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12/10/68 

ear Chuck, 

I have read with great interest the article which you plan to submit 

FOREIGN AFFAIRS. Needless to say I am pleased by the very friendly attitude 

shown towards the World Bank. 
~ ,f, 

A I believe that if the various bilateral donors were to make it possible 

which the total bilater :i: s mue ::ta:rger-tlran La t al nmJ:tiJ:a beJ?&L 

tically. For myself 

term are served by trying to have any aid based on 

very careful 

~ere is always the danger that political motives will tend to weaken the 
v - ~ ..,k 

policy necess:;y~or more successful 
4 

development, particularly since often such changes are rather painful to make 

and to maintain~ ~ the extent that, as suggested on page 15, program aid 
~ 
~ conditioned on World Bank lending recommendation~ ~is danger could, 

however, be l argely overcome, as indeed is the case in many of our present 

consultative and consortia groupso 

I know that there has been much Congressional and public criticism of 

various project lending by u.s. AID. My impression is that a better job has 

been done than the AID people are given credit. However, in any case, program 

lending also tends to give rise to criticism. For me, the lesson to be drawn 

is that the utmost care has to be exercised in the administration of all forms 

of development financing -- that in principle project and program lending are 
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equally appropriate instruments of development finance. Of decisive 

importance is how the aid is administered and that any variation relates 

to the extent to which the ' aid given is able to insist on good economic 

development by the . recipient countries and the effective application of 

the aid fundso Program lending will, of course, not avoid criticism by 

itself unless it is well administered. Indeed, it is probably safe to 

say that the standards of administration of aid funds must be extraordinarily 

high since it represents the transfer of resources on less than commercial 

terms and is thereby bound to come under close public scrutiny. 

In view of the above I think it might be advisable to look again at some 

of the paragraphs setting forth the benefits of program loans to ensure that 

they do not promise too much. For example, page 14, para 5, dealing with 

generation local counterpart funds -- in practice it may often be found that 

the ability of the borrower to generate funds independently through new money 

creation may greatly weaken the leverage effects which might atherwise be 

ex~ectedo 

Antther example would be the second ~aragr~ph on page 18 -- it may be 

hhat program lending could also sp 

pressure to exhaust aid fundso 

from hasty judgments made under 

The only other point I wuuld like to make is on page 20, the first 

complete paragraph dealing with the Bank's conservative approach to 

development finance. I believe here that it is important to distinguish at 

this point between the Bank which must conduct its affairs in such a way as 

to maintain ease of access to capital markets in the major countries and the 

activities of the IDA. However, I am sure that this is not a difference in 

concept but merely one of words. The Bank kaxxxx~ is already contributing 

about one-half of our net income to IDA and it is conceivable that it might 

do more in the fuuure without weakening its financial structure. 
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DRAFT: 12/l0/68 

Dear Chuck, 

I hav re d with great inter st the rtiol which you pl to ubmit 

to FOREION AFFAIRS. Ne dlese to sq I pl ed by the very friendly tti tude 

shown to · r6. the World Bani • 

I believe that if the various bilateral donors w r to m it pos ible 

for the World Bank Group to finance an exten d volume o projects that good 

projects would be ~ ilab and that the problem ot evaluation, a well 

financing, could b uoce stully cop d vi th. 

I can ppreciate that a.n..v transition from the pres nt p ttern of aid in 

which the total bilateral at:~siste.nce is much lar er than total ultil tera.l 

assistance may have to be gradu 1 ana ap roached pra e. tic lly. For my elf 

I can ee why any country would want to have a. forei "n aJd program as one of 

its instruments of foreign policy, howev r, I do believe th t the best long 

term for i olicy objeeti v s ar ~rv _d by trying to have any aid b s d on 

very careful ane.ly is designed to a.c ieve the moat effective use of such aid. 

Ther is alway th. danger th t political motiv s will tend to veaken the 

i tanc on change in nation 1 economic policy n c ary tor mor successful 

develop nt, particularly sino often such chan s are r ther painful to mak 

and to inta.in , ~o the extent that, s suggest. d on pag 15 , progr aid 

b conditioned on World Barut l nding r comm ndations. This danger could , 

how ver .• be 1 rg ly overcome, as ind ed is the ease in many of our present 

consultative and con orti groups. 

I know that th re b be n uch Con r ssional and public criticism of 

various project lending by u.s. AID. ,~ impr ssion 1 that better job has 

been don than the AID p ·. ople "e given eredi t. Howev r , in any o e , program 

lending also t nds to give ris to criticism. For m 1 the l sson to b dravn 

is that th utmost care h s to b xerc s d in the admini tration or all :orms 

of d v lop nt fin cing -- that in principle project and program lending are 
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equally appropriate instr ents ot d v lop nt finance. Ot deeisive 

l.mporte.nce is hov the aid ia administered and that any va.ri tion relates 

to the ext nt to vhich the aid given is able to insist on good oonomic 

deve1or n nt ~Y the reci pient c-ountries and t he eff ective application of 

the aid funds . Program lending will, or course, not avoid criticism by 

itself unless i ·~ 1 well administered. Indeed, it is probably saf to 

s ay that t he standards o r a.C.NiniQtre..tion of a id. funds lllust be extraordinarily 

high cinee it represents the transfer or resources on less than commercial 

terms e.nd is ther.eby 'bound t o coMe unclc:r close public scrutiny. 

In view of t he abo11e I t hink i t might b e a.dvisa.ble to look again at some 

of t he paragraph~ eet tiLt.; fort h the tencfi ts cf pr ograLl loans to ensure that 

they do not pro i t oo mueh. For CAample, page 14, para. 5, dealing vi th 

generation local counterpart funds -- in pract ic it mny often b found that 

the abi lity of the borrower to g nerat~ funds independebtly through new money 

cres.t:!.on may greatly weakG.n the lev r ~e e-Pfects v.ni'ch might athervise be 

e~ected. 

Ancther example would be th~ second para~ph on page 18 -- it may be 

hhat progrwm lending co~ld als o sp from hasty judgment made under 

pressure to exhaust aid tunds. 

The only other point I would like to make is on page 20 , the first 

oomplet paragraph dealing l ti t h the Bank's conservative appro ch to 

develop nt finance. I b lieve here that it is important to d1 tinguish at 

this point betv en the Bank which must conduct its affairs in such a va,r as 

to ma.intain e,ase of access to capital markets in th major ·countries and the 

a.etivities ot tbe IDA. However, I nure that this is not a. ditterente in 

concept but merely one of words. The Bank ~ is already contributing 

about one-halt of our net ineo e to IDA and it 1 conceivable that it might 

do more in the tuilure without lreakening its tinaneial structure. 
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ILLINOIS 

December 4, 1968 

WASHINGTON, D.C. 

Honorable Robert S . McNamara 
World Bank 
1818 H Street NoW. 
Washington, DoC . 

Dear Bob : 

Enclosed is a draft I have done for an article on 
the U. So foreign aid program, which I plan to submit 
shortly to Foreign Affairs . Your own candid opinion 
of my central idea -vmuld be much appreciated . I 
also would welcome your corrrrnent or correction on any 
specific points made in the article . 

All best wishes and 

Warm;?~' 

Charles H. Percy/sbf 
United States Senator 

- A. ...,, 'I :: Rr: I 
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A NEW ROLE FOR THE WORLD BANK 
IN U.S. FOREIGN AID STRATEGY 

Congress recently has made the deepest cuts in U.S. 

foreign aid levels in the history of the program. These 

cuts are symptomatic of the general dissatisfaction with the 

aid program and its indifferent results as well as an attempt 

to re-evaluate our priorities in light of pressing domestic 

needs. However, even the drastic reductions in the aid pro-

gram have done little to alter the program's basic character. 

We are simply doing less of the same. If our aid program is 

to reflect a new vision of America's role, it must be different 

not so much in size but in character from its predecessors. 

In my opinion, if U.S. foreign aid is to play a construe-

tive international role that is acceptable both to the American 

taxpayer and to the developing nations of the world, the 

United States must begin to place greater reliance in the 

multilateral assistance agencies and particularly the World 

Bank. 

One of the central arguments for multilateral aid rests 

in the nonpolitical nature of international institutions. 
~ 

The record has clearly shown that bilateral aid programs, how-

ever efficiently managed, are vulnerable to political pressure 

-- or the equally damaging suspicion of political pressure. 
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Many thoughtful Americans have argued that what is 

needed to escape the political liabilities of bilateral aid 

is a shift to multilateral aid vested in an international 

agency such as the World Bank. The point is made that an 

international agency can insist on the application of objective 

economic criteria in the disbursement of loans and, equally 

important, enter into an institutional relationship with the 

recipient of the aid. Clearly, over the years, the World Bank, 

as the prime example of the multilateral approach to economic 

aid, has built an enviable reputation for professional 

competence and dedication to development which removes from 

its recommendations the stigma of nationalist self-interest 

which "inescapably" surrounds bilateral aid. 

Because the less developed countries are represented both 

~ on the staff and [at least nominallYl in the management, it pro­

vides a far more acceptable framework within which to carry out 

development. 1 Economic medicine which may be politically 

fatal to a recipient government if taken under the pressure 

~ 1 Escott Reid, looking ahead to the mid-seventies, predicts 
that the Bank president will be a non-American and that 
his immediate advisors would include among others an 
Indian or a Pakistani, a French-speaking African and a 
Latin American. The Future of the World Bank, (Washington, 
D.C.: International Bank for Reconstruction and Develop­
ment, 1965), p. 58. 
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from the U.S. , may be palatable when it comes from the Bank. 

Furthermore, since the Bank is a permanent institution, long 
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range aid planning is possible, being subject neither to 

political starts and stops, nor overzealous Congressional 

oversight, nor fiscal year-end pressures for overhasty loan- . 

making. Thus, to the extent that the U.S. desires economic 

development in the "third world" as a primary national 

objective, there is a good case for channeling aid through 

that agency which has the best chance of making aid most 

effective toward that end. This general line of thinking is 

the most compelling argument for providing aid through the 

World Bank. 

There is, however, an equally compelling counter argu-

ment resting on the premise that economic development is 

only one goal of a bilateral development program -- and 

perhaps not even the most important. Professor Morgenthau 

has put this case succinctly, concluding that: 

3 

"As military policy is too important a matter to 
be left ultimately to the generals, so is foreign 
aid too important a matter to be left in the end 
to the economists. The expertise of the economist 
must analyze certain facts, determine certain 
means, and perform certain functions of manipulation 
of foreign aid. Yet the formulation and overall 
execution of foreign aid policy is a political 
function. It is the province of the political expert.3 

Hans Morgenthau, "A Political Theory of Foreign Aid", The 
American Political Science Review, Vol. LVI, No. 2 (1962), 
p. 309. 
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In examining the merits of the several approaches, it is 

useful to discuss project and so-called program lending 

separately, tarting with project lending. Project lending 

is that variety of economic aid where the funds are lent 

for a specific "project" such as a dam or a steel mill. 

Program lending, on the other hand, usually takes the form of 

commodity assistance often granted for non-economic goals. 

Project Lending 

Most observers, including probably Professor Morgenthau, 

would agree that the World Bank's projects have been well 

designed, well monitored and economically successful. Not 

all would agree, however, that such an outcome demonstrates 

the preferability of multilateral project aid. Nonetheless, 

even granting the foreign policy goals Professor Morgenthau 

has in mind, a strong case can be made that bilateral project 

lending is a clumsy and often counterproductive means of 

pursuing such goals. 

Let us consider the case of a proposed project in 

country X. The political leadership there badly wants the 

project. However, let us assume that informally they have 

approached the World Bank; that the Bank had declined to 

finance the project, basing such a refusal on sound economic 

arguments. (Unless such informal soundings are favorable, 
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there probably will not be a formal request to the Bank.) 

Let us assume that the U.S. has certain foreign policy goals 

in country X which it seeks to advance through the instru­

mentality of foreign aid. The country, having been turned down 

by the Bank, applies to AID for project financing. After 

consultations with the Ambassador, AID agrees to look into 

the feasibility of the project. Ideally, the project is found 

to be reasonably sound, even if below Bank standards. Implicit 

or explicit political understandings are reached, the 

project is built, it works out reasonably well, the economy 

is benefited and all are satisfied. Fortunately there are 

numerous AID projects of this nature. 

At least equally likely, however, is something like the 

following: The feasibility study suggests that the project 

has only a marginal chance of being successful. Because the 

U.S. is trying to achieve a political end with the project and 

has already shown a "forthcoming" attitude by doing a feasi­

bility study, AID is already a little bit pregnant, to use the 

words of one AID official. Hence, unless the study demon-

~ strated that the project was hopelessly ill-advised, pressures 

to do the project mount. While it may be stalled a bit by a 

few more feasibility dies, in the end agreement is usually 

reached. This process either has 
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taken several years and the delays and bickering may have 

cost much of the political gain expected or, alternatively, 

if sufficient political urgency surrounded moving the 

project, it is apt to lack the strict conditions which may 

be necessary to its economic success. 

But let us assume that the project agreement is finally 

signed, ground broken and the project is started. The aid is 

now in the pipeline. Instead of holding a stronger hand, 

the U.S. has now lost much of its political leverage. Of 

course, it is always possible to terminate a project in process, 

but history does not furnish many such examples. The project 

now represents the opposite of what has come to be known as 

aid "on a short leash" and the U.S. is now to a considerable 

extent the recipient's hostage. Once started, if construction is 

stopped, what was to be a monument to American good will stands 

as a reminder that America is not to be trusted. There is also 

the possibility that the Russians will come riding over the hill 

in the nick of time, rescue the project and become the hero of 

the story. Something like this happened with the Aswan dam and 
~ 

the Bokaro steel mill, although in neither case had construction 

actually been started. 

But let us assume that none of these strains occurred and 

the project is completed. Because it was marginal to start with 
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and feasibility studies seem .to err on the side of optimism, 

the project may turn out to be a white elephant. If so, it 

scarcely reflects great credit on the U.S. and indeed may 

carry some negative political benefits if it is a sufficiently 

conspicuous failure. However, the U.S. now has its prestige 

on the line to make the project work. The project may or may 

not be salvageable. If it is, , fine; if not, much of the 

political value of doing the project in the first place is 

dissipated. 

Is the country better or worse off for having gotten the 

marginal project built? If the original cost to the country 

was not high, nor the continuing cost of maintaining the pro-

.Ject excessive, the country may indeed be better off. However, 

many projects have a high local currency cost, both original 

and continuing. Particularly since the U.S. has tried to cut 

down drastically on local cost financing, it is likely that 

marginal projects cause ~ome degre~ of:Jmisallocation of local 

resources. 

There is, however, another side to the story, one which 

may be considered a variation of Professor Hirschman's 
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formulation of the hiding hand3 (although in the present context, 

the difficulties may have been minimized for political con-

venience rather than being truly hidden from all). There ar~, 

no doubt, in many projects which AID, often a lender of last 

resort, has undertaken which the Bank would have turned down, 

but which have later become successful projects by virtue of 

the vested interests created in their successful implementation. 

Thus, marginal projects which can be made successful -- . given 

enough effort -- have been made so, to the net gain of the 

recipient and the U.S. Others, however, have proved to be 

chronic losers and the country is the poorer for having them. 

To bring some of the above discussion to a less abstract level, 

there follow a few examples of the several categories of 

projects touched on above. 

Happily there are many examples of goooAgency for International 

Development projects, the tubewells for irrigation projectfin 

3 Albert 0. Hirschman, Development Projects Observed, (Wash­
ington, D.C.: The Brookings Institution, 1967), pp. 9-34. 
Professor Hirschman's thesis is that if all the difficulties 
which would plague a project were foreseen, it probably 
would not be undertaken, but once the project is started, 
the commitment to its success stimulates solutions to the 
problems encountered. 



-8a-

Pakistan coming to mind as among the best. Under this program, 

which began in 1958, water has been provided for an area of 

over two and a half million acres. If the Bank had adequate , 

funding and could offer favorable terms to these sorts of 

projects, presumably such 
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~ sound projects could find additional financing. The cost to 

the U.S. would then be the loss of its direct identification 

with these good projects and the opportunity for political 

dialogue which their development involved. However, this cost 

must be weighed against the gains of non-involvement in poor 

projects. 

Analytically more interesting than the obviously good 

projects are the marginal projects, a good example of such a 

project being the Eregli steel mill in Turkey. The Turks badly 

wanted a new mill and the U.S. acceded to her NATO ally's 

wishes on condition that the plant be in the private sector. 

The economics of the project were based upon some heroically 

optimistic forecasts. While from an engineering standpoint 

the mill is superb, so far it has not been a profitable opera-

tion. Finding local currency to keep it operating has taxed 

both Turkish and AID ingenuity. In trying to breathe life into 

this project AID has just completed a loan for an expansion 

which it hopes will finally put the project on a money-making 

basis. If Eregli ever does become profitable, it will have 

been rescued by a version of the hiding hand. Another instance 

of the hiding hand making a success out of apparent failure is 

an AID loan for a brickyard in an African country which pro-

duced bricks just as planned only to find that there was no 
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market for them. To create such a market, there has been 

talk of an AID-financed housing project to use the bricks 

produced by the yard. 

Other projects have not been so simple to salvage, however. 

The U.S. has made loan after loan in Afghanistan's Helmand 

Valley attempting to make good on its investment with yet no 

end in sight. The U.S. probably would have pulled out of the 

Valley project and its effort to develop water resources and 

to improve economic planning long ago except that its prestige 

is now so much at stake in its heavy identification with the 

Valley that it continues the effort to make the investment a 

success. Unfortunately, as the hiding hand attempts to work 

its salvation, it usually draws heavily on local as well as 

foreign resources. Nonetheless, the marginal projects which 

ultimately are made to work are probably net gains to the 

country. 

The marginal projects which never really work out, 

however, have a heavy cost in misallocation of scarce 

resources; sometines in political terms as well. Both Eregli 

~ and the Helmand Valley have become hostages which the U.S. is 

still valiantly trying to rescue. Such projects have the 

added drawback of furnishing obvious scapegoats for Congressional 
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AID foes. Not only do the funds go down the rat hole, but to 

make matters worse, a rat appears and stares at Congressional 

visitors. 

Program Lending 

In many important respects, project lending differs 

significantly from program lending (a more general form of 

commodity assistance under which the recipient may import a 

wide variety of necessary commodities). For example, when 

the U.S. uses leverage with program aid to bring about such 

internal economic changes,it is impossible to avoid charges of 

intervention. Project aid, on the other hand, is usually 

tightly focused on a specific project thereby avoiding the 

possibility of interference with the overall economy. For 

this reason, it has often been found advantageous in using 

such leverage to point to World Bank recommendations as the 

conditions to be satisfied for release of the aid. 

However, with political as well as economic ends to pursue, 

the U.S. must often relent on economic conditions. Thus, 

bilateral program aid may not be as effective in bringing 

about economic reform as World Bank aid, since the Bank can 

exert all its leverage on economic policy. Thus, many would 
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argue that were the Bank a program loan monopolist, it could 

extract stiffer conditions favorable to economic growth. Such 

an outcome nevertheless would be in the U.S. interest only when 
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the principal U.S. goal in a given country is the maximum 

possible economic growth. Indeed, in countries where such 

economic development is the primary goal, there is a strong 

case for such a turnover of program and project lending to 

the World Bank. Something approaching such a turnover in its 

effects are the Indian and Pakistani Consortia, but since 

economic growth is seldom the sole goal of U.S. policy, there 

are few cases where such a complete turnover to the Bank is 

desirable. As long as the U.S. retains its bilateral program 

lending, however, it does appear entirely feasible and in the 

U.S. interest to transfer its project loan funds to the World 

Bank. In instances where the U.S. is pursuing non-economic 

goals 1
, program aid is a far more effective instrument, moreover, 

one with less adverse side effe~ts, than is project lending. 

This is so for a number of reasons. 

1. Lack of foreign exchange is becoming an increasingly 

critical bottl~neck in the growth process, yet generalized 

commodity financing is relatively scarce, hence in high demand. 

On the other hand, because of the popularity of project- loans 

with other donors and with development banks, good projects 

nearly always can find financing. As alternate financing sources 

increase (more regional banks, for example), the political 
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leverage in doing projects decreases. The only projects left 

with high leverage potential are "bad" ones that other donors 

won't touch. (In this connection, it will be interesting to , 

watch the progress of the nuclear power plant the Russians 

appear ready to finance in Pakistan after the U.S. declined 

to finance it for technical reasons.) 

2. Because there are no elaborate engineering surveys 

or feasibility ~dies required, loan design can be a 

relatively quick process based upon macro-economic and 

balance of payments analysis, an analysis which is normally 

undertaken periodically wherever the donor has a substantial 

ongoing aid program. 

3. Progr~m funds are disbursed quickly, in AID experience 

often being fully expended in one to two years. Thus, the impact 

is rapid ,enough to influence even political leaders with 

extremely high time preference. Project loans typically dis-

burse only five percent of the funds in the first year and 

take somewhere around six years to be fully expended. Further, 

program aid can be stopped quickly without leaving a half­
(nohU. e, t 

~ completed dam as a hostage or as a · to a failure in 

international diplomacy. Since the domestic ramifications 
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of a termination of program aid are more immediate and 

hence more threatening to political leaders, political 

4. Even when political considerations are central, some 

of the program loan leverage is usually exerted on macro-economic 

policies. Since such policies are critical to growth, the 

economic side effects of a political program loan are more 

apt to be beneficial than are those of a political project 

loan which may actually distort local resource allocation. 

Additionally, since foreign exchange is typically a key con-

straint, significant amounts of commodity assistance -- whether 

for political reasons or not are apt to be associated with 

high rates of growth (witness Taiwan, Korea, Jordan, Pakistan, 
J 

Turkey). This is more apt to be true now that a decade of 

extensive project lending has helped build capacity which may 

stand idle for lack of maintenance imports. 

5. Program loans generate local counterpart funds whose use 

usually is controlled by the lender and recipient jointly, thus 

enhancing the donor's influence on resource allocation. These 

counterpart funds are also an important source · of local revenue; 

the fact that such revenues are critically important to political 

leaders enhances the bargaining power of program over project 

loans whether for political or economic ends or both. 
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Because program loans are in great demand; because they 

can be started and stopped quickly; because when stopped there 

is no embarrassing "body" to dispose of; because economic 

effects -- be they the primary goal or by-products -- are 

generally beneficial; because available projects to finance 

tend to be left-overs; for all these reasons, U.S. program 

aid is an extremely effective bilateral foreign aid instrument. 

By expanding its use of this instrument, the U.S. could easily offset 

the disadvantages of transferring project aid to the World 

Bank. Further, in those countries where economic development 

is the key U.S. policy goal, it is a relatively simple matter 

to condition program aid on World Bank recommendations, thus 

garnering for the bilateral program most of the advantages 

claimed for multilateral aid in promoting genuine development. 

All things considered, what might be the costs and 

benefits of a transfer of U.S. project loan funds to the Bank? 

In summary, they appear to be the following: 

Benefits from the Recipient's Point of View 

Only economically sound projects are financed. 

Misallocations of funds on nonproductive projects are 

minimized. 

Client state relationship is replaced by an "institu­

tional" relationship. 
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-- Countries now ineligible for aid due to Congressional 

limitations (including number of country limitations) would be 

eligible for loans from the Bank's expanded funds. 

Costs from the Recipient's Point of View 

-- Risky' but possibly successful projects may never be 

undertaken. 

-- Country more nearly confronts a project loan monopolist, 

reducing ability to play one donor against another (particularly 

were other countries to follow the U.S. lead). 

-- Normal Bank terms are harder than AID's, although the 

gap is closing as AID terms steadily harden. Any transfer of 

funds should be on terms at least as soft or softer than 

present AID loan terms. The future of the International Develop-

ment Association will be important here. IDA, relying entirely 

on its parent body, the World Bank, for personnel and adminis­

trative support has increasingly sought to provide long-term 

"soft" loans to less developed member countries. 

-- Countries with strong expertise in project development 

may suffer since the Bank may not want to concentrate too much 
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aid in one country even given sound projects. (This drawback 

may be overcome as the · growing number of regional banks seek 

out good projects.) 

-- Pressure of U.S. fiscal year end and the threat of loss 

of uncommitted funds (and attendant embarrassment at not using 

all the funds in the "bare bones" budget) sometimes works to 

the recipient's advantage. Transfer to the Bank would remove 

this pressure. 

Benefits from the U.S. Point of View 

-- Doing no projects bilaterally (and presumably adding 

to the Bank's project loan funds) provides a rationale to 

avoid projects which later could prove to be an embarrassment or 

a hostage. 

Avoided would be the recriminations and frictions 

arising from the inevitably laborious process of negotiations 

over terms, conditions, and Congressional strictures surrounding 

project aid. 

AID staffing could be reduced, AID structure and admin­

istration simplified. The simpler program should be more 

understandable and hopefully gain more support in Congress and 

with the public. 
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-- Such a move would represent a start toward acknowledging 

the long term nature of the development problem and permit 

project planning on a more rational basis. 

The transfer would avoid the mistakes that may flow from 

hasty judgments made under the pressures to exhaust aid funds 

by June 30. 

The Bank may be able to extract economic conditions which 

the U.S. laboring under political constraints -- cannot. 

Further, the Bank can more easily avoid financing inefficient 

projects. Particularly where the U.S. objective is efficient 

economic development, this factor is especially important. 

-- The Bank would inherit the task of allocating scarce 

resources among competing claimants, a task becoming politically 

costly to the U.S. as AID funds shrink. 

Costs from the U.S. Point of View 

-- The gains which accrue from being the financier of 

successful showcase projects disappear. 

-- Since virtually all U.S. bilateral aid is tied to 

U.S. procurement, mitigating the adverse balance of payments 

effect of such a shift would require imaginative efforts. While 

this is one of the most difficult practical problems of such 

a shift, safeguards have been worked out in connection with the 
~ 

IDA replenishment and presumably could be for a shift of project 

funds. 
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A major shift of U.S. project funds to the Bank un­

matched by other donor.s could jeopardize its multilateral 

character from which flows much of its strength. The 

danger point in this regard, however, is probably well above 

our present share. Moreover, a forceful U.S. initiative might 

induce others to follow. 

-- The U.S. would forfeit some flexibility in aiding 

selectively particular countries. In part, this objection 

could be met by earmarking transferred funds for use in 

broadly defined geographic regions, e.g., Latin America. 

Where such techniques are either not suitable or not acceptable, 

or where non-economic goals . are paramount, we would still 

retain bilateral program aid, . a more effective instrument than 

project aid for pursuing economic and political goals 

simultaneously. 

On balance, the costs to the less developed countries of such a 

turnover may well outweigh the benefits, at least from their 

political leadership's point of view. For the U.S. the benefits 

appear to outweigh the costs, given the fact that an alternate ~ 

~ foreign policy instrument is available in the form of program aid. 

Would such a proposal be apt to result in more total aid 

. going to the less developed countries? Probably not, although 
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it might increase the value of the flow. Given the Bank's 

rigorous project selection criteria, it seems likely that such 

a shift of project lending to the Bank -- in eliminating marginal 

or non-economic political projects would result in a lower 

number of total projects, the ones dropping out being those 

marginal or non-economic political projects the bilateral programs 

periodically finance. 

It should be emphasized that if the World Bank is to 

play an increasingly important role in providing project loan 

funds to less developed countries, the Bank must reconsider 

its insistence on making loans only on hard commercial terms. 

The steady and alarming growth of debt-services costs among less 

developed countries argues strongly for a relaxation of the 

Bank's conservative approach to development finance. This 

relaxation could be accomplished by easing the Bank's commercial 

terms (now averaging 6%) or by substantially increasing its 

contribution to its IDA affiliate. 

As for the United States' overall aid policy, there is no 

doubt that even if the total aid flow were not changed greatly 

~ by a transfer of U.S. project loan funds to the Bank, some such 

shift nonetheless is becoming increasingly vital. If we are 
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to retain an effective and appropriate aid program, that program 

must be simplified to the maximum extent, functions that are 

better done elsewhere transferred there, the program compres~ed 

without losing its essence. The program has been cut drastically 

because many Americans believe that our foreign aid goals were 

too ambitious, that we attempted to do more than could reasonably 

be done, that we became too involved in host country affairs. 

The result is the lowest aid budget in twenty years. In 

attempting to redress the balance, we are overreacting; as we 

recognize that we cannot do everything, we are in danger of 

doing too little. As we attempt to limit our involvement 

overseas, .let us understand that there are other ways to do it 

than by simply reducing our total aid flow as we have been 

doing steadily for the past several years. We must serve notice 

to the world that while limiting our overseas commitments we 

are not turning our backs on the process of modernization which 

motivates most of the world's population. The time has come to give 

the World Bank a much larger role in the U.S. foreign aid strategy. 

The most logical way to do this would be to give responsibility for 

project lending to the World Bank. 
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OFFICE MEMORANDUM 
DEC 11 1968 

TO: FILES DATE: November 26 1968 

FROM: Irving So Friedman I 
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~, , IV .J'd 

SUBJECT: ·Pr ogram Lending 

In conversation with Mro Emmett Rice this afternoon he said that 
t he NAC had meto It had been agreed to support the Bank paper on 
Program Lending, including the reco:rmri.endations .• 

There was still some debate going on on how warmly this support 
would be covered, but in any case, it would be quite favorable. 

(From other s.ources. I ascertained that AID and the Budget Bureau 
had been strong . advocates with the Treasury and others going alongo) 

cc: Mr. McNamara .) 
Sir Denis Rickett 
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Mr . Rob rt 6 . Oetober 25 1968 

riryin S. Fri 

I Lett r to the Pope 

1'11 th :re pact to your dr ft letter to the op : 

1. I doubt the n do of nding 'thi to th Pope , pe.rtieularly . 
t thin ti At pr sent . d pit om ritieis 1 you d th Bank h v 

in t ct a ·green ligt.t to .o ah ~ ~ ann i ~le. nt your view on popul tion. 
In any ca we will ·v trou l doing ork in tho countr1 vhieh ar 
unvilling to see such etivities in their country. A 1 tt r to the Pope 
is not lik ly to ope oors to c~untrie w ich rc pr se tly elos d . 
Instead it runs tLe risk of ca ing c rta.in co\tnt i s - now rather uiet 
or erh ps bein put in position of havi g to op nly oppo our etiviti 

2 . · · I do not advise ,.ain('jt direct contact b tw n you and th Pop 1 but 
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think this would bo better do e by I do not know , 
ot coura ~ r''h ther uch an e.udi nc could be arr d , but gu i that 
it could be.- It th Pop. wer opposed ~o udi nc , how vou1d he recei e 
any l tter? 
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you have felt th ne 
th viowpoint ot 
religiou leaaer~ 
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r sion that you and •he Po are r ally in agree nt 
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d to sp lo. out and to nl.aking clear th t you ape tro 
d oci d v lopment I d not moral or 
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OFFICE OF THE PRESIDENT 

INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

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

October 14, 1968 

MEMORANDUM FOR MEMBERS OF THE PRESIDENT'S COUNCIL 

I am considering a letter to t he Pope, a draft 
of which is attached. May I have, by October 26, 
yo r answers to the following . questions: 

1. Should such a letter be sent? · 

2. If such a letter is to be sent, shoul d 
the draft be changed, and if so, how? 

~~/ 
Robert ·s.· McNamara 

Attachment 

... 
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DRAFT 

Your Holiness: 

It is now six months since I took over the responsibility 

of guiding the IBRD and its group of institutions in the urgent 

and indispensable task of worldwide development. During this 

time I have attempted to assess the dimensions of the task and 

the desperate need for greater efforts on the part of all the 

world's peoples if the risk of falling standards, ·rising dis­

content and ultimate violence is to be avoided: 

May I say that in this survey I have been much en­

couraged by the increasing realization of Your Holiness's own 

deep dedication to the works of Development ? The Encyclical 

Populorum Progressio has done an immense service in widening 

and deepening peoples' understanding of the need for develop-

ment. I have myself gratefully used the phrase: ''Development 

is the new name for peace." I have also been greatly en­

couraged by the Ecumenical Meeting on Development at Beirut, 

to which I gladly sent representatives of the Bank, and by 

the excellent document, produced at that encounter. All this 

encourages my belief that the Christian community will be in 

the forefront of those who help to turn development from a 

grinding ~ eed to a hopeful fact over the next decades. It 

is, indeed, for this reason that I am writing this letter to 

Your Ho l iness in the hope that it may mark the beginning .of 

a fruitful collaboration in a field t hat is central to the 

cause of peace. 
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I have also a particular reason for asking Your Holiness's 

help. In the course of my intensive study of what the World 

Bank should do in the greatly increased effort we plan for t h e 

next decade, it has been borne in on me the more and more force­

fully that we cannot leave the problem of the present massive 

increases in world population out of our calculations. As the 

Encyclical Humanae Vitae has s h own, Your Holiness is fully 

aware of the gravity of this explosion, which, if it goes 

unchecked, threatens, less than three decades ""from how, to 

double the human species every twenty years and to add a 

hundred million new inhabitants to Latin America every four 

years. No human institution, least of all that most basic 

and precious institution, the human family, can survive such 

swamping growth and unless the rate of expansion is checked, 

even the basic ability to feed large numbers of the human 

species may be in doubt in the next century. It is these stark 

and tragic facts that have led me to conclude that the World 

Bank must give active support to policies of demographic control. 

Your Holiness has recognized the need for such policies, 

both in Popu l o r um Progressio_. and in Humanae Vitae. You have 

called for a strengthening of responsible parenthood and a 

purpo s eful building up of the well being of the family - wh ich 

is bo·cb the foundation and the cent al preoccupation o f t h e 

socia order. I wish therefore to assure you that in using 

our economic resources to suppprt policies of population control, 
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we at the World Bank are thoroughly committed to a number of 

principles - first, that in all population programs the parents' 

dignity and freedom of choice are bso utely respected by 

governments, next, that building up and strengthening the moral, 

legal and economic status of the family is accepted as an es­

sential part of family p anning, next, that governments are 

encouraged to concentrate on policies of birth control, including 

among others, the rhythm method, which neither destroy life 

as in abortion - nor inflict irreversible sterilization. I 

realize that on this issue of methods, certain means may be 

held to be illegitimate for Catholics. We should do nothing 

to override the decision of those who fo ow their religious 

conscience in this matter. B t I would hope that there could 

be frank and confident cooperation in the actual aspects of 

responsible parenthood, above all, the creation of stable homes. 

These seem to me to offer a preble , a task and a responsibility 

which will demand the joint efforts of all men of good wi 1 . 

Here w confront directly the desperate conditio s of 

illegitimacy, misery, ill~teracy and malnutrition in which so 

~many millions of children now grow up. Such conditions can be 

countered only by the most positive policies for building up 

f ami ies, encouraging stable marr:ages, inculcating love and 

respect between partners, lessening t he egotism of rna e 

superiority, urging responsibi ity in pare thood and helping 

to provide the food, the homes, the schools and the jobs without 
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which broken homes, worklessness, despair and violence wi 1 

continue to be the environment of millions of defenseless and 

often deserted children. 

So my p ea is twofold. On the one hand, may we hope· 

to work with Church agencies whose influence is particularly 

gr at in Latin America, in order to build up the psychologica , 

economic and social pre- conditions needed to strengthen family 

dignity? On the other, nay we ask the Church, ~ogether with 

all Christian communities, to hel~ s stir .the.conscience of 

the rich nations and secure the flow of capital from developed 

to developing countries without which there can be little hope 

for the vast programs of growth and development needed to 

contain population growth and stabilize family life in the next 

decades ? 

The call given in Populorum Proqressio challenges all 

Christians to take up development as a primary religious task. 

We in the international agencies recognize how much informed 

and conscientious Christians can do to stir up a sense of 

responsibility among their.fe ow citizens. We are grateful 

for a 1 that has been done. We hope we may cooperate in what 

is yet to be. 
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, .. Bank Credit And 
Small Borrowers 

I 
I. 
,. 

MONETARY . inflation, it has . . M h d .. ,. but forcing the . monetary 
- . been suggested, can be - a mu a ' . authorities too 'to revise the 

· · h 1 - bank rates · upwards- The 
checked by linutmg t e supp. V .- pL·est-n . scarcity of funds, · it 
of money. The remarkable: 'That is ttl say those'- who is widely . believed, is not due · 

· . ~mormance rendered byl the contributed merely 20% ap- to any economic policy deter-
S late Bank of Pakistan, durina proximately in Bank deposits .· mining the priorities for bank 

·the last. year or so, has. earned ob ~o,ained approximately · 55% ..,f _ advances or the outco~e of 
-- commendatory comments of aU -Bank credit . · any tim.ncial strategy devised 
the d~scerning observers. Steady 'It is therefore submitted by the academic econom1c 
pursuit of monetary stability that . - 1 . expertise-which exist · in. Pak-

1 undoubtedly hel~· the upward a.) · institutions like Industrial istan ,but breathes outside Pak-
creep -of the domestic .' price Deve~opment Bank, .A,gricul· istan and therefore ·knows as i 
level, reasonably · successfully. · tural Development Banks. much or as litt1e of either or . 
Credit is due to the . present be .not classified as scbe-. bo~h on the lines of dear , 
State . Bank administration, duled banks, which was m6nev _polic.·es applied occa-
wlich despite the tcyins cir the position a few . years sionally in the . free · economi· 
c:umstances · steadfastly adhered back, · es of the Western world The · 
to its objective, perhaps · fot b) Figures ·. of Deposits and inverted pyramid. of bank-ere-
the first time, in the extensive '\ . cre4'Aits by the· . scbedu· dit on a narrower and nar-
and cbequered career of the led banks to the institu~ rowinE base .. of liquidity is 
institut:on, which always lived tiQns sponsored either by . simply aftermath of . m1sap . 
. in, but did not think econo- the Central Government or p·ication · of bank advances 
m1cs. The followini fii\U'es the . Provincial Government -for so many years. Is there 
wil!· speak for themselves :~ · be .classified separately. · anv truth in the widespread 

c), Thereafter~ · in the case. of allegat:on that the scarcity 
T>ecember Money ·: Gcimeral .: . sc:heduled Bank advances of bank credit is due to large 

-- < supply Price Index to ·the private sector, the scale - m ·sapplication. o! bank 
~·- 1966 1088.74 - · 133.28· · credit deposit ratio ·be ob- . credit · by some _·,important 

~--__ :-_ _1961 1059.66 · 127.03 • served 'basically on . classi· functionaries of certain banks? 
fication basis. · . . Banks be . I~ it a fact .that baiik advan-

.. >Althoush .the ratio retween directed to maintain their- ces are debited to . suspensf!l 
Bank_ deposits and Bank a-edit liquidity ratio within. the . or even to some . legitimate I 
bas been determined at 20o/,. . respective brpad . · classifica· . borrowers· at the otftcial rate ,. 
the telative improvement fi:om .· _ · tlons. . . _ , , ' . -· : · · of 8% or · so; but.·.· actually 

·.~t~ difficult position of Decem· _ DEPOSITS., ·,. .. Tft a~ ...... ,CES these funds ~ are ._ ·. diverted to f 
-·~r 1965 to December 1967 .. is Al'&l IUIY""'' se'ected money · m.aT~t bro-

- . eq.ually siillificant. . In fact there is nothing ra~ kers.' who. ·lend these funds 
usually · · at 24% : per annum, 
a~tainst . BA<DLA/ ahd clean 
Himdis ~o · certain wellmown 
borrowers. The difference bet-

-=---~-
~;::- ~ .• .. Total Bank Deposits· · - Total Bank credit. Per cent. 
... t>ecember '65--crores · 742 .24 - 673 ;88 90.8,. 

I; • ·~ " 930.19 809.17 87% 
. ween 8%b and 24% minus· bro-1 
kerage, g ing Largely to · .impor­
tant functionaries of the 1aid J 
banks? Do the:x realise the 

I , '67-. 11 . 1001.87 881.08 . 87.9% 

lt is now clear that -mone 
~ policy has been selected. 
as the ins·.rument for correct 
irii the current economic 
malaise. · In the· overall interest 

·of the economy the policy calls 
for sacrifice. There can be no 
dispute with the demands of 

. th~ policy so long as sacr:fices 
dl'e ·shared all round and ob 

' tained equitably, i·~· so tona 
_as the policy ser-Ves as. an ixr 
strument both of justice .and 
econom'c .growth, and does not 
fail under the crossfire of spe­
cial interes·•s who .althouih 1D 
favour of sacrifice in ~eneral, 
consider. it grossly unfa r tha.1 
they should be expected . to 
su..4fer at all. · 

· STATE BANK'S ROLE 
• The. State Bank of PakistaD 

ts the· . only body with power 
to. opera~ by conscious deci 
C!on on the economy as a 
whole . . If some of its own hy 
potheses aet . faulty because of 
unreliable statistics the out• 
~ome ~n be equally faulty. 

(A) Those who _have climbec:l 

I the ladder two roiliS at a tima 
tend to saw it off after them. 

• Only -recently . stat:sucs wero 

I. jumbled .in a ·manner which is 
, difficult to. .understa.Dd· It is 

·pointed out that Government 
spc:msored · . insctutions lib. 
The Industrial Developm~nt 

· Bank of _ Pakistan and The 
'Airicultural Development Bank 
.or Pakistan were all classified . 
·as .scheduled Banks, Le. includ­
ed in the priva.e sector. Was . 

· it J O. iehtb~ ; ad val?-~$ tg ~ 
institutions ..:.-:::.=.class'Aea ;.under 

../ -+---~--=---- ..... -~....-r.-~ . 

dical or novel about · the · 
last s u g ·g e s t i o n . . 
In Pakistan_ having .inherited 
our banking system from a 
small country. U.K.. . perhaps 
as big as an average U.S. 
State, our ·. banking structure 
· origiiialty based on . a · founda­
tion ~ood enough for a Dis­

.'trict Bank, in course of time 
.and as a result of enforced 
. expansion, too much too- soon 
has developed into unwieldy 
Proportions and has acquired 
unsound practices. Can we not 
at !east strive · to . distribute 
the load on bank credit scienti· 
tically and eq'!,:litably? . · 

· ·full import of economic ine- l 
quities and the rationale to 
economic suppression that has 
been evolved bv· them in the 

. name of "Credit Budgeting"? 
The people are . wondering 
while they ar~ pusy _collecting 

. imaginary parallels elsewher~ _ 
In actual practice bank credit 

, -Is getting contrc..ctedJ 'and a 
difficult situation is develo~ 
1ng for small . borrowers and 
small bussine·ssmen who are 
getting squeezed . out of econo. 
m c activity. A chain reaction 
may set in, the extent of which 
wou.\d be per~p.'tible ~Y 
with the passage o! time. 

The bank ·deposit ratio in 
Pakis~. uoes: not compare 
favourably with the figures of 
money supply. . Is it because THE THREAT 

· we misdirected ·our _ deposits It may be seen shortly that a 
and reduced the velocity · of l~rge number of businessmen at 
money by misapplication · of the low~r level may succumb 
our investments? Since advan- to the monetary pr-essure · and 
ce• generate deposits, lt I• f ld th b d t · t .mtple economics, that funcb o up. . ere Y es roymg no 
be mvested there where rene- only the base of the economy 
ration of deposits . is the fas. but ult'lnately' arrestina·_ its 
test. The generation of depo. overall activity. . 
sits is faster on lower levels . Against the background ot 

-and this is where most of the a) Gross National Product 
deposits need be invested for rlsing by 8.3% compared 
faster circulation of funds. to. 6% in . the pre.ceding 
This is -exactly what • did not b) Yinedaru'stri'al ' · od t 
and does not take . place ID pr uc lon, 
Pakistan. Qualitative contro_ estimatedly ri~ill.i by 
of bank .advances does 10%. ·· 

· not exist. Regardless of con · c) Money supply ris)ng ·by 
·s iderations of ·basic financial · 37.47 crores, . 
discipliue -called .for, at least. d) Imports increasin·g; from 
at the time of renewal ,of 11 · 364 .77 croreJ; in July 661 
mits, the bulk of bank advan- ·· March ·67 to 385.23, 
ces 2et a.ppH,ed to sectors . · e) Exports increasing from 
where, they gettrsimply . froze11, <.,;j · •• ~~OO .• JB .:crores ,.\n .~.-').lly tr 66J , 

.' CCntr.:bUtinJl -Verv little; : either:'-··'". -:--.M-ar.ch .67 · to ·.20!)j94 -in July 
to expansion of bank....deposits, . -:· ·67.lM.trch 68. ~~~~-~ ;;rn ~ ... - !-. 

to ·expansion of ·actual produo- the predicament of the ~~a.l_l 



e.nd so many other corpora~ 
·tions coming into exis.encc 
and consuming Bank credit t:ke 
a · prairie · fire · · against a totai 
Bank credit -of 919.51 crores to 
the private sector as on 31-12-67. 
It is thus clear that· the alle6ed 
credit expansion to the _ private 
sector can be latgely accounted 

I 
for by increased . supply <;>f 
funds to the Government spon· 

. .sored - institutions · bracketed 

I under the private sector and 
· Banks _ investments in private 

secur1ties, largely in conjuQction 
with Investment Corporation of 
Pakistan. In fact if Bank ad~ 
vance· figures to the private 
sectors are accurately classified 
it wilt be found that bank 
credit to the private sector 
has .. actually : contracted, al- . 
though ·the .rise :n Bank · Depo- 1· 
sits is over .vhelmingly due to , 

· the expansion ·of deposits. in 
lines- Corpn. 

Sept. 1967. 

.. . •-­... -

upon 
. with 

duties and taxes' 
th,ere~foJre -. in many cases now 

.: cost three times as mu~h a~ 
· they· ~~d _·.only .till _ recently. 

That :~ ·.to say 1t now requires 
' three times more . funds · for 
· . the same amount . of goods~ in 

an economic situation where 
: . the supply . of . bank funds is 
-· ·actually eontr~cting 'l.n overall 
. figures for the private . ·sector 
. and · getting increasingly mts­
: directed · aga .nst the small bor. 
row~rs. If it lS not possible to 
split the banking · system in· 
Pak'ostan on district basis, if it· 

_. is · not possible even to ration . 
. . . bank cre.dit equitably, a( least . 

- bank credit should be related 
::\: to ·bank depesits on -the-' basi" 
~.-<. ot,' c1as9i6.catio:l9, even br:o~d . 
· ·:classifications, · to begiri · wlth. 

1s·. ·~: -not tully justified by thf" : 
' objective ' economic· arlthemetlc . 

of·· the' --~i~~:!=~~;:::~re~-!~ts l 
De:!W1een · _: tihe ' eeonomte '·policy ·: 

.. - ...... , rn• . Government ,, . announces 
the measureS . some' of th~ 

,·_ mosrresponsible opinio~ in·the 
· · cquntry bel":t~v~f ,, · ought ·to be 
· · adopte1. . Th.is ls n.ot · a ·happy 
· situat:ion.· Nobody · cia~ms ahat . 

be has the answer to the difl\. 
clilties of the s ·rtuatfon, .. ·· or 
even to the problem of rlght 
priorities and .equity; but . their 
is general . agreement · that · the 
q~s",on of prioiitfjte~r Ell& 

·equity should be :faced- and· 
that it . not b~ng · :faced. The 

· tinanc ·~al admimstration of the · 
· country is pretending .. that it 

is 'facing upto ev~rYthing, but 
~ lt :~a merely co.l.Jaromising · in. 
\. . effectually wifh ~e-~ all·. · 

Total Bank ~re4it:-, Y.\:·<!~t~f BaDk t>epoSir. -
611,48,68 - crorest·.'"~"''_~-~>-"" ~16~;19 ames;: ·· 

100;00000 
· .. 90.cxxm 

80.00000 
. 70,00<XX) . 
'60,00000 . 

' 5000:00 

I 40.00000 
30,00<XXl 
'20,<XXm 

l
j . 10,00003 

. Percenta2e.t 

13~579 
75721 
59040 

114652 ' 
'94735 
100166 

' 252315 
231885 
348094 ' 
517232 

3162419 

5SfJ. 
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-Mr. Robert s. McNamara Oetober 1 1968 

Irving S. Friedman 

Grant El ment in World Bank L ndins 

On the basis of Bank lending r te of ~%. grace period five y 'a.rs ., 
at uri ty 22 years, th following are ca.lau1a.tions o'f grant ·· 1 ment in 

Bank lo on diff r nt a.ssU!llpti.on of discount rate: 

a) Discount rate of 8- .... 12.7% 

b) tt 

c) ft tt 

"10% - 29.6% 

12% -- 46.6% 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert s. McNamara DATE: October 1 1968 

lJM~ Irving s. Friedman and Sir Denis Rickett 

IDA Urtilateral . Corttributions Iff 
When you see the Chancellor of the Exchequer . tomorrow you might wish 

to raise with him the question of possible unilateral contributions to IDA • 

. 2. You could say that, as he no doubt knows, we have had a proposal : from 
the Canadian Government on this subject and that we understand that the 
British Government is interested in it al$o. We are pursuing the matter in 
confidential talks with the Part I countries but we are anxious that nothing 
should be said about this publicly, at least until the end of this month. 
Otherwise there would be a risk of taking the pressure off Congress to act 
on the . UoS~ ratificatiQno 

3. Our discussions with Mr. Geoffrey Wilson over the past few days have 
been disappointi.ng in two respects: 

(a) The British seem to be . thinking of a relatively small sum, namely, 
their proportion (12~9%) of replenishme.nt at the original .level of $250 
million for one yea:r only. This woul~ give a Bri ti.sh contribution of $30 
million. 

(b) They feel that their move ought to be followed by other countries, 
particularly the Five Common Market countries other than France, in addition 
to the Scandinavian countri~s. They attach particular importance to action 
by Germany • 

. 4. On this latter point, we suggest that you might say that we shall, of 
course, try to get the unilateral contributions from as large a number of 
countries as possible and we certainly intend to take the matter up with 
the Germans, as well as the Italians and the DutGh. We are afraid, however, 
that if each country makes its actions . conditional on action by others, the 
operation may neve.r . get off the ground. We believe that there is a much 
better chance of success if those countries who are more interested in IDA 
will give a lead which other countries may then be persuaded to follow •• 

. 5. Mr. Jenkins may well say that the United Kingdom, in its present balance 
of payments difficulties, is in no position to give a lead to others and sees 
no reason why it should in particular. give a lead to Germany which is in such 
an immensely stro.ng balance of payments position. 

6. The answer to this might be that what we propose is likel y to be on 
balance advant.ageous to the United Kingdom balance of payments in the coming 
yea:r. Not so advantageous, it is true, as full replenishment in accordance 
with the Second Replenishment Agreement but, nevertheless, more advantageous 
than if no action were taken at allo A table is in preparation illust.rating 
t he likely drawings on the ·. U~K. under the proposal and the favorable effects 
on its balance o.f payments. The latter are possible because the availability 
of the new Bank transfer to IDA plus other special contributions like the 
Swiss loan, together with past IDA earnings, give a pool . of money unrelated 
to the propos.ed second. replenishment which may' with the approval of the 
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Mr. Robert _s. McNamara - 2 - October 1 1968 

Executive Directors, be 1~r:r-,1. to meet · disbursements under . any interim credits. 
(It is assumed that a tot :~._ of about $360 million of interim creqi ts would . be 
possible, includi_ng the $ ' :o million which has already been earmark~ d. It is 
also assumed that out of i · $250 million ofimport credits originally planned 
for India, $150 million WOQL d be granted, or ' $12.5 million a month for twelve 
mont4s.) . 

7. The same point has a bearin on t.h ~" '" - J.le . U .K~ contribution. If 
they followed t 1·'= Canadj Rn r~v ... , o. uthori ty to commit the whole 
of their cont-..... · •' · ., •l-1-uenishment at the level proposed ·( $155 
million) . '· u Gnat they wouid .. be required -to pay over to us 
th -T

1 ~.L IJJ.l8.G sum in notes at this st_age . · We shoUld, however, have authority 
~- 1ter into credit commitments against it. Payments in non-interest bearing 
'J t es could be made to us at the same rate as previously contemplated, namelY 

on November 8, 1968, 1969 and 1970, while the encashment of the first installment, 
which is what affects the balance of payments, could for the most part, if not 
all, he delayed until late 1969. 

:8. We would like to dis.cuss . these matters with_ Sir Douglas Allen, the Permanent 
Secretary of the · Treas~. The main .pointa which we would like you to put into 
Mr. Jenkins' mind are: 

(a) The advantage . to the ·. UoK~ of keepi_ng funds flowi_ng thro_ugh the IDA 
pipeline. 

(b) The fact that cash_ disbursements . are likely to be delayed until lat~r • 

. 9. The . Ut~K~ is, as. you know, particularly interested in IDA funds for Indiao 
On this you · could s.ay that .you wouid be prepared to give a high priority to 
further industrial import ·credits ·to lnd:La. (.:Would you · be p.repared to mention, 
as a purely illus.trative figure, that if the .. U"K~ allowed us. to commit against 
its three · year contribution~ you would expect the .. Board to _agree that · $1.50 
million ·. -- as. s:~ges;ted above · -- shoui~ go to India? ) 
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Mr. Robert S. McNamara October l 1968 

Irving S. Friedman 

Mr , Gabriel .F :rra~ and the B. ):.S. 

Mr. Gabriel Ferr,a.s , the General Manager of the Bank. for International' Settlements 
in B sle. Swit~erland1 is French by birth . and had a successful ~areer in the Bank of 
France . He was called to the BIS in 1963, from his position of Director of the European 
Depa.rttnent in the IMF, after serving as my D-eputy for about t1ve years . 

As Managing Director • he is the ehief eltecutive officer of' the BIS - working 
Yith a mana ement including an American as economio adviser and a German as bead or 
the Banking Department {Dro Milton Gilbert and a Dr , Hans Me.ndel,. both attending this 
meeting 1vi th tvir. Ferre.s) . The ana.gement serve a under a Board of Directors presided 
by the Governor of the Netherlands Ba.nk and including the Governors of the central banks 
of Belgium, England. France• G rmany • Stv- den a.nd StP.tzerla.nd. e ting regularly on the 
second lt.1:onda:r of' every -onth. 

The Bank for lnterna.t1on l Sett.lements was originally established in 1929 to 
handle th receipt and transr· r o ·· German reparations, 'W'ith the participation of Euro• 
pea.n and other c ntra.l banks (the Fed ra.l Reserve Bank of New York retrained from 
joining it and the Bank of Japan Joined at it-s founding • but withdr-ew at the end of 
the Second World rlar.). Although th ori na~ purpos came to an ar~ end. in 1931 , 
the Bank develop~d into e. banking intermediary and service agency for European and 
oth r central be..nks . In the thi:rties it handled spe,aia1 accounts related to currency 
stabilization cr di ts 1 a.nd after hibel"'ls.ting during the World War II (under the trustee­
ship of the Swiss National Bank) and an unsuccessfUl attempt t Bretton Woods to 
te !nate it ,., it regained a. role in world finance with its appointment as "agent" of 
the E'taro:pea.n Payments Union in 19 50 . Sine-e then, its riae ha.s been eontin\line?; - in 
1960 the F ·· deral Reserve began to be represent d regularly at the monthly board meetings 
by th Vie President of the Foreign Department of the New York Bank. Thes - meetings 
bav sinee provid -d. tbe most important. channel ot comm:unieation and consultation a.tnOng 
banks . 

In addition tO. handling b lane s and inv · stm.ents on behal f of its members and 
other "acQep""ed' central banks (in gold and the curren:eies of its memb&rs) • the major 
fUnction is that of int nnediary • assisting and pe.rti~ipa.ting in internationa.J. monetary 
ope~ations . Tbu • h BIB is part in the "sw p" network between the Federal Reserve 
and the Europe and . other central banks, providing direct eredi ts and also arranging 
Tor the exeha.n.g ·Of tta.va.ila.blen currencies f'or the "curren.ey ne ded" in support ot the 
dollar in the key exchange markets ot Europe. The BIS haa provided a pl c for various 
central bank .. arrange ents of support to st rling and for th funding of short- term 
et' dits into a long-te · arrangement this yea.x-.. It is also a convenient meeting place 
betw~en the eentrel. banks of the West a.nd the Ea.st ., faeili ta.ting the re-entry of the 
l. tter into the money ma.rk .ts of Western Europe and the flow of Ea. t - West ttade. 

You will l."-ecall that ve discuss · d by telephone with Ferras in connection with the 
Bank of Canada purchase of our two~year notes • tb possibility that the BIS could c-on­
cei va'bly help World Bank financing by investing some .of 1 t own fund$. in two-year bonds • 
and. under prope:r BJ-range nt , in ••me.kin rk t" for such secut""i ties 1 absorbing 
o:f'te:rin,g.e fro eentral banks in need. of liquidity and finding placements in aeaounts 
of otb r central ''banks with rising liquidity. 
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HOLD FOR RELEASE 

INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

181 8 H STREET, N . W . 

For Release 
AM Newspapers 

WASHINGTON D . C . 20433 TELEPHONE : EXECUTIVE 3-6360 

Subject: Bank/IDA Annual Report, 
1968 

Thursday, September 26, 1968 

Progress in fostering economic development in Africa is recorded 

in the 1968 Annual Report of the World Bank and its affiliate, the 

International Development Association (IDA). The Report notes in 

particular an increase in the number of well-prepared agricultural and 

transportation projects becoming ready in African countries for Bank 

or IDA financing. 

During their fiscal year ended June 30 , 1968, the Bank and IDA 

extended $139.6 million for economic development in Africa. Of this 

amount, $59.5 million was provided for road projects in seven countries 

Ethiopia, Ivory Coast, Kenya, Malawi, Somalia, Tanzania and Uganda. 

Lending to agriculture during 1967/68 included IDA credits for 

tea production in Kenya and Uganda and for a comprehensive land develop-

ment scheme in Malawi. A queue of sound agricultural projects waiting 

to be financed, the Report says (page 13), has been building up. 

The total amount of finance provided by the Bank and IDA to all 

regions of the developing world during the past fiscal year totaled 

$953.5 million, compared with $1,130.3 million in 1966/67. The 1966/67 

total excludes a line of credit of $100 million extended by the Bank 

to its other affiliate, the International Finance Corporation (IFC), 

in October 1966. 
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The decline in the volume of financing in 1967/68 was due to the 

approaching exhaustion of the resources of IDA, which lends on conce~sionary 

terms and is mainly dependent on contributions from developed member 

countries for its funds. 

After extensive discussions a proposal for a general replenishment 

of IDA's resources was submitted by the Executive Directors of IDA to 

member governments for approval in March 1968. The target date for the 

replenishment to become effective, originally fixed at June 30, was 

subsequently extended to the end of September (pages 25-26). With the 

meager resources left at its disposal, IDA was able to make commitments 

to provide only $106.6 million during the past year, compared with 

$353.5 million in 1966/67. 

The Bank's President, Mr. Robert McNamara, has been engaged in 

recent months in formulating a Five-Year Program for the Bank's operations. 

Preliminary work on this Program indicates that, without any departure 

from its existing sound policies, the Bank's lending could and should be 

increased (pages 6-7). 

The Bank is making intensive efforts to increase its contribution to 

agricultural development (pages 11-13). Particular attention is being 

focussed on the scope for raising agricultural output by the use of the 

new high-yielding varieties of food grains in conjunction with fertilizer 

and other necessary inputs, and by improvements to equipment, pasture, 

>tf breeding stock, tubewells and other capital facilities. 

In a special section on agricultural development (pages 42-46), the 

Report says that the successes recently achieved in Asia with large-scale 

plantings of the new high-yielding varieties have considerably brightened 

the outlook for developing countries' agriculture. The pessimistic 
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projections of a food crisis .are beginning to be challenged by a school 

of opinion which believes that an "agricultural revolution" may be . 

forthcoming. 

The need for a considerable increase in food production, the Repor~ 

states, must be viewed against the background of the "population explosion" 

(pages 46-47). Population control is a necessary complement to policies 

designed to raise food production and to improve the standards of living 

in developing countries. 

As yet, few if any family planning programs in the ·· developing countries 

have initiated a measurable decline in birth rates. An .intensification 

of emphasis on family planning is necessary, and several countries have 

in fact been working on the development of more effective programs. 

Despite the improvement in agriculture, the relationship of food 

supplies to population remains a matter of grave concern. Current efforts 

in both these fields need to be broadened and intensified, the Bank says, 

if the possibility of serious food shortages is to be removed, and the 

way opened for faster economic development. 

The Bank's efforts to promote agricultural development have required 

considerable emphasis on technical assistance. This has been necessary 

to help borrowers identify and prepare projects and to ensure that funds, 

once provided, are used effectively. 

are being constantly sought. 

Additional ways to assist farmers 

~ In both the agricultural and transport sectors, help with project 

identification and preparation is being provided to African countries by 

the Bank's two Permanent Missions in Africa stationed in Abidjan and 

Nairobi. The Bank's Agricultural Development Service, based in Nairobi, 

is helping to meet the shortage of managers for agricultural projects 
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by making experts available to governments for this purpose. 

The Repo~t states (page 11) that considerable emphasis is being 

placed by the Bank in its transport operations in Africa on staff 

training and other aspects of institution building. Many highway projects 

financed by the Bank and IDA have included provision for improving 

government administration and organization through the assistance of 

qualified advisers and the training of engineers and other technical 

personnel, both on the job and abroad. 

At the same time, the Bank is directing attention to the need of 

.developing countries to conserve existing investment in roads through 

the strengthening of maintenance activities. Experience has indicated 

that countries tend to neglect maintenance in favor of expenditure on 

new road construction, and that timely investment in road maintenance can 

consequently yield large economic returns. 

The Bank or IDA provided finance during the past year for education 

projects in Gabon, the Malagasy Republic and the Sudan. It is intended 

to increase assistance to this important sector still further over the 

next few years (pages 13-15). The Bank has also decided to become more 

active in tourism, for which many developing countries possess the 

attractions of antiquity, climate and geography (pages 15-16). 

Endeavors to foster coordination among donors of development assistance 

have remained an important part of the Bank's work (pages 18-20). The 

Bank has now taken the lead in creating 13 coordinating groups, the most 

recent being the East African Consultative Group for Kenya, Tanzania, 

Uganda and the East African Community. 

The first meeting of the Group for East Africa in April was preceded 

by informal meetings to discuss in detail problems of the agricultural, 
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education and transport sectors of the three countries. A sector approach 

has also been adopted by the Consultative Group for Tunisia, for which 

a special working party was convened to discuss problems in Tunisian 

agriculture before a meeting of the Group in May. In both cases, detailed 

studies were made by the Bank's staff of the problems of the sectors 

concerned. 

The Bank participated during the year in two further meetings of 

the Ghana Aid Group held under the auspices of the International Monetary 

Fund to review Ghana's efforts to rehabilitate her economy and to consider 

her aid requirements. The Bank's present role in the activities of 

this Group is to help prepare the ground for development assistance to 

G~ana once the urgent economic problems faced by the Government have 

been brought under control. 

Further meetings have been held with representatives of the African 

Development Bank, the Economic Commission for Africa and the United 

Nations Development Programme (UNDP) to consider ways of cooperating in 

planning pre-investment studies for power, transport and telecommunications 

projects affecting more than one African country. 

The Bank has also participated in the Advisory Committee for the 

Senegal River Basin under the chairmanship of the UNDP. The objective 

of the Committee is to bring about a better coordination of studies being 

carried out in the region by various UN agencies and to orient the studies 

~ toward investment possibilities. 

* * * 
The Bank records that during 1967 the overall flow of development 

assistance from the developed to developing nations continued to fall 

short of accepted targets, as a result of either balance of payments 
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deficits or budgetary problems in some of the major aid-providing countries. 

A new aid target was adopted at the second session of t he Unit~d 

Nations Conference on Trade and Development (UNCTAD) in New Delhi in 

early 1968. This would require each economically advanced country to 

provide ann~ally to developing countries net financial resources of 

1% of Gross National Product. 

If this resolution is realized, the Report notes, the amount of 

development assista~~e would be considerably increased. The granting 

of trade preferences, as agreed in principle at UNCTAD, would also be 

of substantial help to the development process. 

Commenting on the external debt servicing problems of a number of 

developing countries (pages 35-38), the Report concludes that, from the 

point of view of both creditors and debtors, the prospects emphasize 

the importance of softening the terms of development assistance, as well 

as of taking measures to improve the developing countries' economic 

performance, particularly in regard to exports. 

0 -
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There has been an improvement during the past year in the economic 

outlook of a number of developing countries in Asia, states the 1968 

Annual Report of the World Bank and its affiliate, the International 

Development Association (IDA). 

In a special section on agricultural development (pages 42-46), 

the Report says that the successes recently achieved in Asia with 

large-scale plantings of the new high-yielding varieties of food grains 

have considerably brightened the prospects for developing countries' 

agriculture. 

Reports from India, Pakistan and the Philippines show a rapid 

expansion in acreage planted to the new varieties of wheat and rice 

during the past year. Good progress in introducing the new seeds is 

also reported in Afghanistan, Ceylon, Indonesia, Malaysia and Turkey. 

The Bank points out that the impact of the new high-yielding 

varieties on overall wheat and rice output has so far been modest, and 

it is difficult to separate the effects on production of favorable 

weather and higher prices. Nonetheless, the record food grain crop in 

India and the record wheat crop in Pakistan can be attributed at least 

in part to the introduction of the new varieties. 
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More importantly, the breakthrough in rice and wheat, and the 

promising developments in maize, millets and sorghums, are already chang-

ing government attitudes toward agricultural development. Decision 

makers are beginning to believe that resources provided to agriculture 

can have a high pay-off and agriculture is being given high priority in 

overall development. 

The Bank emphasizes that substantial investment in irrigation, 

flood control and drainage facilities will be necessary to realize the 

potentialities of the new varieties fully. Steps to increase fertilizer 

production and to improve processing, storage and marketing facilities 

are other urgent requirements. 

The full benefits of the high-yielding varieties, t he Report says , 

cannot be reaped without considerable change in the farmer's customary 

practices. One principal lesson to be learnt from the postwar record 

of agriculture, however, is that, given adequate incentives, the farmer 

will respond. 

The Bank is acutely aware of the impact which the new cereal 

varieties are capable of having on agricultural output when used in 

conjunction with fertilizer, water and other necessary inputs. In 

Asia, for example, the Bank has over the past few years financed irri­

gation projects in Malaysia and Thailand, and has provided agricultural 

credit for the supply of small irrigation equipment in Pakistan and 

the Philippines, which will facilitate the cultivation of the new high­

yielding varieties of rice. 

In India, the Bank Group through its affiliate , the International 

Finance Corporation (IFC), is assis t ing the construction of a large new 
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fertilizer plant. In the same general market area, it is in the final 

stages of appraising a project for the bulk production of certified 

quality seeds of the new high-yielding varieties of rice, wheat and 

other crops. 

In support of the Bank's aim of raising agricultural productivity 

through improved inputs, IFC has continued during the past year to 

investigate the possibilities of expanding fertilizer output within the 

developing countries themselves. Several fertilizer projects were under 

consideration at the end of the Bank Group's past fiscal year on June 30, 

1968. 

Despite the shortage of funds available to IDA, $172.5 million was 

extended by the Bank and IDA for agricultural projects during the 

1967/68 fiscal year, compared with $87 million in 1966/67 (pages 11-13). 

Bank loans were made for an irrigation and land development project in 

Iran, a land settlement: project in Nalaysia and an irrigation scheme in 

Thailand; IDA finance was extended for irri~ation in Ceylon and for 

agricultural credit in Pakistan. 

The need for a considerable increase in food production, the Report 

states, must be viewed against the background of the "population 

explosion" (pages 46-47). Population control is a necessary complement 

to policies designed to raise food production and to improve the 

standards of living in developing countries. 

~ As yet, few if any family planning programs in the developing coun-

tries have initiated a measurable decline in birth rates. An intensi-

fication of emphasis on family planning is necessary, and several coun­

tries have in fact been working on the development of more effective 

programs. 
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Despite the improvement in agriculture, the Bank says, the relation­

ship of food supplies to population remains a matter of grave concern. 

Current efforts in both these fields need to be broadened and intensified 

if the possibility of serious food shortages is to be removed, and the 

way opened for faster economic development. 

The Bank records that during 1967 the overall flow of development 

assistance from the developed to developing nations continued to fall 

short of accepted targets, as a result of either balance of payments 

deficits or budgetary problems in some of the major aid-providing coun­

tries. 

A new aid target was adopted at the second session of the United 

Nations Conference on Trade and Development (UNCTAD) in New Delhi in 

early 1968. This would require each economically advanced country to 

provide annually to developing countries net financial resources of 

1% of Gross National Product. 

If this resolution is realized, the Report notes, the amount of 

development assistance would be considerably increased. The granting 

of trade preferences, as agreed in principle at UNCTAD, would also be 

of substantial help to the development process. 

Commenting on the external debt servicing problems of a number of 

developing countries (pages 35-38), the Report concludes that, from 

the point of view of both creditors and debtors, the prospects emphasize 

~ the importance of softening the terms of development assistance, as well 

as of taking measures to improve the developing countries' economic 

performance, particularly in regard to exports. 

* * * 
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The amount of finance provided for economic development by the 

Bank and IDA during the past fiscal year totaled $953.5 million, 

compared with $1 , 130.3 million in 1966/67. The 1966/67 total excludes 

a line of credit of $100 million extended by the Bank to its other 

affiliate, the International Finance Corporation, in October 1966. 

The decline in the volume of financing was due to the approaching 

exhaustion of the resources of IDA, which lends on concessionary terms 

and is mainly dependent on contributions from developed member countries 

for i t s funds. 

After extensive discussions a proposal for a general replenish~ettt 

of IDA's resources was submitted by the Executive Directors of IDA to 

member governments for approval in March 1968. The target date for 

the replenishment to become effective, originally fixed at June 30 

was subsequently extended to the end of September (pages 25-26). With 

the meager resources left at its disposal, IDA was able to make commit­

ments to provide only $106.6 million during the past year, compared 

with $353.5 million in 1966/67. 

The Bank's President, Mr. Robert McNamara, has been engaged in 

recent months in formulating a Five-Year Program for the Bank's oper­

ations. Preliminary work on this Program indicates that, without any 

departure from its existing sound policies, the Bank's lending could 

and should be increased (pages 6-7). 

The loans and credits extended by the Bank and IDA in 1967/68 were 

again widely spread throughout all regions of the developing world 

(page six). Finance provided to developing countries in Africa totaled 

$139.6 million, Asia and the Middle East $305.5 million , Europe 

$123.0 million, and the Western Hemisphere $385.5 million. 
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A further $515.8 million was provided during the past year for 

power development and transport projects. Improvements in these two 

basic services have been a primary requisite for faster economic growth 

throughout the developing world and considerable progress has been made 

with this work (pages 8-11). 

The Bank and IDA have now lent over $160 million for education 

projects in 19 countries. It is intended to increase assistance to 

this important sector still further over the next few years (pages 13-15). 

The Bank has also decided to become more active in tourism, for which 

many developing countries possess the attractions of antiquity, climate 

and geography (pages 15-16). 

The provision of technical assistance to member countries has con-

tinued to be an integral part of the Bank's operations. This aspect 

of its work in fact, has become more pronounced in recent years, partly 

reflecting the drive to help agriculture and the organization of sub­

stantial technical assistance programs for Indonesia and Pakistan 

(pages 16-18). 

Endeavors to foster coordination among donors of development assis­

tance have remained an important element of the Bank's work (pages 18-20). 

Meetings were organized during the year of the Aid Consortia for India 

and Pakistan, the Consultative Group for Korea, and of the group of 

countries interested in aid to Ceylon. The Bank participated in 

meetings of the Inter-Governmental Group for Indonesia sponsored by 

the Dutch Government. 

As Chairman of the India Consortium the Bank undertook to explore 

the possibility of easing the situation created by the fact that in past 
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years India had incurred large amounts of debt on terms that were in-

appropriate to the country's economic position. A rescheduling of 

India's debts to members of the Consortium was arranged. 

The Pakistan Consortium provided the framework within which the 

successful negotiations for the financing of the huge Tarbela project 

in the Indus Basin were carried forward. The Report contains a 

review of the progress of the Indus Basin Development Program 

(pages 20-22). 

As already announced (on August 14), net income of the Bank in 

1967/68 amounted to $169.1 million, before providing for a loss of 

$23.2 million arising from currency devaluations, compared with 

$170 million in 1966/67. The Executive Directors have recommended to 

the Board of Governors, for action at its forthcoming Annual Meeting in 

Washington beginning Sept ember 30, that $75 million of the past year's 

net income should be transferred to IDA as a grant (pages 24-25). 
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TO: Mr. Robert S. Me amara DATE: s pt b r 26 1968 

FROM: Irvin S . Friedman and Sir Denis Rickett 

suBJECT: IDA ..... Unilatere.l Contrib~tiona 

' . 

You sked us to e sugg stion about how unilater 1 contribution 
to IDA ght be secured fro c rt in eountri s to t the probl - rai ed 
b the delay on the part of th u.s. Con r ss in -gr .. ein to th 6 con 
Repl nishrnent. 

2 . We attach a me orandum hieh h s be n pr par 
cussions which e hav had with th Gen r 1 Cotmsel 
their De a.rtments. The -emora.ndum seta out in so 
b which the n· gotiations sh u.ld be i ed e.nd th 
necessary to brin the arrangements into ffecto 

3. In essenc • how ver , we beli v-e that the probl 
Its main features r as follmrs: 

ia r ti lY s pl • 

(i) Th re ar lr dy •ndications that certain countries will b 
illing to ak.e unilat ral contribution in a.d'\Ta.nc ot th Seeond Repl ish• 

ment. The only condition so ar me tioned i the obvio one that ch 
contri utions shottld be regar e as di chargin th _ir li hil1ty ~ro tanto 
under the S cond R p~ nis nt as nd when it b comes tfective . 

(ii) Our immediate need is for additional commit ent ut ority . Cr dit 
entered into under this uthority will, of coura • le d o disburse nt and. 
in the case of credit to India, to relativ ly r pid disburse ents. Th 
existing cash resour~e o IDAt how ver , amount to over 4oo illion. Th s 
cash resources are ther to meet slow disbursing IDA cr its and ill b ostly 
unused for years to come. If 1e can use th s to finane disbur menta arising 
fro un11at~ral eontributiona, the caleulat1ons in th Ann x to the orand 
show that there 'fill b no ne d to call upon th cash commi tt d under those con­
tributions until Noveb r 1969. 

4o There is, howe er , a possible obstacle to th us of our avail bl 
namelY . the attitude of the Unite tate of th fund alre con-
tribute to IDA to ~i c disburse ents ari in tro adv c contributio to 
th S cond Repl nishm nt . We hope th t the United st ·tes vill not r i any 
di ~ fieulty about the use or th s funds but w shall fe 1 bound to co ult th 
sin~e drawings on existing resource will not be ubjeet to he b 1 e of 
payments safeguards which , at their insistence, v :r itt n into th S eon 
Repl nishment r e ent. Th y · oint to the inere ed hort-run i pact on 
the u.s. balane of payments it xi tins IDA re ourc r d to fin dis-
bur ement arisin fro credit commit ents nt r into as res lt of 
contributions ma by c rte.in (X)untries to th Second R - 1 ni to Hov er • 

t el that ther i ood cban-o · of convinoin th u.s. not to r ia 
obj ctions. 
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The delay which has already occurred in the approval of the IDA 

bill by the U. S. Congress and the lack of any indication that early approval 

is likely have prompted the Governments of Canada, the United Kingdom and 

other countries to consider interim arrangements which would permit IDA to 

continue operating on a relatively substantial scale . The following para-

graphs examine the possibility of working out such arrangements . 

2. The most urgent problem that these arrangements would have t o 

solve is the present inadequacy, in relation to needs, of the commitment 

authority of the Association. On the basis of arrangements in effect on ( ' 6\..., C{( 

September 24, 1968 IDA commitment authority is only $_ million. other lM.-~o{v,.j' 

essential aspects of the interim arrangements that should be considered are : ~~~ 

the timing and the form of the payment to IDA of the committed amounts; and 

the disbursement of the monies so provided. Although these two aspects r aise 

a number of problems their solution is facilitated by the availability of funds 
1/ 

deriving from the First Replenishment and from other sources and because of 

the discretion which the management can exercise as to the timing , volume and 

type of credits granted (slow-disbursement or quick-disbursement type), in 

using the authority which would be received under the interim arrangements . 

J . Two basic, and in some ways conflicting, considerations would guide 

the framing of these arrangements . On the one hand they ought to have a 

1/ See Annex 
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-distinct "interim" nature in the sense that their coming into being and their 

implementation should not only assume, but also not prejudice, the enactment 

of the Second Replenishment. This has a bearing on the number and importance 

of the participating countries, the amounts involved, and the procedural and 

publicity aspects. On the other hand, the possibility ought to be borne in 

mind that the Second Replenishment might never be enacted, and for this reason 

the arrangements should be framed in such a way as to be able to live a life 

of their own. 

4. Against this background we have to consider in particular what amend-

ments, if any, need to be introduced in the operating features of the Second 

Replenishment Resolution and more particularly of the Procedural Memorandum, 

and how easy it would be to secure agreement to them. 

II. The Main Features of the steps Suggested 

5. The interim arrangements would have to be worked out rapidly, with a 

minimum of formalities and publicity, a minimum of technicalities in the written 

texts, and with a relatively small number of Part I countries. Subject to these 

conditions the aim would be to obtain the largest possible commitment authority, 

and also to make it possible for other P~t I countries to accede to these 

arrangements later, if the Second Replenishment were delayed for a considerable 

period. 

6. The main features of the proposal are outlined below: 

Countries. We have already had a firm offer from Canada as well 

as an approach from the United Kingdom; and other likely contributors are 

Denmark, Norway and Sweden. The possibility should be further explored of the 

participation of the Netherlands, even though this seems at present doubtful. 

From a practical point of view it would seem necessary to seek the advice, 

however informal, at an early stage of the U.S. Government as to whether, 

because of these arrangements or any attendant publicity about their possibility, 
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·there would be a risk that the U.S. Congress would delay indefinitely the 

approval of, reject or reduce the amount of, the IDA bill. Further soundings 

could also be taken of some other major contributors such as Germany, Japan 

and Italy both as to what they might be prepared to do and their reactions to 

unilateral action taken by others. 

7. Timing. Should the discussions with Canada, the United Kingdom and 

the Scandinavians develop favorably the aim would be to reach an understanding 

with as many countries as possible at least on the substance of the arrange-

ments by the end of the week of the Annual Meeting. No action by one country 

would be held up for others, if at all possible. 

8. .Amounts. As indicated earlier vJhat matters most in the immediate 

future is the amount of the commitment authority to be received by IDA under 

the arrangements. The timing of the payment of the notes and the encashment 

of them would be less important. 

9. The aim would be to obtain from the five countries commitment authority 

for the full amount of their three year contributions (including supplementary 

contributions) which add up to $285.36 million. There are indications, however, 

to the effeRt that~ United ~~dom mq~ wish to give commitment authority only 
tQ.. A.)..._ ~ ~tvJ -b ~~ p~ \ 

for~ ~sn ceut of it t,pree year co~~i~u~~· In such a case the commitment 
uAx~~ JL·0 '! ~·4. 1.-o1) 

authority received by IDAtouid be{!2~ million. The Swedish Government might 

feel that they have already played their part by making a Special Supplementary 

contribution which is not conditional on the Second Replenishment becoming 

~ffective. 

10. Normally IDA would expect payments of notes in three annual instal-

ments in amounts equal to a third of the total, and the timing could be the 

same as that provided for in the Second Replenishment, (except for Norway's 
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supplementary contribution), namely in November of 1968, 1969 and 1970. IDA 

would, however, be prepared to accept payments at a faster rate either by 

shortening the time period or by making the first and second payments higher 

than the equal annual instalment . 

11. Normally the amount of the drawings (encashment of notes) would be 

determined on a £rO rata basis by taking the proportion of each country in 

the total constituted by their contributions plus whatever other funds I. 

~~~ 
(subscriptions, Bank's transfers, First Replenishment funds, etc . ) ~ v 
available to meet the commitments entered into under this new authority. 

< • 
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III. Relations with the Second Replenishment 

12. The unilateral contributions would be made with the intent 

of supplying IDA with commitment authority and funds if needed, for disburse-

·ment in advance of the effectiveness of the Second Replenishment. If the 

Second Replenishment never becomes effective these contributions would not be 

returned to the contributing members but would continue to be used by IDA. 

However, if the Second Replenishment does become effective, it would be con­

templated that these contributions would be treated as part of the contribu­

tions required under the Second Replenishment and the contributing countries 

will almost certainly require a clear assurance to this affect. The arrange­

ments for the unilateral contributions would, therefore, have to be consistent 

with those for the Second Replenishment. Because of the carefully elaborated 

arrangements as to the way in which Second Replenishment contributions may be 

drawn on by IDA, fitting these unilateral contributions into the Second 

Replenishment involves some difficult problems. 

13. The basic resolution providing for the Second Replenishment 

requires IDA to use the contributions in the manner set forth in an attached 

Procedural Memorandum. This basic resolution empowers the Executive Directors 

to modify the Procedural Memorandum, but such modifications cannot result in 

the acceleration of the draw down of a member's contribution without that 

member's consent. The Procedural Memorandum provides for the drawing of funds 

to meet "disbursement requirements on Second Replenishment Credits and to 

maintain an appropriate working balance". Second Replenishment Credits are 

defined as those entered into after the Second Replenishment becomes effective 
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and those credits deemed by IDA to have been made from the Swiss loan and 

from Bank transfers authorized after June 30, 1968. To the extent that the 

unilateral contributions are drawn on to cover disbursements under credits 

entered into prior to the effectiveness of the Second Replenishment they 

will not be available to meet disbursement requirements on Second Replenish-

ment Credits, and they cannot, therefore, be used· in the manner set forth 

in the Procedural Memorandum. 

14. There are two ways to solve this problem, each requiring a 

modification of the Procedural Memorandum. Because both of these approaches 

would result in accelerated drawings on the members which did not make uni-

lateral contributions, the consent of these members would have to be 

obtained.1./ 

15. First, the Procedural Memorandum could be modified by 

expanding the definition of Second Replenishment Credits to include credits 

deemed by IDA to be made from resources provided in anticipation of the 

Second Replenishment. Disbursements on these new credits until payment of 

the regular Second Replenishment contributions would be covered by ~ rata 

drawings on the unilateral contributions, and this procedure would be set out 

in the IDA resolutions accepting these contributions. Subsequent disburse-

ments on these new credits would be covered by drawings made on all members 

under the procedures set out in the Procedural Memorandum. The change in the 

definition of Second Replenishment Credits would mean that under paragraph 

II(b) of the Procedural Memorandum the United States contribution could be 

S'~W' LJ~;z ro g, 
1/ IfL~funds, such as Bank transfers, ~ available to IDA to meet dis-

bursements made on credits entered into on the basis the unilatera~e-:~ 
contributions and these unilateral contributions ~ there JJ 
drawn on, no change would be necessary in the Procedural 
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drawn upon, up to the amount of its ~ rata share of any drawing, to finance 

United States procurement under these credits. The change in this definition 

might also raise some questions about the Carry-Over provision which are dis-

cussed below. 

16. A second possibility would be to amend paragraph I of the 

Procedural Memorandum to permit Second Replenishment contributions to be 

drawn on to cover disbursements on credits entered into prior to the effective-

ness of the Second Replenishment. Since these new credits would not be 

included within the definition of Second Replenishment Credits, the United 

States contribution could not be drawn on under paragraph II(b) of the Pro-

cedural Memorandum to finance United States procurement under these credits. 

17. Under these alternatives, no further changes would be needed 

in the Procedural Memorandum unless countries making unilateral contributions 

wanted some relief from ~ rata drawings after the Second Replenishment became 

effective to the extent that their contributions had been drawn on before 

that date. This could be done by amending paragraph II of the Procedural 

Memorandum to provide either (i) that contributions of such countries be 

drawn upon ~ rata to that part of their contribution which was undisbursed 
--<"1 

at the time the Second Replenishment becomes effective or (ii) that such 

contributions not be drawn upon at all until contributions which had not been 

accelerated had been drawn upon in the same proportion. 

18. We would not make a final choice between these alternatives 

now but could explore in discussions with the countries concerned which course 

is likely to be more generally acceptable. 

Carry- Ovef g. Depending on the amount and nature of the credits granted 

under the commitment authority deriving from the unilateral contributions, 
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the disbursements against them could require funds faster than could be 

provided by drawings on these contributions. Funds for such disbursements 

will be available from initial subscriptions and first replenishment con-

tributions which have been assigned to slow disbursing credits. However, 

these resources are drawn on~ rata to each country's contribution, and 

this in the case of the United States would mean that its initial subscription 

and first replenishment contribution would be drawn upon for 40% of each draw-

ing regardless of the source of the procurement to be financed. The United . n, 
~ lL ~G (.(ft'J( .. 

States raised this problem in the Second Replenishment negotiations and~the 

Carry-Over provision in paragraph IV of the Procedural Memorandum, as 

explained in paragraph 13 of the covering report, limits the funds which can 

be used to finance disbursements on Second Replenishment Credits to those 

derived from transfers of Bank profits authorized before July 1, 1968 and not 

utilized, IDA profits and the 10% portion of subscriptions. ~e covering 

report provides that this limitation is to apply during the period between 

the effective date of the Second Replenishment and the date when the first 

instalment is paid •. paragraph -r :emo-randum 

proyi_d.es.-fBt:--·t-he-u~e-15£'- these · funds if it' 'proves necessary at· any time to 

m:et . ~isb_';rsemel!~ E! _on S.~c;ond ,Rep-1-enisbm-en.t Cr.gdj_ts. {!__f paragraph IV is read 

as a limitation on the use of other funds as a carry-over a~ if the defini­

tion of Second Replenishment Credits is amended to include those made before 

the effectiveness of the Second Replenishment, it may not be possible to 

"borrow" 90% funds and first replenishment contributions to cover disburse-

ments on the new credits. "!a any eaeE, at I augements Whi:elr v-otrid ErC"eel:et;ate_. 

th us--e- o-f· 90% fund's ·· and · £1-rs-t -rep-Ten· srunent contributions might be considered 

~ontrary,: to the spirit of the Second .ReJ:Pl:ceni:shment negntiations. · This, there-

fore, is a question which should be discussed at an early stage with the 
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U. S. Administration. 

~ . 
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ANNEX 

IDA Cash flows under interim financin 

The purpose of this note is to review the possible 
sources of cash for disburse t under the credits which 
may be extended on the basis of the proposed unilateral 
interim contributions. The calculations illustrate cash 
flows under two alternative levels of interim contributions, 
as follows: 

Level A 

(Unilateral interim contributions of $350 million) 

It is assumed that IDA receives new commitment authority 
through interim contributions of about $350 million (which 
together with about $130 million of presently unused commitment 
authority and about $310 million proposed to be switched from 
IDA to Bank lending, would cover the $790 million IDA lending 
program for fiscal 1968/69). Total IDA credit commitments in 
1968/69 might thus reach $480 million ($350 million plus $130 
million). Of this amount $250 million would be in quick­
disbursing credits to India. 

Disbursements can be projected roughly as follows, assuming 
that the quick-disbursing credits to India will disburse at 
$12.5 million per month beginning as of May 1, 1968. 

Table Al * 
Estimated Disbursements 

($ million) 

Through 
Oct. 1969 

Nov. 1969 to 
Oct. 1970 

From 
Nov. 1970 

1. On quick-disbursing 
credits 

2. On regular credits 
3. Total disbursements 

225 
25 

2SO 

25 
45 
70 

* This table does not take account of cash availabilities 
and credit to be extended after the effective date of 
the second replenishment. 

160 
160 

Total 

250 
230 
41JO 
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Possible sources of cash may be compared with disbursement 
needs as follows: 

Table A2 * Cash Availabilities CojEared to Needs 
($ million 

Through Through 
Oct. 1969 Oct. 1970 Total 

Cash availabilities 
(cumulative) 

1/ 
a) IBRD transfer, et7:- 100 115 
b) Unused carryover£ 150 .22. 

Sub-total 250 165 

c) Proposed inter~ 
contributions- 115 235 

Total 365 400 
4/ 

Cash needs (cumulative)- 250 320 

1( IBRD transfer recommended for Oct. 1968 and special 
supplementar.y contributions. Does not include 
allowance for any IBRD transfer in 1969 or 1970. 

130 

130 

350 

480 

480 

£1 This is that part of the carryover of the 90% portion 
of original subscriptions to IDA and of the contri­
butions to the first replenishment, (both of which are 
subject to the rule of pro rata drawings) which are 
not expected to be needed for disbursement under 
existing credits. 

l( Interim contributions are here assumed to be paid in 
three equal installments in November of 1968, 196' 
and 1970. 

!!.( From Table Al. 

* This table does not take account of cash availabilities 
and credit to be extended after the effective date of 
the second replenishment. 
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From the preceding table it appears that it may not 
be necessary to encash the interim contributions 
(of $350 million) before November 1969, if the carryover 
is used; and the converse is nearly true. After that 
date the interim contributions would probably have to be 
encashed, but it might not be necessary to use carryover. 
The prospective discussions with donors should help clarify · 
which are the more acceptable means of financing. 

Level B 

(Unilateral interim contributions of $200 million) 

It is here assumed that IDA receives new commitment 
authority of about $200 million, which is an estimate of 
what may become available at an early stage in the discuss­
ions on interim financing. Total IDA commitments in 1968/69 
would thus reach $330 million ($200 million plus $130 million). 
Of this amount $125 million would be in quick-disbursing 
credits to India. 

Table Bl 
* Estimated Disbursements 

($ million) 

Through Nov. 1969 to From 
Disbursements Oct. 1969 Oct. 1970 Nov. 1970 

1. On quick-disbursing 
credits 125 

2. On regular credits 25 40 140 
3. Total disbursements 150 -uo 'i1iO 

Table B2 
Cash Availabilities Co~ared to Needs* 

($ million) 

Through , Thr<i>Ugh 
Cash availabilities Oct. 1969 Oct. 1970 Total 

(cumulative) 1 a) IBRD transfer, etc .J 100 115 130 
b) Unused carryover~ 150 50 

Sub-total 250 165 130 

c) Proposed interJi 
contributionsl 65 135 200 

Total 315 300 330 
4/ 

Cash needs (cumulative)- 150 190 330 

l/, gj, 31 See notes 1/, 2/ and 3/ to Table A2. 
Li/ From -Table Bl - - -

Total 

125 
205 
330 

* This table does not take account of cash availabilities and credits 
to be extended after the effective date of the second replenishment. 



Annex Page 4 

From the preceding table it appears that it may not 
be necessary to encash the interim contributions (of $200 
million) before November 1969, if the carryover is used; 
and the converse is also true. In the ensuing year, 
carryover would nearly suffice, but some of the interim 
contributions would probably have to be encashed. 

J. Hulley 
September 25, 1968 
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INTERNATIONAL FINANCE CORPORATION 
i8.18 H STREET , N .W ., WASHINGTON D. C. 20433 TELEPHONE : EXECUTIVE 3-6360 

IFC News Release 
For Use in Morning Newspapers of 
Monday, September 23, 1968 

SUBJECT: IFC Annual Report 1968 

THE INTERNATIONAL FINANCE CORPORATION 
MAKES COMMITMENTS OF $51 MILLION IN 

FISCAL 1968, RAISING CUMULATIVE INVEST­
MENTS TO $272 MILLION. 

New commitments of $50.7 million during Fiscal 1968 raised total invest-

ments of the International Finance Corporation in private enterprises in its 

member countries to $271.8 million. 

The IFC made 14 development investments in 11 countries during the fiscal 

year ended June 30, 1968, including the biggest single commitment in its 

12-year history, a $20 million investment in a $60 million Mauritanian copper 

mine. 

First commitments were made by IFC in three countries in Fiscal 1968 --

Korea, Mauritania and Nicaragua. This spread IFC investments to 39 countries. 

Over half of the funds committed by the Corporation during the year went to 

Africa. The year's major investments circled the globe: two were in Africa, 

two in Asia and three in Latin America. Six of the year's smaller commitments 

(under $500,000) were in Latin America and one was in Africa.* This continued 

the geographic diversification of the previous year, when more than half of 

IFC's commitments went to Asia and the Middle East. 

* Attached summaries give brief descriptions of principal investments during 
Fiscal 1968 and list all commitments during the year. Detailed data on major 
investments is found in the section of the Annual Report, beginning on Page 17, 
"The Year's Principal Investments". Appendix C summarizes all IFC investments 
since 1956. 

(more) 
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The Corporation's investments during the fiscal year involved steel, steel 

forging, copper mining, cement, sugar, textiles, home furniture, tourism and 

industrial financing. 

IFC activity in Fiscal 1968 was described in the Corporation's Annual 

Report prepared for transmittal by Mr. Robert s. McNamara, President of the 

International Finance Corporation, to the Board of Governors at the Annual 

Meetings of the World Bank Group, beginning on September 30, 1968, in 

Washington, D.C. IFC is the affiliate of the World Bank that invests. without 

government guarantee, in private businesses in less developed member nations. 

Despite tight money and sharp world competition for investment capital 

during the past year, a greatly increased amount of the Corporation's committed 

funds were restored to it for re-use in new developmental investments through 

participation by private investors in IFC investments. In 42 transactions 

during Fiscal 1968 other investors associated themselves with new IFC commit-

ments by participating financially in these ventures in the amount of $8.7 

million and by making purchases totaling $2.8 million from IFC's portfolio 

of previous commitments. In addition, other investors bought $7.1 million 

of securities covered by IFC underNriting commitments. Sales of IFC commit-

ments during the year thus totaled $18.6 million, compared to $7.3 million 

the previous fiscal year. 

This, together with repayments amounting to $3.9 million and other means 

by which IFC recovers its funds, freed some $24 million of committed funds 

for use in new investments.* 

*More detail is available in the section of the Annual Report, beginning 
on Page 7, "Rising Association of Private Funds". 

(more) 
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IFC's Annual Report for Fiscal 1968 noted that the Corporation is respond-

ing to the growing size and complexity of development projects, and the need 

for more advanced technology in competitive industrial operations, by offering 

itself as the focal point of increasingly large and diverse investment groups. 

Three investment groups in which IFC participated in Fiscal 1968 were examples: 

-- In addition to IFC's one-third commitment to the financing of the 

Mauritanian copper mining project, Somima, funds were provided by British 

mining interests, French business, financial and government organizat~ons, 

the Government of Mauritania, and the European Investment Bank. Handelsfinanz 

A.G., of the Banca Commerciale Italiana Group, and Kuwait Foreign Trading 

Contracting and Investment Company participated in IFC's commitment at the 

time the investment agreement was signed. The Somima venture is unusual in 

that it will utilize a newly developed process called TORCO -- proven by trial 

operations in Zambia and in a pilot plant in Milan, Italy -- to process the 

refractory copper oxide part of the ore deposit. 

Fabritex, a new textile mill project in Nicaragua, had similarly 

diverse sponsorship, consisting of public and private, industrial and financial, 

and national, international and intergovernmental investors. In this project 

IFC for the first time joined the Central American Bank for Economic Integra­

tion (CABEI) in a financing group. In this investment, also for the first 

time, a Latin American firm -- Fabricate of Colombia -- was the industrial 

sponsor in an IFC project in Central America. Bamerical International 

Financial Corporation, investment affiliate of Bank of America, Bank of 

London and Montreal Limited, and Philadelphia International Investment Cor­

poration participated in IFC's investment. 

(more) 
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-- In the investment group financing the Korea Development Finance Cor-

poration, IFC joined with the World Bank, the u.s. Agency for International 

Development, the Korean Government and nearly all of Korea's major industrial 

enterprises, commercial banks an~ insurance companies to help set up Korea's 

first private institution for long term industrial investment. IFC brought 

into the venture nine private foreign banks including four u.s., three European 

and two Japanese banks. 

Other highlights of IFC's Fiscal 1968 Report included: 

• A rise in the average size of principal commitments (those over $500,000) 

to $7.1 million, from $5.4 million the previous fiscal year . 

. An increase in the average annual return, over their present life, on 

all investments held in portfolio to 7.61 per cent as of June 30, 1968 com-

pared with 7.41 per cent at the end of the previous fiscal year. IFC's port-

folio of investments effective as of June 30, 1968 stood at $157.8 million, 

compared to $107.9 million a year earlier. The portfolio was 34 per cent in 

equity and 66 per cent in loans . 

. Net income of $6.2 million, which was credited to reserve against 

losses.* 

. The largest IFC underwriting commitment to date, guaranteeing the sale 

of half of a $14 million issue of new shares by Campania Fundidora de Fierro 

y Acero de Monterrey, S.A., Mexico . 

. Participation in the financing, in Malaysia, of an integrated steel 

plant with production scaled to the needs of a relatively small market, making 

use of local basic materials including charcoal made from over-age rubber trees. 

* A description of IFC's portfolio, and _the Corporation's financial record, 
including profit and loss on investments, is found in the Annual Report 

~ : beginning on Page 13. Further detail is provided in Appendices A and B. 

(more) 
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• Addition of Indonesia, Mauritania and Viet-Nam to IFC membership, 

bringing it to 86 nations and raising paid-in share capital to $101,.368,000 

as of June 30, 1968. (Since that date Singapore, Uruguay and Yugoslavia have 

joined, bringing membership to 89 nations and share capital to $102,291,000.) 

The Annual Report points out that since the Corporation's establishment, 

81 investors have invested in IFC transactions on 203 occasions, 21 such 

investments coming from the Middle East, 66 from Europe, 92 from North America, 

4 from Latin America, 11 from the Caribbean, 7 from international investment 

institutions and 2 from Hong Kong. 

Besides financial association of other investors in IFC's commitments in 

Fiscal 1968, five industrial companies became principal technical sponsors, 

as well as financial backers on their own account. They in turn were associ­

ated with eight other industrial and financial sponsors. 

In addition to participants and sponsors, the Report states, more than 

25 public and private financial institutions provided a further important 

source of funds to projects assisted by IFC in Fiscal 1968, making their own 

separate commitments of approximately $68 million in these projects. 



IFC Investments in Brief-Fiscal 1968 
During Fiscal1968, the Corporation made seven principal commitments. These 

were: 

Ethiopia: 
A loan, equity and underwriting commitment of $9 million in H.V.A.-Metahara, 

Share Company, a new concern establishing a $22.5 million sugar plantation and 
mill in Ethiopia to meet domestic needs. 

Korea: 
An equity commitment of $702,043 in the Korea Development Finance Corpo­

ration, in conjunction with a $5 million equivalent loan from the World Bank and 
commitments of almost $17 million by domestic and foreign, private and public 
investors, to establish Korea's first private industrial investment institution and 
help sustain the nation's rapid economic growth. 

Malaysia: 
A loan and equity commitment of $3.5 million in Malayawata Steel, Berhad, a 

new $26.9 million integrated steel plant, to be the first major iron and steel pro­
ducing unit in Malaysia and the nation's largest single industrial enterprise. 

Mauritania: 
A $20 million loan and share capital commitment-the Corporation's largest 

to date-in Societe Miniere de Mauritanie (Somima), a $60 million project to 
develop Mauritania's Akjoujt copper deposits. 

Mexico: 
An underwriting commitment of $7 million of a $14 million share offering to 

stockholders of Compania Fundidora de Fierro y Acero de Monterrey, S.A. 
(Fundidora), and, as a shareholder, a subscription to $318,886 in shares as _part of 
financing for the continued long-term expansion program of Mexico's largest 
investor-owned steel producing company. 

Nicaragua: 
A loan and equity commitment of $2.1 million-IFC's first commitment in 

Nicaragua, its biggest in Central America and its first in · conjunction with the 
Central American Common Market's financial institution, the Banco Centro­
americano de Integraci6n Econ6mica-as part of the financing of Textiles Fabri­
cato de Nicaragua, S.A. (Fabritex), a new $9.2 million textile mill in Managua. 

Venezuela: 
A loan of $7.5 million, with a stock option to C.A. Venezolana de Desarrollo 

(Sociedad Financiera), known as Cavendes. This was IFC's second commitment 
to this development bank. The first was an equity investment of $1.3 million 
in 1963. The loan was .made to cover foreign exchange costs of projects financed 
by the Venezuelan company. 



Commitments Fiscall968 

Brazil 
Acos Villares, S.A . ........... .. . . ........ ................ . 
(Steel) 

Colombia 
Companfa Colombiana de Tejidos, S.A .. .... ....... . . ..... . 
(Textiles) 

Forjas de Colombia, S.A . . ............... . ... ..... ..... . .. . 
(Steel forging) 

Morfeo-Productos para el Hogar, S.A . ... · .................. . 
(Home furniture) 

Ethiopia 
H.V .A.-Metahara, S.C. 
(Sugar) 
Standby Commitment .. . . ............................. . . . 
Investment ...... ...... ... .............................. . 

Kenya 
Kenya Hotel Properties, Ltd .... . .... .. ...... .............. . 
(Tourism development) 

Korea 
Korea Development Finance Corporation .... .. .. . ........ . . 
(Industrial financing) 

Malaysia 
Malayawata Steel, Berhad . .. . ............. . .......... ..... . 
(Steel) 

Mauritania 
Societe Miniere de Mauritanie . ... . ........................ . 
(Copper mining and treatment) 

Mexico 
Companfa Fundidora de Fierro y Acero de Monterrey, S.A. 
(Steel) 
Underwriting Commitment ... . ......... .... ... . ... .... .. . 
Investment ..................... ................. ...... . . 

Nicaragua 
Textiles Fabricate de Nicaragua, S.A . . .... . ..... . ......... . 
(Textiles) 

Peru 
Cemento Andino, S.A ... ..... ......... . .................. . 
(Cement) 

Venezuela 
C.A. Venezolana de Desarrollo (Sociedad Financiera) ...... . 
(Industrial financing) 

TOTALS ............................................... . 

Loan Equity Total 

$ $ 55,454 $ 55,45{1 

22,618 22,618 

169,292 169,292 

5,950 5,950 

2,000,000 2,000,000 
5,520,000 1 ,516,025 7,036,025 

280,000 280,000 

702,043 702,043 

2,451,000 1 ,011 ,722 3,462,722 

18,800,000 1,206,515 20,006,515 

7,020,000 7,020,000 
318,886 318,886 

1,000,000 1,071,428 2,071,428 

61,500 61,500 

7,500,000 7,500,000 

$35,612,500 $15,099,933 $50,712,433 
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. 
FoRM No. 57 INTERNA'TIONAL DEVELOPMENT I INTERNATIONAL SAN K FOR 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I INTERNATIONAL FINANCE 
CORPORATION 

OFFICE M OA M 
TO: Mr. Robert So McNamara DATE: August 6 1968 

FROM: Irving So Friedman 

SUBJECT: Possible Switches from · IDA to Bank ·Financing· during 1969 

Messrso Chadenet, Cope and myself examined the proposed IDA credits 
in the 1969 program with a view to deciding which of these credits ffi:ight 
be switched to Bank financing. This is only a preliminary fi.nding as both 
Messrs o Chadenet and Cope may have further views, but I wis.hed to submit a 
progress report before I left tonight. 

He used the figures in the Five-Year Program. The figures for India­
Pakistan have since been revised upwards, but I believe the orders of 
magnitude are not likely to · change s.ignificantly·o He assumed that IDA 
fina:r .. cing would materialize eventually, say by the summer of 1970 and that 
it would be possible in the future, when thought desirable, to change the 
"blend" of Bank/IDA financing to offset poss.ible actions taken during 1969 o 

We went on the basis of four fundamental criteria: 

1. Creditworthiness we assumed that there should be no switches 
for those countries in which the entire five-year pr.ogram was to be 
IDA financed. 

2. The switching was more acceptable where possible offsetting changes 
in blending in the future were evident from examination of the five­
year program • 

. 3. In most cases the switching to the Bank was influenced by the 
projects involved. For example, there are no cases of switches in 
educational credits and relatively few in agriculture. 

4. Bank loans could have ten-year grace periods and thirty year 
maturityo 

Attached hereto is a table indicating the possible switches by country, 
amounts, and type of project involved. It comes to a total of about $285 
million possible switching from Bank to IDAo ·In the case of India and Pakistan 
we made rather arbitrary assumptionso In the case of India this meant that all 
project financing indicated in the Five-Year Plan as .against industrial import 
financing, would be switched to the Banko 

If ~his amount of switching were adeQuate it could be defended on fairly 
rational economic and technical grounds o If it were felt not to be eno.ugh it 
would be possible to go over the list of :programs and financi.ng again. 



Mr: Robert S. McNamara - 2 - August 6, 1968 

The attached table is not intended to reflect a ch~nge in the 
Baru~'s view of the creditworthiness of the country involved, but rather 
a means of overcoming the emergency problem which may arise with the 
further delay in the IDA replenishment. 

The attached list does not include the backlog of $169 million 
of IDA credit approved in fiscal 1968 . These would also require finan­
cing . Perhaps these credits may be first charges on Bank transfer for 
1968 and fiscal 1969, particularly if a higher percentage of Bank transfer 
in fiscal 1969 is made in light of the 1967 $10 million transfer, and the 
1969 transfer is put on a pay as-you-go basis, as you have suggested. 

cc: Messrs. Knapp 
Chadenet 
Cope 



· Possihle IDA ·switches .. to·Bank 

• ' •• • • • ' . 0 ' . . ... . . . . . . . . . . . . ' • 0 ••••••• ' 

IDA total -· in Poss.ib.le switch 
COUNTRY original .to Bank 

. ' .. . . . . . . . . . . . . . . 
' 5..:.y:r~ 'Plan · · (savings · for · IDA) · 

INDIA I $'200 $100 (all projects) 

PAKISTAN 63 34 (transportation & communicatiOJ 

GHANA .13 / 5 (electric power) 
: 

KE1TYA .15 15 (transportation) 

TANZANIA 24 17 (transportation) 

UGANDA 16 7 (electric power) 

CEYLON .12 8 (transportation) 

KOREA 30 24 (transportat~on & agriculture) 

NEW GUINEA 6 '6 (agriculture) 

TURKEY 20 20 (electric power, trans porta tim 
.Agric (?) 

MOROCCO 10 10 (agriculture) 

SUDAN 20 10 (agriculture) 

SYRIA 10 10 (agriculture) 

TUNISIA .15 15 (water supply) 

PARAGUAY 7 4 (agriculture) 
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FOR IMMEDIATE RELEASE 

rNTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPtv1ENT 

1818 H STREET , N .W . , WASHINGTON D. C . 20433 TELEPHONE : EXECUTIVE 3-6360 

Bank Press Release No. 68/51 
September 18, 1968 

Subject: $64.5 million loan to Guinea 

The development of high-grade bauxite near Boke in northwest Guinea, one of 

the richest deposits in the world, will go forward as a result of agreements which 

have been signed in Washington by the World Bank, the Government of Guinea, the 

U.S. Agency for International Development and Halco (Mining) Inc., a corporation 

owned by seven of the world's leading aluminum producers. 

The Boke project will make an ~portant contribution to the economic develop-

ment of Guinea. lt will create employment, generate foreign exchange earnings, in-

crease the Government's tax revenues, and advance the technological skills and ad-

ministrative experience of Guinean nationals. 

The Boke project consists of two interrelated elements: the construction of 

an 85-mile railway fr~m the mine site at Sangaredi in the Boke area to the coast 

which will be used principally for the transport of bauxite, together with the 

construction of the port and township of Kamsar; and the construction of mining 

installations and a township at Sangaredi, together with related facilities. 

The World Bank loan amounting to $64.5 million -- one of the largest it has 

ever made to an African country -- will finance the foreign exchange costs of the 

railway, the port and township of Kamsar. The railway and port will be able to 

handle up to about 8 million tons of bauxite annually. The loan will also refund 

a $1.7 million Bank loan made in March 1966 for an engineering study of the railway 

and port. The local currency costs of the railway, port and township will be 

covered by a loan, equivalent to about $21 million in Guinea francs from the U.S. 

Agency for International Development which will use local counterpart funds de-

~ rived from sales of agricultural products under the PL 480 program. 

/more 
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The bauxite mine will be constructed and operated by Compagnie des Bauxites 

de Guinee (CBG), owned jointly by the Guinea Government (49%) and Halco (Mining) 

Inc. (51%). Halco is in turn owned by Alcan Aluminium Limited, Aluminum Company 

of America, Harvey Aluminum (Incorporated), Compagnie Pechiney, Ugine Kuhlmann, 

Vereinigte Aluminium-Werke AG and Montecatini Edison S.p.A. CBG's investment is 

expected to be equivalent to about $100 million. It will cover the cost of the 

mine and township at Sangaredi, certain handling, processing and storage facili-

ties and part of the township at Kamsar, and ore-carrying trains. CBG will oper-

ate its own bauxite trains on the Government-owned railway. The aluminum companies 

have entered into contracts with CBG for the purchase of bauxite, initially 4.7 

million tons a year, and 5.1 million tons a year from the 6th year of operation. 

CBG expects to sell some 1.5 million additional tons in the future. 

The Bank loan was made to the Republic of Guinea for a period of 24 years, 

including a five-year grace period, with interest at 6-1/2%. Special arrange-

ments have been made for servicing the Bank loan. CBG will make payments to a 

Trustee bank in the United States in the currencies required to service the loan, 

and the amount of these payments will be credited against the taxes payable by 

CBG to Guinea. In the event CBG or Halco does not make the payments, the Trustee 

can call upon the aluminum companies that are the owners of Halco to make the re-

quired payments in proportion to their stockholding in Halco. 

The Government will receive 65% of the net taxable profits of CBG and it is 

in effect from these revenues that the World Bank loan will be serviced. The net 

increase in income to the Government after debt service is expected to be substan­
~ 

tial. The country's foreign exchange earnings will be even higher because of the 

use of foreign exchange generated by bauxite sales to pay local wages and salaries 

and other costs. 

/more 
( 
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Construction of the railway, port and Kamsar township is the responsibility 
of a Government agency, Office d'Amenagement de Boke (OFAB), which will be assisted 
by engineering consultants. Haleo will designate personnel ·to assist OFAB in 
running the railway and port and to train Guinean employees. OFAB will recover 
from CBG all operation and maintenance costs incurred in providing the railroad, 
township and loading jetty and wharf for the transport and loading of bauxite. 
Cost of operating and maintaining the harbor facilities will be recovered from 
port users. 

Detailed design work for the railway, port and township has been completed, 
and prequalification procedures for screening prospective contractors are well 
advanced. Procurement for all contracts financed in whole or in part out of the 
proceeds of the Bank loan will be subject to international competitive bidding. 
To insure maximum economy, OFAB and CBG will where possible combine contracts 
for identical or similar facilities and will employ the same consulting engineers. 

To ensure proper coordination and completion of the construction of the whole 
project, the Government and Halco have agreed to set up a Construction Coordina­
tion Committee. This Committee will recommend the approval of contracts, certify 
applications for withdrawals o~ loan funds, coordinate the work of the consulting 
engineers, ensure progress of the works and maintain direct liaison with the Bank. 
The costs of the Committee and of the consulting engineers will be met by OFAB and 
CBG. 

- 0 -



INTERNATIONAL 
.MONETARY 
FUND 

For Release 
September 16, 1968 

INTERNATIONAL BANK 
FOR RECONSTRUCTION 
AND DEVELOPMENT 

INTERNATIONAL 
FINANCE 
CORPORATION 

~(.. I 
INTERNATIONAL 
DEVELOPMENT 
ASSOCIATION 

FOR THE PRESS 

The 1968 Annual Meetings of the Boards of Governors of the International 

Monetary Fund, the International Bank for Reconstruction and Development, the 

International Finance Corporation (IFC) and the International Development Asso-

ciation (IDA) will be held at the Sheraton Park Hotel in Washington, D.C. from 

September 30 through October 4, 1968. 

The Honorable U. B. Wanninayake, Minister of Finance of Ceylon, is Chairman 

of the Boards of Governors and will preside at the meetings. 

The Boards of Governors will assemble in Sheraton Hall for the opening cere-

monies at 10:00 a.m. on September 30. On that morning they will be addressed by 

the Chairman, by Mr. Pierre-Paul Schweitzer, Managing Director of the Internationd 

Monetary Fund, and by Mr. Robert S. McNamara, President of the Bank, IFC and IDA. 

On Tuesday, October 1, at 9:30a.m., the Governors will begin their annual 

discussion of the organizations• activities in Joint Session. The Governors of 

the Fund will continue their discussion on Wednesday, October 2, and will hold 

their regular biennial election of Executive Directors. The Governors of the 

Bank, IFC and IDA will continue their discussion on Thursday, October 3 and will 

elect their Executive Directors. On Thursday afternoon, the Joint Boards will 

reconvene for the conclusion of the annual discussions after which there will be 

a meeting of the Joint Procedures Committee. 

The Boards of Governors will convene for the closing session at 9:30 a.m. 

Friday, October 4. The Governors will consider the reports of the Joint Pro-

cedures Committee, and will hear comments by Mr. Schweitzer and Mr. McNamara 

and the concluding remarks of the Chairman. 

Biography of Chairman attached. 
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The Honorable Ukku Banda Wanninayake 
Minister of Finance, Ceylon 

Chairman for 1968 of the Boards of Governors of 
the I nternational Monetary Fund and the World Bank 

and its Affiliates 

Mr . Wanninayake was born November 23, 1908 in Balalla, Kurunegala 

District, Ceylon. He was educated at St. Thomas' College, Mount Lavinia, 

Ceylon , and was Principal of Maliyadeva College, Kurunegala from 1930 to 

1949. 

His political career began in 1943 when he was elected to the State 

Council . In 1949 he was elected Senator and was Parliamentary Secretary 

to the Minister of Finance from 1954 to 1956. In 1960 he was elected to 

Parliament and upon his re-election in 1965 he was appointed Minister of 

Finance of Ceylon. 

He has been Gove~or for Ceylon in the International Monetary Fund 

and the World Bank and its affiliates since 1965. 

He was a delegate to the International Co-operative Conference held 

in Denmark i n 1953, and led the Ceylon Delegation to the Commonwealth 

Finance Minis ters' Conferences in 1965, 1966 and 1967. 

Mr . Wanninayake is married and has five sons and three daughters. 



FOR IMMEDIATE RELEASE 

I"NTERNATIC)NAL BANK FOR 

RECONSTRUCTION AND DEVELOPtv1ENT 

1818 H STREET , N .W . , WASHINGTON D . C . 20433 TELEPHONE : EXECUTIVE 3-6360 

Bank Press Release No. 68/48 
September 11, 1968 

Subject: $8 million loans to Malaysia 
for telecommunications and 
water supply 

The World Bank has approved two loans totaling $8 million to Malaysia; one 

to impr~ve its domestic and international telecommunications system and the -other 

to increase by about one-third the water supply in Kuala Lumpur, the main center 

of population, commerce and industry in the Malay Peninsula. 

The loans will be made to the Government of Malaysia. Both will be for a 

term of 20 years and bear interest at the annual rate of 6-1/2%. Including these 

loans, the Bank will have lent a total of $202.5 million to Malaysia. Earlier 

loans assisted in financing the expansion of electric power, irrigation and 

industry and a land settlement scheme. 

$4.4 Million Loan for Telecommunications 

This loan will help the Malaysian Government in its program to improve and 

expand Malaysia's public telecommunication services between 1968 and 1970 under 

the First Malaysia Plan (1966-70}. Telecommunications in Malaysia are operated 

by the Telecommunications Department (TDM) of the Ministry of Works, Posts and 

Telecommunications. TDM will carry out the works under the program whose total 

cost during the 1968-70 period is estimated at $49.0 million equivalent. The 

foreign exchange component is estimated at $25.0 million. Apart from the Bank's 

loan, the Malaysian Government has obtained $13.3 million equivalent from members 

of the Malaysian Consultative Group, among them Australia, Canada, Germany, Italy, 

Japan, and the United Kingdom, and from Sweden. For the completion of the project, 

further bilateral loans of about $3.2 million are expected to be obtained in 1969 

and 1970. The remainder of the foreign exchange cost will be provided from TDM's 

own operations. 
/more 
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Although communication systems have been steadily expanded and modernized in 
recent years, the growth of demand for telecommunication services in Malaysia has 
been more rapid than the growth of facilities and of available services. In parti­
cular, the number of waiting applications for telephones has more than doubled 
during the period 1962 to 1967, although the growth rate in a number of telephones 
throughout Malaysia averaged 9.2% per year over the same period. The backlog of 
unsatisfied demand is now almost the equivalent of two years installation at the 
1967 rate. Annual demand for new direct exchange lines was estimated at about 11% 
of the total installed telephones and the proposed installations are planned to 
meet this essential demand. 

There is also heavy traffic on long-distance systems. Recent improvements 
such as the introduction of subscriber trunk dialing on high quality circuits 
have led to a high growth of demand. The result has been congestion of the trunk 
system, which requires urgent extension. In addition, services need to be further 
improved and extended to certain interior areas of the country, especially in 
Sabah and Sarawak. 

The Bank's $4.4 million loan will contribute to the Malaysian Government's 
plans for the expansion of the telecommunications system between 1968 and 1970. 
The proceeds of the loan will principally cover equipment for local and long­
distance networks and telex equipment. 

Five financial institutions have agreed to participate in the loan to the 
extent of $310,000, representing its first three maturities. The participants 
will be Girard Trust Bank, Philadelphia; Bank of America, New York; The First 
Pennsylvania Banking and Trust Company, Philadelphia; The Bank of Tokyo Trust 
Company, Ne~ York; The United California Bank, Los Angeles. 

$3.6 Million Loan for Kuala Lumpur Water Supply 

Kuala Lumpur is the capital of Selangor State as well as the Federal Capital 
of Malaysia. The water supply system of Kuala Lumpur is owned, operated and main­
tained by the Selangor State Government. The Government of Malaysia will there­
fore relend the proceeds of the loan to the Selangor State Government and the 
project will be carried out and operated by the Water Supply Division of the 
State's Public Works Department. 

The area to be served by the water supply project has considerable economic 
significance to the country. The project now being undertaken will increase the 
existing water supply by 14 million imperial gallons a day. The total cost of 
the project is estimated at $7.7 million equivalent. The Bank's $3.6 million 
loan will cover the foreign exchange component. 

~ 

The project comprises the first stage of a long-range program to use the 
Langat River as a major source of water supply for the Kuala Lumpur area. It in­
cludes intake works on the river, raw water pumping station, and pumps and a raw 
water pumping main to a new treatment plant where the water will be filtered and 
chlorinated. Provision is also made for transmission mains from the treatment 
plant to the Kuala Lumpur area, terminal storage reservoirs, and additional dis­
tribution mains needed to strengthen the existing distribution system and to extend 
the areas of supply. 

The Bank of America, New York, has agreed t6 participate in the loan to the 
extent of $60,000, representing the first maturity of the loan. 
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FOR IMMEDIATE RELEASE 

INTERNATIONAL BANK FOR 

RE-CONSTRUCTION AND DEVELOPfV1ENT 

1818 H STREET , N .W ., WASHINGTON D . C. 20433 TELEPHONE : EXECUTIVE 3-6360 

Bank Press Release No. 68/49 
September 11, 1968 

Subject: $11.6 million loan to Chile for 
Second Highway Maintenan~e 
Project 

The World Bank has approved a loan equivalent to $11.6 million for a second 

highway maintenance project in Chile. This loan will assist in the financing of 

the Chilean Government's four-year highway maintenance program, including the ac-

quisition of maintenance, workshop and other equipment, and of consulting and ad-

visory services. With the foregoing assistance, total loans and credits to Chile 

from the World Bank and the International Development Association (IDA), an affil-

iate of the World Bank, will now amount to $232.4 million. 

The new loan is part of a comprehensive effort by the Bank to help the trans-

portation sector of Chile. The Bank Group had initially assisted in financing the 

development of the country's transportation system in 1961, ~hen a Bank loan of 

$6 million for a highway maintenance program and an IDA credit of $19 million for 

highway construction were made. In 1965, the Bank made a technical assistance 

grant of $210,000 to Chile for the preparation of a coordinated highway program and 

highway feasibility studies. The Bank is presently acting as executing agency for 

a United Nations Development Programme technical assistance grant of $911,000 for 

studies to improve the organization and operations of the Chilean State Railways. 

A small but important part of the new Bank loan will be for advisory services 

to the Ministry of Public Works and Transport on transport coordination and invest-

ment planning. For this purpose, the Ministry will engage an expert to provide ad-

vice and recommendations on establishing an effective transportation planning 

office and on improving policies and planning for all forms of transport. The ex-

pert will also define the scope of a transport survey, with particular emphasis on 

/more 
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those areas where additional detailed studies are required, including the prepara-

tion of a five-year investment plan for Chile's transport sector. 

The other consulting services to be financed under the new loan will be for 

continued supervision of road construction and for preparation of a new highway 

construction program. 

The harmonious development of the transport sector is of particular importance 
in Chile because of the country's geography and the costly infrastructure required 
to serve distant areas. Chile extends about 2,600 miles from north to south, along 
the western seaboard of Latin America. Its greatest width from east to west, on the 
other hand, is only about 180 miles. Economic activity is largely concentrated in 
the fertile central end southern regions, but there are important extractive indus­
tries, consisting of rich nitrate fields and copper deposits, in the north. Road 
transport plays a major role in Chile's transportation system, together with coastal 
shipping and railways. Air traffic and pipeline transport, although of less import­
ance, have been growing rapidly in recent years. The northern and southern extremes 
of the country are linked by the 2,000-mile Longitudinal Highway, which forms part 
of the Pan-American Highway. In addition, Chile has 34,425 miles of transversal 
roads. 

An important factor in the economics of road transport is the reduction of 
vehicle operating costs resulting from wear and tear. This can be significantly 
helped by adequate highway maintenance, which is the responsibility of the Highway 
Department of Chile's Ministry of Public Works and Transport. The capital expendi­
tures of the Department's new four-year maintenance program will amount to about 
$17 million equivalent; the World Bank loan will cover most of the foreign ex­
change requirements connected therewith. The Chilean Government will meet the 
rest of the capital expenditures, as well as about $130 million equivalent of 
recurrent local expenditures required for the execution of the program. 

The loan will be made to the Republic of Chile. It will bear interest at 
6-1/2% and will be for a term of 20 years, including a five-year period of 
grace. Disbursement is expected to be completed by mid-1972. United California 
Bank, Los Angeles, and The First Pennsylvania Banking & Trust Company, Phila­
delphia, have agreed to participate in the loan for a total amount of $150,000. 

- 0 -



FOR IMMEDIATE RELEASE 
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Bank Press Release No. 68/47 
September 6, 1968 

Subject: $5 million loan for mechanized 
farming in the Sudan 

A systematic plan for the development of mechanized farming on rain-fed land 

will be initiated by the Sudan with the assistance of a World Bank loan equivalent 

to $5 million. At this stage, about 140 farms encompassing some 145,000 acres will 

be established in a virtually uninhabited and uncultivated section of the Sudan's 

central plains. Farmers will grow sorghum, the country's staple food, sesame for 

export, and cotton for local textile mills. At full development participating 

farmers should be able to earn an annual income of more than $3,000. The project 

will provide valuable data and experience for planning subsequent phases of the 

mechanized farming program. 

The Bank loan to the Republic of the Sudan was approved by the Bank's Execu-

tive Directors on July 30, 1968. It is for a term of 25 years, including a five-

year grace period, and bears interest of 6-1/4%. 

The economy of the Sudan depends heavily on agriculture which accounts for 

more than half its gross domestic product and almost all export earnings. The 

central plains have been the center of modern developments in irrigation and in 

rain-fed mechanized agriculture. About 3 million acres are irrigated and, since 

1953 when the Government first encouraged private entrepreneurs to develop mecha-

nized farms, the acreage under mechanized farming has grown to more than one 

million. 

The present pattern of mechanized farming, however, tends to be exploitative. 

The system of issuing leases often does not offer enough security of tenure to en-

courage on-farm investments. There is danger that the present system may degener.are 

into shifting cultivation spreading outwards from an increasing area of worn-out 

land surro4nding each settlement, 
/more 
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The Government plans to more than double the area under mechanized culti-

vation over the next decade and is planning to develop new areas in a systematic 

way. For the first ttme it will have a coordinated program for providing crop 

land under 25-year leases, roads, water supplies, credit and technical services 

essential to efficient permanent mechanized farms. It has established a semi-

autonomous agency, the Mechanized Farming Corporation, to carry out the new 

schemes. The first of these is the Sim Sim area comprising about 623,000 acres 

which has favorable soils and rainfall. The Bank loan will finance the foreign 

exchange costs of the first four-year phase of the Sim Sim scheme. 

The 140 farms to be established during the four-year period will be about 
1,000 acres each. Preparatory work will be undertaken over a somewhat larger 
area to allow uninterrupted development of adjoining lands. Adequate machinery 
and better husbandry will create soil conditions which will help to maintain 
fertility and in the long run make the use of· fertilizer economic. The yields 
from the new farms will be higher and will fluctuate less from year to year than 
those on existing mechanized farms. The project, and especially the demonstra­
tion farm which is included, can have considerable influence on agricultural prac­
tices in existing mechanized crop project schemes as well as on future ones. 

The total cost of the project is estimated at the equivalent of $8 million. 
The Corporation will undertake land clearing, recovering the cost through a 
development fee. Land rents will cover the cost of a small advisory service 
specializing in mechanization which will supplement the Ministry of Agriculture's 
extension service. About a third of the loan will be used for a farm credit 
scheme for the purchase of machinery. The Bank's Agricultural Development Ser­
vice in Nairobi will supply a land planning officer and possibly an agricul­
turalist. Equipment and machinery purchased by the Corporation for its own use 
and for sale to farmers will be procur~d on the basis of international competitive 
bidding. 

- 0 -



THE PEARSON COI'-lNISSION 

FOR IHHEDIATE RELEASE 

Friday, September 6, 1968 
- '( ; 

Mr. Lester B. Pearson today announced the appointment of 

Edward K. Hamilton as Executive Secretary and Staff Director of 

the newly established Corrmission on International Development. 

The Commission, chaired by V~. Pearson, will review. efforts since 

World War II to promote economic development around the world, 

and recommend objectives and techniques for the future. 

Mr. Hamilton has been a Senior }1ember of the NationaJ. 

Security Council Staff at the ~lhi te House in Washington. He 

will assume his new duties on September 16. 
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September 6 1968 

Irving S • Friedman 

' 1 . The first tew paaas ,4 sling vi the C\UT ut tate o·t development 
efforts ·• I t -el 1 t nd to over-e. phas tze the proble - - arising trotn our 
lack ot knowl dg-e and understandin ot d ~elopment p:roce s . !n Jl\Y 

iew, th eo t critical i1fticulty in achieving a great :r mo ntum i n 
developae:nt ttorta at pre,sent is the fa1lu;r$ or go er nt , both in 
developed. and developing countries to give bigh enough pr iority to 
economic and social development 1n th dev lopina ·«ountri a . This is 
what I would: _llphuiz • In this sene I re#l that the uc sa of the 
P .arson Comttdssion wauld li more in its s ceess 1n obillz1n overn-
entel ,support in developed countries than in the c.o ·pl t.eneas of its 

fact-finding and anaqtical investigations . 

2 o In the description of what the World Bank can do , ! Ve"J!'Y tttuoh agree 
with the em;pbasis that the World Bo.nk should .greatq expand 1 ts aeti vi. ties . 
I am convinced that O"ter the years tb World Bank eould not only lend the 
&Jt\Ounts stated in tbe papet-!t but even aor:e, vi thout lowering our standing 
in financial ~kets o:r loTI r ing the quality of our work . :Ho ev r ., I t l 
that we sho~d also make it clear that we want a bigger Bank in order to 
aebi ve, in prao.t!ce , t be transformation of tbe Bank int o the l.eadin world 
development finance ageney . The proposed increase in l nding acti?ity vould 
penrdt the Bank to ma,k. a greater impact on developm ·nt . It also reflects 
the acc:eptance of the ·v1 ·11 that development pl"oQess in member countries i.s 
th tocal point of all Bank a~ti vi ties . 'l'h.is includes g ariq both the le~ 1 
ot lending act! vi ties in a. countey and tbe parti¢Ula.r investments ohos n to 
'the pr. otieal pote&tiel.s ot the co'U.tttry, th -xere1.se of mor initiative by 
the Bank& the willingness to participate in th · .eJ. tion of d lopment 
programs and strategies and to accept responsibil1tJ ) or _ ,fending good 
·development progr.am.s and poli.cies. ·to . Much of tbi;;a approach is to b 
fomd in the draft spe Cht b :t the e$pba.sis is still on loans and proj et • 
~e suggested chan e in emphasis ooUld be accomplished by he.v:i.na som.e pars­
graphs, owards the end of page 4, indi~ ting the basi pproaeh . of the 
:Ba.nk 1. follow d by the discussion on th gnit d.ea of antio!p ted loans 

nd borrovi · s by the Batik, 

3. I would sugg s eon4-ensing the ta.st pag s 'Vhieh pell o t "ha _ w 
hop · to do in the fields ot asrioul.tur . an papul · tion growth in a. manner 
which vou.l e ;phasize your policy a:ttitud o There is th pos ibility that 
a s,ummary of he agricultur l and opulatlon problems of th ind containe4 
in he spe ch would be regarded as inco pl · te or upe:rtiai&.l by many o the 
Governors who are appling with the problems , ry day. On th oth r 
ha.nd. they would b . most int :r ste to now wh -t you · hink the Bank ought 
to do in thes :r:telda . The trea.tme:nt or the subj at of' ad'Q.t;a ion in the 
speech is a goo tn.odel for th tre tment of B - po.licy in h · tields o. 
a.grioul ture and population. On 1)opUlat1on you may also want to · e el ar 
th t ve: a:r not s.upporttna pQ;p\llation control in o:r r to di inish th 

ount ·of d.e<velopsn nt e.s istanc now1ns to tb · d v loping countrie -
th .:r i · f ar in y <lev _loping eountri s that thi - is w at mo\1 ates 
the supper of · y ,donor gove n:ts f'or popul tion controlo Quite to 
th c,ontra.rr , gue tor ·. d exp ct ub . t ntial 1nor sse in 4 lopu1ent 

sistanee. 
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September 5, 1968 

Mr. McNamara -

Attached hereto are the rough 
notes to which I referred. Please 
read them as rough notes. 

I will be sending comments on 
the draft speech at the latest by 
tomorrow afternoon, a.s promised. 

Irving s. Friedman 



8/23/68 DRAFT 

This is my first public speech as President of the World Bank, and I speak 

to you with some diffidence as a newcomer with only half a year's experience in 

this post -- but perhaps the half year in my whole life in which I have felt 

myself most challenged by the prospect before me. 

I have always regarded the l~orld Bank as something more than a Bank, as a 

Development Agency, and when I came here six months ago I was not entirely a 

stranger to the problems of World Development. As American Secretary of Defense 

I had observed, and spoken publicly about, · the relat~on between world poverty 

and unstable relations among nations; as a citizen of the world I had begun to 

sense the truth in Pope Paul's dictum that "Development is Peace." Yet I was 

uneasily aware that as the peoples of the world looked at the sixties -- the 

United Nations' Development Decade they felt a deep sense of frustration and 

failure. The rich countries felt that they had given billions of dollars 

without achieving much in the way of development; the poor countries felt that 
,.._,.,. 

too little of the enormous increases in the wealth of the developed world had 

been diverted to help them rise out of the pit of poverty in which they had ~een 

engulfed since time immemorial. 

How far is this mood of frustration and failure justified by the events of 

the past decade? I have sought to find out the truth about this, but I confess, 

though there have been many voices only too anxious to answer my question, each 

with a panoply of statistics to prove its point, the exact state of the battle 

is unclear. 

There have been victories: many billions in aid have been forthcoming from 

the developed world, and as a result economic growth of the poorer countries has 

been stimulated. 

Let us make no mistake; Aid does work~ it is not money wasted, it is a 

sound investment. Even the ultimate goal of the Development decade, an annual 
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rise in national incomes in the poorer countries of 5% was achieved: the 

average growt h has been 4.8%. 

And ye t •••• you know and I know t hat these cheerful statistics are the 

cosmetics which conceal a far less cheerful picture in many countries. The 

oil rich nat i ons of the Middle East prospered economically. But for one 

billion people who live in Africa and South Asia the increase in national 

income is, at most, 3-1/2%, and even that is concentrated in the industrial· 

areas while the peasant remains stuck in his immemorial poverty, living on 

the bare margin of subsistence. 

Casting its shadow over all this scene is the mu~oming clou9 of the 

population explosion. If we take this into account, the growth figures appear 

even less acceptable. 
J.I"-V 

The growth of per capita in Latin 

" 
America is less than two per cent, in 

East Asia only about two per cent, in Africa only one per cent, and in South 

Asia only about half a per cent. At these rates, a doubling of per capita 

income in East Asia would take nearly 35 years, in Latin America more than 

40 years, in Africa almost 70 years and in South Asia nearly a century and a 

half. Even in the most progressive of these areas, the amount of improvement 

would be imperceptible to the average citizen from year to year. 

Such a situat.ion cries out for a greater and more urgent effort by the 

richer countries to assist economic growth in these poorer countries. It is 

clear they are financially capable of such action. During the Development 

Decade so far, they have added to their annual incomes a sum of about $xxxx 

billion, an addition itself far greater than the total annual incomes of . the 

underdeveloped countries of Asia, Africa and Latin America. 

But I found, and I need hardly t e ll you this, that while the req.uir~ment 

for assistance was never higher, the will to provide it was never ;· lower in 

many, though not all, of the countries which provide the bulk of economic aid. 
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And the disenchantment of the rich with the future o;~ development aid was ~~ 

fed by the performance deficiencies of many of the deve. oping nations. Blatan~ . . , 

I mismanagement of economies; diversion of scarce resources to wars of nationalism; 
I 

perpet ation of discriminat¥on systems of social behavior and income distribution 
I 

have been common in these countries. 

This then was the picture of the development world which I found in my 

first weeks at the World Bank. A confused 9Ut menacing picture, in which i ·t was 

~ difficult to see what had gone wrong in the past (though something clearly had), 

or what was the right path ahead for us. 
I 

In these circumstances I turned o a suggestion which had been put fonvard 

I 

by my predecessor Mr. George Woods -- one of the many bits of wise advice from 

which we all, and I especially, ·ave benefited. This was that we should establish 

a commission of men well versea in world affairs, and used to influencing them, 
/ 

who would survey the past effort, seeking out the lessons it can teach for 

the future; and then to examine as carefully as is possible that future to see 

what needs to be done by rich and poor, developed and underdeveloped alike to 

ensure the economic well-being of the great majority of mankind. 

As you know, Mr. Lester B. Pearson, formerly Prime Minister of Canada, has 

agreed to accept my invitation to chair such a survey. The Pearson Commission 

will be marking out guidelines not just for a decade but for a generation of 

1development that will carry us to the end of this century. But here are we 

living in 1968 with much that we can and must do today and tomorrow. It is 

already perfectly clear that during the first four-fifths of the Development 

Decade the wealth gap between the developed and the less developed countries 

has increased, is increasing and ought to be diminished. But it is equally 

clear that the political will to foster development has wea~ened, is weakening 

further, desperately to be strengthened. 

( 
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What can the Bank do in this situation? I have been determined on one ~ 

thing: that the Bank could and would act; it would not share in the general~ 

paralysis whi·ch was afflicting aid effor ts in so many parts of the world. I 
""\'"" , ,.....,... ...... 

do not believe that the Bank can go it alone, can do the job of development 

that needs to be done around the world by itself; but I do believe that it can 

provide leadership in the effort, and can show that it is not resources w~ich 

~ 
are lacking -- for the richer countries amongst them have resources in plenty 

but what is lacking is the will to empl oy thos~ res ources on the development 

of the poorer nations. 

We in the Bank, therefore, set out to survey the next five years and see 

what 

only limits on our 

Based on this survey, we have concluded that a very considerable :increase 

in Bank group activities was desirable and possible • . 

It is toward this objective that 

activities in the next few years. In doing so I shall need 

now present to you an outline of my thinking. 

Let me begin by giving you some orders of magnitude: that world 

~wide the Bank Group should during the next five years lend ~t~~~~~ 
A 

during the past five years . This means that between now and 1973 the Bank Group 

~ould lend as much as the total it has lent since it began operations 22 years ago . 

Thi s is a change of such a degree that I feel that it is necessary to 

emphasize that it is not a change of kind . We believe that we can carry out 

these operations within the high standards q£ careful ~atwation end eeuna 
that my predecessors have made synonymous with the name of the World 

.: 
Bank. 



/ 

soundly based and 

for 

~e sball lgq'-fgr tQpwe which contribute most fundamentally to the development 

of the total national economy, seeking to break strangleholds on development, 

i~~.-_.~~~~~~~~~~~~~~~~~Maost . 

This, I believe, to be sound development financing, but it is not riskproof; 

do I believe that the utter avoidance of risks is the path of prudence or 

wisdom. I rece t y visited Indonesia where, for good reason, t a as never 

made a loan of any sort in the pas • a o nd was the fifth largest na~ion 

in the world striving in the wake of the most terrible disasters, both economic 

and political, to set themselves straight on the ·· path to development . Without 

external help they face certain disaster; by giving help (as we have done through 

IDA) we are running some risks . I do not believe you would wish it otherwise . 

But if we are to lend· at double we raise the 

money? I will not speak now about the soft loan money which is raised by 

ment contributions, but about the money we raise by in the 

constraints through balance of payment 

difficulties, but I am fully aware that the balance of payments difficulty is 

a domestic problem of the rich . economies-- the money lent in aid ·does not stay 

in the developing countries, it returns quickly in payment for the goods purchased 



- 6 -

countries. It is our job in 

as a whole, and see where there are surpluses, where there are 

reserves that can be tapped. Following this line we have looked in such 

al places as the Middle East, and successfully raised funds there, 

as well as in the more_. ... ~a markets of the world -- in particular' 
·'-·---·-

Germany and America . 

As a res lt in the first 90 days of this fiscal year the World Bank has 

raised more funds by borrowing than in the whole of last year, or of any single 

year in i t 3 history . 

are not departing from the Bank's high standards of i policy. But 

would not want you to think that our policy was simply "more . of the same." 

Our five year prospect calls for considerable changes in the allocation of 

First as to area: in the past the Bank group has tended to 

its effort on the Asian subcontinent. Much h s been achieved the harnessj.ng 

of the Indus rivers for power and irrigation for instance -- and much remains 

to be achieved. I believe World Bank lending to Asia should rise by 40% over 

the next five years. But it is not to Asia alone that our new effort will be 

directed. It is o Latin America and Africa as well, where in the past our 

activities have been less concentrated, and to some countries in great need of 

our help such as Indonesia and Egypt where our past activities have been negligible. 

In Lain America, I foresee a doubling of our investment rate in the next five 

years. But it is in Africa, just coming to : the threshold of major investment for 

development, where the greatest expansion of our activities. should take place. 

There we shall increase our rate of investment, over the next five years, 

threefold. 
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There are furth r changes foreseen as a result of our shift to a greater 

emphasis on Af~ica and Latin America. The states of these two continents are 

smaller than the giants of Asia. There will be many more but smaller projects, 

demanding much more staff work per million dollars lent than in the past. 

The work of the Bank will also be increased because in many of the countries 

in which we will now be investing, there is no well established Development Plan 

or Planning organization. We shall try, in conjunction with other donors, to 

help these countries to adopt wise and appropriate policies for development -- · 

in some ca>es by establishing resident missions as we have done in Indonesia --

but always remembering that it is their country, their economy, their culture 

and their aspirations which we seek to assist. 

In particularly we will exert special efforts to right one upside- down 

apsect of Bank operations: the fact that our poorest members, despite their 

ave had the least assistance from the Bank. About a dozen have 

had no loans at all. (J~;_:;.· ~-..;. l..s. . ..J,.i~~~.,.~ 

~~~a-~~~~~· ~ration.~In these cases we will provide special assistance 

to improve economic performance and to identify and prepare projects acceptable 

for Bank financing. 

With the doubling of Bank lending and with .the increase in the complexity 
< . ,....,..._........._......_...._.... fJII..,. •• ~.;"-- 1,, . \,_:lo ~·:•· ,o,\U' • ' ~')'o , ... -~ ..._ '/:',.,_:,-~ ) ._..,, ... ~~;"...,.....,.,;...;, ·.,:..'J/,1 'j..... I 

of Bank operations, I have foreseen the need for an increase in the total 
...._ ......... 

professional staff of the Bank, as well as some streamlining of our procedures . 

Tne'·Bank is now engaged in a worldwide recruiting drive to find people with 

the high standards of expertise and dedication that have always been the 

attributes of its staff . « ant anxious diat -di1s ·s~ot!!Mt!!I:ey ·•m! ,ew1 

t e propqr_tio . p.f ;:-~er-iean.s wan 
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Not only should our lending double in volume and shift geographically, but 

we can foresee, as among sectors of investment. The 

greatest changes b sectors of education and agriculture . 

The Educational field is a relatively new one for the Bank on which my 

predecessor George Woods, with his wise sense of priorities, began to place 

increased emphasis. In recent years the Bank has been seeking, uneasily but 

with a growing sense of urgency, to find its optimum role in this field. 

We are aware of the immense numbers of functional illiterates in the 

developing world: 30% in Latin America, 60% in Asia, 80% in tropical Africa. 

We know too that education is relevant to all dimensions of development, it 

makes a more effective worker, a more creative manager, a better farmer, a 

more efficient adrninsitrator. 

The need is clear, but it has been less clear how the Bank's resources 

can be brought to bear on this labarynthine preble .• Now, after some · years 

of collaboration with Unesco, we believe we see a way ahead for increasing 

Bank investment in education investment which we hope will call forth further 

investment by the government of the developing country itself. 

Our aims here remain the same - - to provide assistance where it will contribute 

most to economic development. This we believe will mean investment in educational 

planning where the whole process of educational improvement must begin; it will 

mean assistance, particularly in teacher training at all levels, from primary 

to univers '- y. It will mean expansion of our support for a variety of other 

educ tiona! activities, including the training of managers, entrepreneurs and 

of course of agriculturalists. 

It is important to emphasize that education, normally one of the largest 

employers in any country, is one of the few industries whiGh has not undergone 

a technological revolution.. I feel very strongly that we must help to move it 

out of the handicraft stage. With the terrible and growing shortage of teachers 
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all over the developing world we must seek ways to make good teachers more 

productive. This will involve investment in text books, in audio-visual materials, 

and above all in the use of odern comm nications techniques (radio, film and 

television) for teaching purposes. 

To carry out this program we propose over the next five years to increase 

our lending for Educational Development threefold. 

aut the sector of greatest expansion in our five year program is Agriculture, 

which has for so long been the stepchild of development. Here again there has 

never been any doubt about its importance. Two thirds o.f the people of the 

developing world live on the soil, yet these countries have to spend annually 

$2 billion of their scarce resources to purchase food from the industrialized 

nations. The need has stared us in the face for decades past. 

But how to help? In the past, investment in agricultural improvement 

produced, in general, a low yield; the traditional seeds and plants did better 

with irrigation and fertilizer but not much better. Now, as you know, as the 

result of the research of the past decade, a breakthrough has taken place in the 

production of ·new strains~of wheat and rice and other plants which can improve 

yields by 3 to 5 times. What is more, these new strains are particularly 

sensitive to the input of water and fertilizer; with correct management they 

will give the peasant an unprecedented crop, badly managed they will produce 

little more - than the traditional plants. 

Here is an opportunity where irrigation, fertili-zer and peasant education · 

can produce miracles in the sight of the beholder. The farmer himself in one 

short season can see the beneficial results of scientific agriculture which has 

seemed so often in the past to be a will o'the wisp tempting him to innovation 

wit: . .jut benefit. 

Our tas· now is to enable the peasant to make the most of his advantage, 

and the Bank intends to do so at once and in good measure. Irrigation schemes, 
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fertilizer plants, agricultural ~eserach and extension, pesticide production, 

storage facilities -- with all of these we lvill nm..:r press ahead in the immediate 

future. Indeed in the coming year we plan to process five times as many· 

Agricultural loans as in the last, and o r A~ricultural dollar volume over the 

year will be quadrupled. 

There is an element of risk in all this, of course. The seeds were issued 

before a 1 the tests had been completed (to have completed them first wouid :have 

meant a delay of X years); the resistance of the crops to local diseases or pests 

cannot yet be assured; the splendid harvests in India and Pakistan this year cannot 

all be ttributed to the new seeds. But I have no doubt, though setbacks may lie 

ahead, that there has been an Agricultural revolution as significant as the 

Industrial revolution. It is one that gives us a breathing spell in the race 

between man and his resources. 

This leads me to yet another area where the Bank needs to take new int~iatives 

the control of population growth. This is a thorny subject which it would be very much 

more convenient to leave alone. But I cannot, because the World Bank is concerned 

above all with economic development, and the rapid growth of population is o~e of 

the greatest barriers to the economic growth and social well- being of our member 

states. 

This is the aspect of the population problem with which I shall deal, because 

it is this aspect which most closely concerns the World Bank, and makes it impossible 

for the majority of our members to brush the subject aside, however~strong our 

personal, cultural or religious inclinations to do so may be. 

I do not need before this audience to deal with the terrifying statistics 

of population growth as a whole which show that although tvorld population totaled 

only one- quarter billion in the first century AD and requir~d 1750 years to add 

another quarter billipn; it added 1 billion in the next hundred years; a second 

billion in the following thirty years; and is now expected to double to a total 
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of 6 billion or more by the end of the century. By that date it will be increasing 

at the rate of one billion each six years. Nor do I need to deal with the personal 

tragedies and health dangers of unwanted births, that were suddenly illuminated 

for me by an item in a newspaper last onth which recorded that in one European 

country illegal abortions outnumbered live births in its two largest cities . 

I wish to deal only, as a development planner, with the hard facts of 

population impact on economic growth. I have stu ied carefully the results of 

some researches made in the Bank, and I hope that these figures, derived from 

them, will convey to you both the urgency and the importance of the economic 

aspects of the population problem. A representative sample of developing countries 

shows that the proportion of their investment that must be devoted to maintaining , 

per capita income at its present low levels is on the average about 65%, whereas 

for the developed countries this proportion is less than 25%. Put in another 

way, for every $100 that are invested in the first group of countries, only $35 

contribute to raising per capita incomes, whereas in the second group over $75, 

or more than twice as mach, contributes to the growth of per capita .~:incomes. 

These figures go a long way to explain why the gap between rich and poor countries 

is constantly widening. A substantial reduction in the rate of growth of population 

in the dev~loping countries will, more than anything else, contribute to reducing 

the gap between rich and poor. 

Let me- be mor specific as to how population control can be expected to 

raise living standards. As an example, let us see what a halving of the birth 

~ rate over a period of 25 years would mean for a typical developing country. 

StudieE have shown that at the end of a generation this would result in a standard 

of living that was 40% higher than if the ~th rate had not declined. 

It is important to note that the increases in the standards of living from 

reduced fertility are independent of the population density that prevails, and 

are solely the result of different population growth rates . This is something 

,.. 
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that needs emphasizing in view of the fact that many policy makers in the developing 

countries attach only minor importance to reducing population growth . They often 

judge the desirability of a population policy in terms of the absolute size of the 

population in relation to natural resources -- or in relation to the size of 

neighboring states. 

What are the chances of these serious population problems being dealt with by 

natural causes? To answer that it is necessary to understand why the population 

explosion has taken place; there has been no rise in the birth rate, only a 

precipitate drop in the death rate due mainly to modern medical advances . It 

is this death control \>7hich has created thevpresen emergency, and I do not believe f 
that anyone would wish to reintroduce pestilence -- or any other of the f our 

horsemen of the apocalypse -- as a solution to the population problem . 

l~e are therefore faced with the question of what action we at the Bank, as 

a Development Agency, should take to lift this burden of dependency from the backs 

of many of our members. I propose the following three courses: 

First: to make clear to our members the extent to which rapid .population 

growth slows down their potential development; and that, in consequence, the 

optimum employment.:)of the world's development funds requires attention to this 

problem. 

Second: we will loan to those of our members who require them to carry out 

fami y planning programs. 

Third: we will join with others in programs of research to determine the 

most effective methods of family planning and of national administration of 

population control prog~ams. 

1~:th these three proposals for i mmediate action I hope we may contribute to 

the success of the .N . which is already working in this field, and to the well-

being of our members. 

Gentlemen, I have spoken long enough . Let me sum up by saying simply that 
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I do regard t e war on world poverty as fundamental to world peace and security; 

that the World Bank is determined to play an increasingly active part in that 

campaign by channelling the abundant reso rces of the world's econo y 'into those 

dry places where it is most needed to give life and growth to those struggling 

for survival. 
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-Mr. McNamara's Speeoh tor Governors' Conference 
SEP 1 2 2017. 

WBG ARCHIVES 

l. Main theme ia to answer major unspoken questions ot Governors - will 

the new President carry on or drasticallY alter the courae ot the World Bankt 

What major changes vill he make? 

2. 

(Woods had a strong image as champion ot development with rather ~pecitic. 

content, greatly ditterent from Black. What does McNamara stand tort) 

Main elements ot Woodats approacht 

··. · .... . ·i 

, .. 
(a) accent responsibility ot world leadership for Bank and Bank President ·~ ::·· ~ ... ,~:· 

• ~. 0 • •.•• :' 

'. •' '•:.~.~ ~,.·¥~~: 
in field of development finance -- therefore spoke out on total needs . ' ~ . , : 

' I 

ot LDCa ability to use more ca. pi tal e:tteoti vely and a.reaa in vhich I •• • ••• :'•' 

•• ./'. :· t 

developing countries could improve own performance, new tields ot e~quiry .:· ;:·;-~ >. 
'• .I .· •. 

undertaken suob a.s suppl.~Plentary f'ino.noe and commodity price atabilizati~n'• : ... ::.:.~' 
emphasbe4 importance ot non-financial developments particularly inter- · .,; ;, .t:~~ 

' . . ...... :,.;,-;/ :! 
national. trade tor L'OCs • need to relate development assistance to economic .· .. ·::::.:·.; 

' . ('•::··:_-~ 

performance. need tor acceptance ot greater res~onsibilities b~ richer I I '' ~~ '' ·: 

... ' ~ ·. ,I '.· .. ·. 
developed countries, particularly in providing more tunds trom budgets; • .~ '. I ; ' t 

. :.· •'.t 

' o I ~~ 

suggest Grand Assize. willingness to accept leadership by Be.rik in consortia. .·. :,, ::-:: 
\: , . ~ • i :. ; 

and consultative groups' widen Bank knowledge ot economic development . ·., ·. 
t ' \ ' t I I 

I \ ' '• ' ' 

pro'hlem ot countries to include e, members and be helpf'ul to all one vat··. \< ··-.~: 
. ' '.\.> 

or another (e.g. • economic analyses and technical assistance), not only . ·': . \ 

countries whiCh were recipients or likely recipients in near future ot 

Bank/IDA funds; create closer links with other international agencies 

concerned, e.g., FAO, wno. UNESCO, regional banks, builder or private 

capita.l (ex: international investment disputes), concern with rising 

~*tarnal 1ndebtedneso problems~ con~ern with how to arouse greater 

villingness to help by develo~ed countries; concern with world food and 

popul tion probl mo' cautiously eX,J;>resaod concern vi th armaments. {Best 

. : ;" . ': .~ .. :. 
'\ ... :. ' 

• i ··. ~ 

.. i 

:' :~ 
. '' . . l 

I •'•'I •.·, 

• 1 ~: 0 
I • 

I I • O 
0 

··\·'· • .f. "j 

,· 
expressions ot ~hiloso~hy roqu ntly in s aeahea or articlea. Beginnings ·· · ·~ '. · · : 

made in practice in J.llQSt ot these areaa, but dittioultiea in ·translating 
" 

much ot philoaop~ into :Bank ·. action.) 
, . ,, 
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(b ) with respect to 'Y1orld Bank GrouT.> e.ctivities in na:rrower sense 

em~hasis on relating lending and teohnieal assistance aativities to 

economic condi tiona 1 outlook and performance ; increase greatly level 

ot credits extended by IDA, re-establish presenco ot World Bank in 

capital markets ot world both by tapping new sources and obtaining 

larger access to traditional capital markets tor World Bank; increase 

scope ot IFC; improve international charaoter ot starr, develop;closor 

working relations with countries and international organizations. 

During last two 70ars most ot ettorts went into IDA replenishment; 

expansion ot areas ot lending activities. e.g. • agriculture, eduoa.tion 

and tourism• ~provement ot geographical distribution ot loans and 

credits& more to help tood production. e.g •• tertilizors, more Joint 

e:rtorta with othor lendars or donors (Joint t1nanc1ng). 

3. McNamara's approach& 

(a) build on previous actions takon by Woods in accepting greater 

leadership responsibilities tor World Bank Group; broadening the s~ope ot its 

activities ; raisins the levels ot its lending activities; increasing emphaais 

on economic analyses & willingness to provide technical assistance • to. 

{b) belief that .nev situation in world indicates also necessary to go 

much turther in some . respects than envisaged a tev years ago both in lending 

and borrowing activities ot World Bank (neW. implic tions in toreign aid field 

with decline in toreign assistance cou~led with increased noe4 and capacity to 

use external capital ettectively)& also need to alter Bank's method ot operation; 

need much clearer orientation ot World Bank Group to accepting as tocal point 

do1ns all easibl to help meet devolo nt needs and promot davelopment 

prooesa or ~mbern (means emphasis on understanding· over-all economic potential 

ot eountry i vhat 1 ts development stra.t gy should 'b i what conomic policies 

have beat cba.nc to achieve objectives& how to obtain adoption and continuation 
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of ouch policiea• how to ~nsure that sood progr~~ do not fail because ot 

ina.d0quate external \lpport• hoY to judge among sectors and. make best inv-estment 

decisions, vhat advice to give on over all conomy and outlook and investment 

opportunities to other creditors or donora; how to coordinate e:ftorts of donor 

countries tor more LDCs, ata . ; also needs recognition that levGl ot Bank Group 

loans and credits vill expand greatly -- tor World Bank means much greater 

emphasis on achieving assured aeoess to capital markets in much lareer &mounts . 

tappins new source&, doing all possible to raise funds on best posaibla terMS; 

more ID.A tunds naeded urgently i open-niindodneso on suggestions a.s to hov to 

increase vaila.ble resources of vlorld Dank Group; awareness ot J>roblems ot 

donors and londers to World Bank; clos watch on World Dank interest rate polier ~ 

careful choice of countries, sectors and p~ojoats in making loans and credits 

based on economic nced3 oouplod with efforts ot reoipient coun~riea , Judged in 

such fashion as to be understandable and defensible to international community 

of both developed and less developed countries repreaent~d in World Bank Group. 

( c:) m0ans maJor innovations in %nethods or do ins York in World Bank Group •• 

more intimate as well as broader continuing relations vitb countries, more 

41vara activities, deeper interest in economic problems , man1 more loans and 

credits. ntry into othor areas ot lendins, eto . a need to adapt mechanisms and 

procedure:. - now undor -caretul reviev- want to tl. .. anstorm Bank into the major 

development finance institution much morG important and active than betore in 

every respect • 'Whilo preserving outate.nding reiJuta.tion ot Bank gained vhen 1 ts 

operations vere relativelY taw and simple. 

4. Therefore, McNamara eamoots to s ee : 

(1) much higher levels of Bank/IDA lending 

( 11) graa.t change in g o~rra.phica.l diotribution 

(iii) vider scope ot lending by nt ring into n v areas, •I• • 

tourism and ex.pandins r lativ ly n v ones . particularly 

agr1cul tural and ducat ion 

/ I 
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(iv) conoentrating on helping countries work out an effective 

davolopment strategy to aebiove ereater d velopment through 

a more effi cient uso of their own r sourcoa ·as well aa ot 

capital supplied from abroad 

(v) usina Bank/IDA tinana~ and inf'luenae in s. :planned wo.y to 

help countries make the right development strategy decisions 

rather than opara.ting through a series or ~<! ll2.2. projeat loans 

(vi) includes great er concern with overwhelming problems of 

population explosion in ~Any countries -- not as substitute 

tor more development help, but to en ure development success 

and to halp overco~e feelings of hopelessness -- also concern 

with non-productive expenditures (e.g., military); obtain 

more qualified statt trom more countriest roore direct 

eontaots with members including wher appropri te. regional 

offices to expedite work and to improve quality ot economic 

advice to members 

(vii) greater and more systematic efforts in borrovina activities --

expect World Bank remain tor many years a presence in all 

capital markets -- including ones not u~ed thus far -- become 

major aontinuins activity ot World Dank; need parallel trort 

in achieving highest possible IDA repleniahm nt 

(viii) gre ter role of v1orld l3e.nk in enooure.sints private capital' 

expansion ot coordination activities• ~prove . knowledge ot 

development process and help spread knowledge about 

devalopment problems ; help to tind nev practical solutions 

to major develorment tinnnce problems (substit~e practical 

realistic cti on for rhetoric); oloo r cooper tion vith 

other international bodi s -- alno vith private institutions 

' •' 

,_. '· . 
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active in promoting same objaotives - (e.g., foundations, 

churoheo. trade a.ssooia.tions. prot'es&ional societies, eta.); 

more to help other institutions be more effective it 

feasible 

(ix) ~romote closest workina relations with members -- need 

their continuing da.y-to-de.y understanding and support -

must oxpeet Bank to l ad - EDa and start prepa.rea to 

give this leadershi~ 

(x) cooperate with Grand Assize. while hel~ing to ensure ita 

independant Qharaot~r 

{xi) in brier. see long-run perspectives of problems and Bank's 
\ 

rolo and plans immediate policies and decisions realistically 

'1n this per~peative (rel')laoe development rhetoric with ·, 

. development action -- combination ot knowledga 1 imaginati~n 

a."'l.d. determination e.xeroised through people .organized to .t. < 

make decisions efficiently and to ensure their implement~tion) • 

. 

Irvins s. Friedman 

"' ., ' 
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/\NO DEVELOPMENT. 

1818 H STREET , N .W ., WASHINGTON D . C . 20433 TELEPHONE : EXECUTIVE 3-6360 

Bank Press Release No. 68/45 
Septecber 4, 1968 

Subject: $5.3 million loan to Ecuador 
for fisheries project 

Ecuador will be able to exploit more fully its abundant off-shore fish re-

sources with the acquisition of modern tuna fishing vessels and the training of 

key crew members for which the World Bank is making a loan equivalent to $5.3 mil-

lion. The project will enable the fishing industry to more than double its catch 

of tuna and increase export earnings by an estimated $3 million annually, which 

represents nearly 45% of the foreign exchange now earned by Ecuad~r's entire fish-

ing industry. It will also support an activity which is becoming important in the 

country's effort to diversify its economy. 

Ecuadorian fish production has increased rapidly since the early 1950s largely 

because of United States demand for shrimp, lobster and tuna which are plentiful 

off the coast of Ecuador. Most of Ecuador's tuna fleet, consisting of about 60 

vessels ranging widely in size, uses the so-called pole and line method, which is 

less efficient than seine fishing. Furthermore, the vessels have no refrigeration 

plant aboard which further limits their range. 

The Bank loan will help to finance the design, construction and equipping of 

12 tuna purse seiners with an over-all length of 90 feet, a carrying capacity of 

150 short tons, equipped with freezing systems. Since purse seining is relatively 

new to Ecuador the training of key crew members is essential to the success of the 

project. Funds from the loan will be provided for this purpose so that by the ttme 

the vessels are built they can be manned by Ecuadorian crews. 

/more 
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The Bank loan also includes funds for feasibility studies of harbor facili-

ties required for further increases in fish production, both for export and 

domestic markets. The studies will be made of two areas: the Santa Elena penin-

sula and bay where landings are now made on beaches, and the port of Manta which 

is the base for the tuna fleet. Facilities at Manta can handle the new tuna 

vessels but further expansion will require extensions to berthing and servicing 

facilities. 

The Food and Agriculture Organization of the United Nations assisted Ecua­
dorian authorities in the identification of the project and participated with 
the Bank in its preparation under the Bank/FAD Cooperative Program. 

The Executive Directors began consideration of this loan before the new 
interest rate of 6-1/2% went into effect on August 1, 1968 and agreed that, if 
and when approved, it should carry interest at the rate of 6-1/4% per annum. 
The loan was made to the Republic of Ecuador for a term of 20 years, including 
6 years of grace. 

The Government will relend the portion of the loan allocated to the vessels 
to its wholly-owned development finance corporation, Corporacion Financiera 
Nacional (CFN) on the same terms. CFN will in turn lend these funds to private 
fishing companies and individuals for a term of 14 years, including two years of 
grace. Procurement of the vessels will be on the basis of international competi­
tive bidding. 

The National Fisheries Institute, under the Ministry of Industries and Com• 
merce, will operate the training program for key crew members and provide tech­
nical advice to CFN. The harbor studies will be carried out by the National 
Planning Board with the assistance of consultants. 

The total cost of the project is estimated at the equivalent of $6.6 mil­
lion, including working capital. The Bank loan will cover most of the foreign 
exchange component estimated at the equivalent of $5.9 million. The remainder 
of the foreign exchange required will be provided by the individual fishing 
enterprises which will also meet the local currency costs relating to their 
sub-projects. The balance of the local currency expenditures for the harbor 

~ studies and training programs will be covered by the Government. 

- 0 -



FOR IMMEDIATE RELEASE 

INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

1818 H STREET , N.W., WASHINGTON D . C . 20433 TELEPHONE : EXECUTIVE 3-6360 

September 41 1968 Subject: Philippines Transport Survey 

At the request of the Government, a comprehensive transport survey will be 

undertaken in the Philippines to formulate a systematic plan for transport de-

velopment. 

The United Nations Development Programme (UNDP) has allocated $788,000 for 

the survey, for which the World Bank is the Participating and Executing Agency. 

The Government's contribution will be equivalent to $255,700, including $59,700 

as contribution to UNDP toward local operating costs. The French consulting firm 

of Metra International, with Sauti of Italy as its subcontractor, will undertake 

the survey. It is expected that the consultants will begin their field work in 

the Philippines in September, and that the survey will be completed within 14 

months thereafter. 

The Philippines has a land area of 115,000 square miles, spread over more 

than 7,000 islands; only about 400 are inhabited, containing a total population 

of about 34.6 million. The transportation network comprises roads, railroads, 

international and domestic air routes and numerous inter-island shipping routes, 

serving over 350 ports. 

Although the Government is giving great emphasis to improving transportation, 

the growth in traffic volume, particularly in the last four years,has rendered the 

existing transport facilities increasingly inadequate. This is particularly true 

of roads, where maintenance and improvement have not kept pace with rising trans-

port requirements. Inadequate transport facilities are at present a serious 

bottleneck to the development of the Philippine economy. 

I more 
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The survey will provide a coordinated transport program for ten years from 

1970 to 1980. This includes the determination of investment priorities, the 

identification and preparation of feasibility studies for high priority highway 

and port projects, and recommendations to strengthen the organizations involved 

in the planning, regulation and implementation of transport services. The survey 

also makes provision for the training abroad of local personnel in the field of 

transport planning. 

- 0 -



FOR IMMEDIATE RELEASE 

· INTERNATIONAL DEVELOPMENT ASSOCIATION 

1818 H STREET , N .W. , WASHINGTON D . C . 20433 TELEPHONE : EXECUTIVE 3-6360 

IDA Press Release No. 68/21 
September 3, 1968 

Subject: Indonesia receives 
first IDA credit 

Announcing the first step in the World Bank's program for assisting in re-

habilitation and development in Indonesia, the Bank's President Robert S. McNamara 

said: 

"When I visited Indonesia l~st June I promised that we would start to help 

the country as soon as we could, and that our first efforts would be to help them 

grow more rice. Today, the International Development Association (IDA) has appro~ 

its first credit ever to Indonesia, $5 million for the rehabilitation of irriga-

tion systems. 

"This should help to increase domestic production of rice, and thus reduce 

the heaviest drain on Indonesia's scarce foreign exchange reserves." 

Indonesia's three largest and most important irrigation systems will be the 

first to be rehabilitated. They are located on the island of Java. Although Java 

comprises only 7% of the total land area -- 3,000 islands stretching 3,100 miles 

along the equator almost 70% of the people live there. It is intensively cul-

tivated but does not produce enough crops, particularly rice, the staple diet, to 

feed the population. The Government has to import large quantities of rice to 

avert actual hunger in the cities. This situation has developed as a result of 

the rapid population increase and because of long-neglected maintenance and in-

efficient operation of the irrigation systems. Two-thirds of Java's total irri-

gated area of 7 million acres need to be rehabilitated. IDA funds will also be 

used to complete a new irrigation system under construction on Sumatra at the site 

/more 
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of a government resettlement scheme for landless or unemployed Javanese. The 

total area involved in the four systen~ is about 490,000 acres. 

As a direct result of the project, rice production should increase by al-

most 40,000 tons annually or about 151 of the present level in the project ' area, 

reducing the need for rice imports by $6.6 million a year. Furthermore, once 

the areas concerned have adequate irrigation and drainage, it will be economical 

to use fertilizers, pesticides and improved seeds which will increase yields 

even further. 

The IDA credit of $5 million will be for a term of 50 years, including a 

10-year grace period. It will be free of interest, but a service charge of 

3/4 of 1% will be made to meet IDA's administrative costs. 

The project is expected to take five y~ars to complete at a total cost 
equivalent to $8.8 million. The Government of Indonesia is financing the 
equivalent of $3.5 mi l lion of the local currency costs and farmers are con­
tributing voluntary labor valued at about $300,000. 

In view of the great urgency for speedy execution, the project has been 
approved for financing although an engineering study and the preparation of 
detailed plans still remain to be carried out. The Government is engaging 
consultants for this purpose and the IDA credit includes funds for their ser­
vices. In the meantime the necessary equipment and ma~hinery can be ordered 
and put to work on the most urgent and obvious tasks without delay. 

The consultants, working with the Directorate General of Water Resources 
and Indonesia 1 s engineering staff responsible for irrigation, will make an 
engineering survey and inventory of the systems included in the project. They 
will then prepare a detailed plan for the rehabilitation of the systems and 
subsequent operati~n and maintenance, and assist in its execution. They will 
set up, and supervise initially, maintenance schedules and accounting and con~ 
trol systems for equipment, materiAls, spare parts and supplies, and provide 
in-service training to supervisory staff. In early 1969 they will begin to 
prepare projects for the rehabilitation of other high priority irrigation areas. 
~ 
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FOR IMMEDIATE RELEASE 

.INTERNATIONAL BANK FOR 

RECONSTRUCTtON AND DEVELOPMENT 

1818 H STREET , N .W ., WASHINGTON D . C. 20433 TELEPHONE : EXECUTIVE 3-6360 

Bank Press Release No. 68/46 
September 3, 1968 

Subject: World Bank Bond 
Issue Planned 

Robert S. McNamara, President of the International Bank for 

Reconstruction and Development, announced today that the Bank proposes 

to offer during the week beginning September 16, 196&, $250,000,000 

principal amount of Twenty -Six Year Bonds. 

The Bonds will be publicly offered in the United States through 

a nationwide group of underwriters headed by The First Boston 

Corporation and Morgan Stanley & Co. The Bank also proposes to place 

directly an additional $25 million of t he Bonds with governmental 

institutions outside the United States. 

This $250 million to be offered in the United States, when taken 

together with the $25 million to be offered outside the United States, 

would be the largest bond issue ever offered by the Bank. 

Mr. McNamara has stated that he "felt confident that the Bank 

can very substantially increase its program of borrowing and thereby 

expand the flow of investment funds to the developing countries". 
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