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l. 'l'l10 staff of the Brnk ha:1 rovie·aed. tl1e :::-eporta of the tw·o Sub­

Co!l1Il12.ssion.:J of the :Scc.wmic an'l JEr:qloyment CoLJ:J.i.Gsion, tho one on 

Economic Deve lornent (E/ CIT .1/ C)5) rn,i t11e othe'1 on Enp.:)_oyment ancl Ec:onomic 

"'t"'b~ 1-; i·,. ("' /r<p 1/ocb/\ - c.... _.__ ... ~ Jr) D, V.L•. I • 

2. So far o.s the Be.r.:lc is concernec1, it is :tm;}ocsible to reconcile fuJ ly 

the ob jocti ve3 at wll.ic~1 t'laro t-:10 rcrorts aiL1. On the ono ha."1d, tl1e 

develo~;:m.cnt of unc.le~-o.a·velor•'3d. countries rerpires a stoad:r flov of 

invefJt:P.ent in en Ol'dcrl~r series of ;:_1rojects; on tho other, n.ntiqcyclical 

action clem:md . .:J suclclen ac.c8:'.e:cc.tlon or curtailment of the investment 

proc;:'011D.e to meet c~1anc;es in busJness ccncli tions, '~hich m:e often alwupt 

nnd. fc::oeeeable cml:r a ohm·t time al1ead.. To n:.al-;:e anti-cyclical action a 

pri:mar;:,r cb ,ject of the BnnJct s investment policy \-TOUld. teni to U':_)set the balance 

-vrhich any lone-term. developnont :nlan reC}_U~.res ara.or13 the various brnnches of 

tl;;.e ocono::n:r such as trnnG:_)ort, :_:Jm>Tor and the trainiLg of labour. 

3. In addition to thic e:;onel'al observation en the t1ro l'epo:cts taken in 

C.Gnjunctlo~, a number of C(..'mJjt::;.ts \)I" each indi.vith.<til report ere set forth 

In its memorandttlll to thiG Cvnr·a.ission of G .i.;:>ril 1943 (2/CIJ .l/50) the 

has already stated ito views on the cl.esira'I:Jle r>atte:·n for U.evelopment. 

In vie-vr of the enpho.sio -v;hich t~1e Sub-CcmmisRion plc.ces on lnd.uctrialization 

1n gonel~al and. hoa-..r~' inclustr:r in pa:eticular 1 it is de r:j.rable to re~'eat some 

.trf 

5. 
its observations • 

\ 
'l'ho r-.~>plication of capital to the improvement of the real income por I 

noacl in a country must be vio;-re(l i:a n br-oad. sense. Tho Sub-Corara.iscion does 

l,Joint out t..lJ.o im·:'ortancc of ac;ricultu~"'e in development, but the stress is 

/on industrialization. 
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on inclustrialization. II01-rever, in the :Ban~:ts C::l:X:perj_er..ce, thG shortest 

road to a hicher real inco:;.r..e is often invest:rr..ent in aviculture. 1\.nd, 

particul:n·l;;r \·Then ag:.'icultural tochni<;p1es are primi t;l_ve, the best results 

may be obtained not by large-scale mechanization but b;;r tlw distribution 

of mm1~· si:nple tools. Bt·t this very i:!n::rovement of ag~:Lc,J.l tural methods 

may well cause und.eremj?lo;yment or, ·viOl'Se still, acoentucte it where it 

ex.ists alread;;r as it so often does in ;:Jopulons areas. 'Ihe necessal'Y · 

concomitant is then investment in li~t iniustrios - lic;."IJ.t, that io, in 

the sense that the;;r l:1>.ve a. hig."h rntio of lr.bour to capital. For tho 

whole rrocess of clevelopme:J.t iDhGrentJy entails a la1·ge proportion (as 

much as 50 to 60 per cent) of the total invest:c.en~ in "public overhead 

capi tal11 ':hich is capital inte:wi ·:e. 1n.1en so much capital is necessarily 

eannarked for such pm~poses, :L"t bocor-:cs all the more d.esirablc to ensm'e 

tho l)ost use of t:1e rer.:::t~ r.:ler. 

Sllall ~ tt --A;! u.......,·.i+,.... o ....... ""~·tg,,..,.~ rL • oC3. El.L' _,c~ , ... ~ V-~ -·-- .!. - -;,u v 

It in therefore natural tJ find that 

lnilustry, 'i·Thic~l can often be developed 

from local t:;::.ndic.::::-£to, c::.~e f:rcqucntJ.y Horo rm-ra:tding than concentrated 

heavy iEd:,; ,~-:,~7 1 es;::oci3l}J- in countries iihere th0re are natural obstacles 

to transl!OYLa:'~ion. 

6.. ExceEJf3ive erephasis on industry ::'or industry:s sake, above all hoaVJ" 

industlJ, r:>'\'. lE::a';o en c:'"deyeloperl countl·y vli th the symbol of cLevelorment 

rather tlwn the Sc1't s i:;ance. Tlo.e:r·e are> of ccurce, a Eurn:i;er of instances where 

heavy in:lustry may b3 justifiecl, For ex.ample, production of iron and steel 

in Southe:rn Rhodesia is clearl;'{ economic both because of the existence of 

the requi8i to natural rerwurces and because of the hich overland transport 

cost of imported lron ancl ste3l., :But, in general, capi-:.9.1 ehould. bo a:)plied 

vThcre it brines the [jl'eate :;t ~c0tu:rn, For ~hie r0nson the prime need j_n 

development mi-::;ht be better te.r11ed "capitalization" 1 vlhich embraces all 

forms of rhysical investnent and does not have the some·what miBlee.ding 

bias that "industrialization" has. 

7. On the domestic aol;octs of finaL~inc development a.11d the prope::.' 

employment of domestic resourcos, tho Sub·Cormnisoion has made a number of 

apt observations which the Bank believes that the Corl!'lission should stronGlY 

endorse. It is perhaps pertinent to o.dd that, 1;lwreas "the mo.in cc:ruse 

of lmr savincs is the lm,r level of real in..::cm3 11
, nne reason for this lo-vr 

levol is often seasonal or disGUised unomplo;;rment in rural areo.s. In 

such conditions, certain ty~'es of carJi tal formation are possible that 

involve little or no inroado on existing real incOJJ!e. Simple conotruction 

uork, such as village health contres, storage buildings; feedeT reads and 

'·rater catchments may be ca:r::t.'iod out voluntarily by the local irhabi tC'..nts 

/thetlselves if 
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ther.wolvos if the State supplies some of the materials. Except for the 

cost of the latter, this fOl'm of develop:m.ent requires no fir:.ancing. But 

.where 1l Si)iri t of communal co-operation is keen and 1-T:I.despread, it can 

be of £11'bstantial importa11ce. 

8. In its discussion of foreic;n direct inves+.rrr.ent, the report ric;htly 

points out the conflicting conditions demanded by goverr~ents of under­

devoloved conntriGs and by would-be investors. It is easy to appreciate 

the fears of bo~~ sides and their consequent desire for security, but it 

is not so certain that the remedy is to re -asse1·t only the justice of the 

governrJ.entst claims. "\lthou@l it is entirely justified that under-developed 

countries take protective measm·es a.gainst abuse of private investment, it 

is possible that more may be loot than gained by the imposition of regulatior 

according to a strict legal formula. Conditions al'e so varied that the 

efficient managor.tsnt of businesses ca:.0. hardly be comJatible with a sir:.gle 

arbitrary set of rules. The aspiratio:1s of both governments and investors 

can best be fulfilled by an atmosphere of mutual trust and a common ground 

of interest. It should be possible for tl.e Bank to assist in the creation 

of such an atmosphere in general and possibly in s;;:"le instances participate 

with forei.gn capital so as to increase the confidence of botr. parties. 

Otherwise, a tr.irst fc)r independence may inhibit the interdependence which 

it is in the interest of all to promote, so long as it does not imply 

subserviGnce, 

9. The advantages of foreign direct investment are considerable. In general 

both real income and foreign excLange receipts of the C)untry are increased 

vTithout the burden of fixed interest ru1d amortization payments, nevertheless, 

some ca.re is needed to preserve a proper balance within the ecoLomy and to 

avoid certain dangers. For example, enterprises which start modestly but 

have the promise of stability and grm'lth by regular reinvestment IllB.y in the 

long run prove more beneficial than those which are interested solely in 

quick returns and the withdrawal of their investment after a few years, eveL 

if their capital is much greater, In the latter case, the misuse of certain 

resources such as mines and forests must be guarded against. Furthermore, 

the effect on the balance of payments cannot be ignored. In certain cases, 

the result may ·oe a saving of imports from a foreign country, with which the 

U.'1der-developed country already has a favon:r·a:ble balauce, e.t the •.:r.panse of 

ad.d.0U. payments in "hard" currency, 

10. An u::1der-developed country has limited resources of skilled labour, powF .: 

transportation, etc. It is entitled to exercise s&feguards in order to IllB.ke: 

as good use of them as possible. It should be able to achieve much by fiscal 

measures that are not u.'1duly discriminatory. But if unwarranted or unduly 

rigid restrictions on foreign capital are imposed, such capitel will not be 

) forthcoming and the pace of development will accordingly be slowed. 

/11. The Sub-Commdssion 
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11. The Gub~Co:mm.issior: consid.er·s 1t "Lmreal:l.stic to ~ssume "that tb9 Ba:nk 

could., i'n the foreseeable future, be able to ma.ke a sJgnificant contri'bution 

to the massive investments required for econcmic develOJ:)ment lnvolvecl over 

a lonG period." The ma.gnitn.de of tha t-:tsk c9T.J.1.ot be denied, but me.o•itu.de 
alone caimot date ·mine tho pace at which it is Uillierta.kcm. The repJrt 

itself admits the dearth of soundly conceived pro;jects and this agrees 

vri th the Bank • s e.x::peri ence. Re.sh expenii ture now would pre ~:ud1 ce the flow 

of investment in the future; fQj: ir• the last resort development relies on 

tho savings of the world., whicrl ca.n hardly be ex:pectod to be forthcoming if 

the;r a::.·e misused. Eventually more sound projects may be presented to tbe 

Bank ttan it can finance, but that till:0 ie llOt yet 'n sle;ht.. 

12. The dearth of sound :projects is not pa1•ticula.rly surprising. •nw 
very fact of under·-development connotes en insufficiency of the talents, not 

ahmys in'.rolving the highest skills, necessary to transl.ste development 

concepts into practical :propositions reaJ.y for execution. Ho:ceo-..rer, the 

last 20 years. have wi tLessed a .cataclysmic depression and a long destr'J.CtiYe 

war ~- ~:3.rdly a fertile period for the preparation of lo11g-term. development 

plans. But not only have the plans not yet been me.dej even the m11terial is 

lacking. Data of all kinds, including economic: are frar;ment··.ry a.nd often 

ur1:reliable. The need for hydro -electric po1<rer aml irrigation, for example, 

will in IDBny areas take some years to satisfy sim'?lY :for the lo.ck of 

geological and hydrological information. In adf ~ .;~ ::m, !) e necessary 

political and social foundations for devoj :;:_.,~.~).+. ~~~·nl. r,;:..y graduall;y ·oe built. 

Low productivity. and living standards a.r::; c :-" ~--·-:1 the prod.~.lct of yo:>r · 

government, ur1sound. fin&'l.ce, bad health and lack of education as of ir>adequ e 

reso1;.rces ur the lack of productive facilities. The Bank hopec that througl: 

the tscrw.ical assistance rendered by it and by other international and 

ne.ticnal agen.cies these hurdles can be lovrered. 

13. The Bank will not be deflected from its determination to make loans only 

for sound and. productive projects. For tbe efficient canalization oY savings 

is as essential on the international plane as it is on the domestic. Any 

org3.nization Khich lowered its standards in this respect would be guilty of 

-v:ast e for the sake of an ostensibly hmnani tar ian gesture. The Bank has no 

intention of so abusing its responsibilities. This does not mean, of course, 

that tLo Bank finances only projects which pass private investment criteria. 

To the c.:mtrary, the Bank's charter expressly preclu1es it from makirJg loans 

Vl'hen financing is available from other sources on reasonable termBj ita 

purpose is to finance projectsof a type unattractive to pr:ivate capital or 

involving risks Which private investors are unable or unwillL.g to aosu.me. 

li:one of the loans made by the Bank to d~ate could have been financed }lrivet8.l.J. 

/14. The Bank's 
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14. The Ba~k'e interest in under-developed countries is not a temporary one, 

limited to the negotiation of a loan. It continues to have the normal 

· J.i" creditor's interest in its loans, most of which are long-term, and do9s not 

lose this interest whenit resells the securities it holds, since the.y still 

,,, carry the Bank's guarantee. But its role is not merely that of a creditor. 

Its customers are also its stockholders. The Bank therefore has.a dual 

function, to promote sound nnancial condi tiona in its under-d,eveloped member 

countries and at the same time to safeguard their welfare. To. the extent 

that it is su.ccessflll by advice and by financial assistance in promoting 

sound 'economic progress in a country, the climate for other types of investmen· 

.,, · shauld improve and the po\ver of the government i teelf to undertake the types 

of investment unattractive to private capital should be enhanced. Thus the 

'·; · · indirect consequences of the Bank' a close connexion with a country • s 

- · .. · development may ~tell be greater than the direct. 

.. ~ ,·. 

15. The proposal for the so-called UNEDA, which ia attached as Annex A 

to the report, ia baaed on an alleged need f'or a new international agency to 

perform.four.particular functions. The first such function is "fin~ncing 

· projects of economically under-developed countries which are pot financially 

productive in:a banking sense". As already pointed out, the Banlc -itself was 

established to finance development proJects for which privt:lt.e capital is 

not available, provided only that the projects are productive and that 

reasonable prospects of repayment exist. The obata:cles which have .thus far 

prevented a greater volume of investment by the Bank have been imposed by 

external circumstances and not by charter limitations; the mere creation of 

a new lending agency will do nothing to remove them. The only new feature of 

UNEDA in this oonnexion is that ita loans might be at n~nal interest rates 

and might be repayable over a very long period of time. However, since loans 

made by the Bank are on terms which are not designed to make any substantial 

profit, it is clear that any greater liberality in the terms of UNEDA loans 

would amount simply to dis6uised inter-governmental grants. The second 

purported function of UNEDA., aid to 11 under-developed countries in the 

preparation and/or execution of their programmes of economic development", is 

one which the Bank has been performing for some time. The third function, 

Which concerns co-ordination of technical assistance and linking it with 

financial assistance, is stated in terms which are too broad to give a useful 

idea of its intended scope. But it should be noted that the Bank has been 

in close consultation with the United Nations,. the Fund, FAO and other 

international organizations for a long time and plans for co-ordination 

of the technical assistance programmes of all the agencies are well advanced. 

The fourth function mentioned is the prbmotion of or aid in "the execution 

jof projects 
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of projects of economic development extending over more than one national 

frontier and not likely to be taken up by any one of the countries concerned, 

on its o<m initiative''. This, again, :i.e ah aspect of development which falls 

squarely within the Bank's sphere of responsibility; the Bank has been 

<:onsiderins several such schemes. The fact that final agreement on a scheme 

of this type has not yet been reached is an index of the practical 

difficulties involved rather than of inactivity. 

Employment and Economic Stability 

16. The Bank's primary interest must remain the smooth progress of 

development plans in its member countries. The main burden of responsibility 

for taking anti-cyclical action inevitably rests first on the governments of 
the principal industrial countries and secondly on the Fund and any 

international agency or agencies which may be formed to carry buffer stocks. 

17. However, it should not be forgotten that merely by continuing investment 

at a steady rate throughout the business cycle, the Bank will be making 

a contribution to anti-cyclical action, since international investment 

normally undergoes a. sharp fall during a depression. Furthermore, there a.re 

reasons why, in the nature of things, there may be a tendency for the Bank 

to increase its lending during a depression, for the terms upon·which 

capital equipment can then be secured may make economic projects which might 

be unsound during a period of high prices. But the first consideration in 

timing ~anlr: :'inAnc:i.rw J1'!us~ remain tbe investment needs of its member countries 




