe c t iv e ly  highlighted the need for a greater so ft credit 

component In development financing. IDA has entered a f ie ld  of 

Investment, education, which could have enormous consequences.

IDA has n ot, however, pleased everyone. There are a number of 

r e la t iv e ly  high per capita Income countries that resent the fact that 

IDA Is not making funds availab le to them. There are some poor nations 

that have not received IDA cred its and fe e l  that IDA Is administered 

with p o l i t ic a l  considerations In mind or with favoritism  based on the 

composition of the s ta f f .  One economist has expressed fears that IDA 

w ill  become a "wastebasket" for projects that the Bank could have 

financed--a c lear waste of so ft loan money. One economist has argued 

that IDA has not represented an Increase In so ft loan money, and Is
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only substitu ting  m u ltila tera l for b ila te r a l adm inistration of funds. 

Some economists would have preferred SUNFED to IDA. Others would have 

preferred that IDA make loans repayable in loca l currency. Some coun­

tr ie s  are c r it ic a l  of the quotas that have been assigned in IDA. There 

have a lso  been complaints ahout 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 President o f the United States has spoken of 

IDA with approval. I t remains to be seen whether the Congress shares 

the President's enthusiasm, but i t  must be remembered that i t  was a 

member of the United States Congress who got IDA underway. The 

Governments of West Germany and the United Kingdom have been no more 

en th usiastic  about IDA's replenishment than they were over the estab­

lishment of IDA in the f ir s t  p lace. 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 so ft loans. The other 

developed nations are reluctant to provide so ft loan funds and thereby 

forego a claim on the underdeveloped countries' resources so long as 

West Germany and the United Kingdom s tic k  to their hard loan p o lic ie s .

The s ta f f  of IDA has presented evidence that the external public 

debt for 32 underdeveloped countries more than doubled between the end 

of 1955 and the end of 1961. The service on th is  debt increased by a 

factor of 2 .5  from 1956 to 1962; as a percentage of export earnings, 

the service on th is debt rose from 3 per cent to 7 per cent over th is  

same period. The to ta l external public debt of the underdeveloped
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countries was estimated at $20 b i l l io n  at the end of 1961 and the to ta l

debt serv ice  was $2.25 b il l io n  in that year. W ill external public debt

double again in the next fiv e  years? IDA is  convinced th at, whatever 

happens in the next five  years, there is  c lea r ly  a demonstrable need 

for more funds on a so ft loan b a s is . The United States Government has 

agreed with IDA's analysis and is  trying to get the other Industrial 

nations to increase their so ft loans.

Eugene Black proposed-that th is  increased so ft  loan component 

in foreign aid be channeled through the International Development Asso­

c ia tio n . Speaking at the 1962 meeting of the Board of Governors, Black

indicated that the funds o r ig in a lly  entrusted to IDA would be committed

by mid-1963. Based on f is c a l  year 1963, Black estimated IDA's minimum 

needs at $500 m illion  a year and suggested that IDA be replenished on 

that b asis 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 d e fin ite  commitments. The quota problem and the 

loca l currency problem have both been in terjected  into the rep len ish ­

ment d iscu ssion s.
.

In addition to Black's proposal, there have been several other 

suggestions made for IDA's future. There have been proposals that the 

r e la t iv e  s iz e s  of IDA and the Bank be reversed. There have been sug­

gestions that closer t ie s  with the United Nations should be estab lish ed . 

Some persons have suggested that IDA be give the reserve funds of the 

Bank. I t has been proposed that IDA serve as a guarantee fund for Bank 

loans, and that the developed nations provide the d ifference in in terest  

between the Bank's in terest 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 loans--between Bank loans and IDA 

c red its . Several persons have suggested various s ta b iliza t io n  and 

equalization  schemes for world commodity prices--which would channel 

the funds through IDA. The author concluded that i t  was not lik e ly
;

that such gimmicks would be implemented and that i t  was to the 

developed-nations that IDA would have to look for funds.

It w i l l  be very In terestin g  to see the resu lts  of the replen­

ishment d iscu ssion s. Enough has been made public already, however, to 

indicate that the International Development Association is  going to  

continue. Enough has been learned of the operations of the A ssociation  

that i t  can a lso  be said that IDA w il l  continue to promote economic 

development by financing sound p ro jects, in very poor countries, in 

countries that are a lso  near the end of their rope so far as obtaining  

outside assistan ce  i s  concerned, and yet in countries that hold out 

promise for future economic advance.

Conclusions

What lig h t does the experience of the International Develop­

ment A ssociation shed on the hypothesis that universally applicable  

c r ite r ia  can be developed for evaluating development projects?

Certainly i t  has been demonstrated that the A ssociation, employing 

techniques devised by the Bank, does have a se t of general c r ite r ia  

for evaluating projects. I t  was seen that the Association has general 

standards for evaluating the d irect return on revenue-producing pro­

je c ts . There are some techniques for measuring return on such projects 

as schools. The A ssociation has some guidelines for evaluating ind irect 

returns from pro jects, a lso . The A ssociation has standards for judging
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the management of public u t ility - ty p e  operations and for measuring the 

e ffic ie n c y  of state-owned in d u str ia l enterprises.

There are, however, enormous problems in evaluating p rojects. 

Many problems stem from a lack of basic data in the underdeveloped 

countries. IDA has developed certain  techniques for overcoming these 

problems. However, the fact that the author did not have access to 

sp e c if ic  project appraisals—to study the reasons given for se lec tin g  

one project over‘another or for rejectin g  some projects a ltogeth er--  

makes any d e fin ite  conclusion d if f ic u l t .  I f the data had been a v a il­

ab le , i t  might have been possib le to e sta b lish  the author's hypothesis. 

Therefore, we must conclude that the hypothesis was not proven con­

c lu s iv e ly  and that we must wait for more d e fin ite  proof u n til such 

time as additional data are made ava ilab le .

What of the second hypothesis? Have the f ir s t  two-years 

operations indicated that IDA is  a s ig n ifica n t new approach to foreign  

aid? Throughout th is study, c r ite r ia  for evaluating IDA have been 

developed. I t has been seen that IDA's funds amount to something like  

5 per cent of to ta l foreign assistan ce  going to the underdeveloped 

countries. I f  IDA is  replenished on the scale outlined by Eugene 

Black i t  w i l l  have $500 m illion  per year. If to ta l foreign aid and 

so ft  loans continue to increase as they have in the past, IDA w il l  

have something lik e 5 per cent of to ta l foreign assistance and some­

thing le ss  than 25 per cent of a l l  so ft  loans. Could IDA be considered 

s ig n if ic a n t , then, on th is  basis? Perhaps, but there is  certa in ly  no 

prima fa c ie  case for such a conclusion. There has been a question  

raised as to whether even these lim ited funds represeftt any rea l in ­

crease in foreign aid . Have b ila te r a l so ft loan programs been reduced
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by the amount of IDA's resources? I t is  d if f ic u lt  to answer th is  

question but, i t  is  the author's impression that so ft  loans on a 

b ila te r a l basis have not been reduced as a resu lt of the e sta b lish ­

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 le ss  developed countries (outside the Soviet b lo c ). 

Fourteen of these countries had received IDA cred its by September 30,

1962. The population of these recip ient countries to ta lled  some 

620 m illion  o r . c lose to h a lf the population of the non-Soviet bloc 

underdeveloped countries. So, IDA has touched the l iv e s - -a lb e it  

somewhat in d ir ec tly --o f h a lf the people liv in g  on the fringe of modern 

l i f e .

IDA has been able to influence the d irection  of some cap ita l 

going to the developing nations so that, at le a s t , there has been a. 

marginal influence on the d irection  that economic development is  taking, 

The countries that have received IDA cred its have had to provide local 

funds for part of the projects' to ta l co st, so IDA's influence has been 

larger than the mere s ize  of cred its would in d icate . And IDA has set 

the pattern on terms that has been adopted by the United States Agency 

for International Development and the Inter-American Development Bank's 

Social Project Trust Fund. Some countries have been helped that would 

not have q u alified  for Bank loans and thus the Bank's s ta f f  has been 

able to exert some influence on these countries and lend some technical 

assistance that would not otherwise have been p o ssib le . IDA has e f ­

fe c tiv e ly  highlighted the need for an increased so ft  cred it component 

in development aid . Continuing pressure has been placed on the
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developed countries to recognize th is  need and to do something about 

i t .  IDA has a lso  pressured the underdeveloped countries to use the 

so ft  loans they have received w ise ly . One would not think of the 

International Development A ssociation as a revolutionary in s t itu t io n .

Yet i t  is  trying to promote a revolution in the underdeveloped w orld-- 

in the way they look on public adm inistration, tax c o lle c t io n , highway 

construction , education--in the en tire  approach to economic development.

Before th is  study was undertaken the author had been exposed 

to a su b stan tia l amount of cr itic ism  of IDA. Some persons had questioned 

the a b il ity  of a bank to administer funds not intended to earn in ter e st . 

The author had a lso  heard some persons express the opinion that IDA was 

completely controlled by the United States Government. On the basis  

. of the findings presented in th is  study, i t  appears that the s ta f f  

has acquitted i t s e l f  of the charge of "thinking too much lik e  bankers" 

and certa in ly  the s ta f f  tr ie s  very hard to function free of outside 

influence.

The conclusions reached as to IDA's sign ifican ce would, to 

some exten t, depend on what was expected of the International Develop­

ment A ssociation . I f  bold and glamorous innovations were expected--

we would be disappointed. I f ,  however, we view economic aid as a long-
' ,

continuing e ffo r t to see that the hungry are fed, the naked clothed, and 

the homeless sheltered--then IDA was an imaginative step in  th is  d irec ­

tion . This la tter  view of the role of economic aid is  one the author 

shares. I t  would, thus, seem that the second hypothesis has been 

proved. The International Development Association has been a s ig n i f i ­

cant new approach in th is  long-continuing e ffo r t .
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