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SUGGESTIONS CONCERNING AN APPROACH TO THE DISCUSSION OF MOBILIZATION
OF INTERNAL FINANCIAL RESOURCES FOR ECONOMIC DEVELOFMENT:  PROPOSALS
BY MR. BRAVO JIMENEZ (E/CN.1/Sub.3/W.11)

The CHAIRMAN informed members of the Sub-Commission that beth Mr. Bravo
Jiminez . and Mr. Guimaraes had submitted suggestions concerning an
approach to the discussion of the mobilization of internal financial
resources for economic development -- documents E/CN.l/Sub.3/W.ll and
E/CN.l/Sub.3/w.lO respectively. He wondered whether the Sub-Commission

wished to discuss them joigtly or separately.

Mr. GUIMARAES proposed that Mr. Bravo Jimenez's suggestions

should be examined first.

The CHAIRMAN began by saying that Mr. Bravo Jimenez wished the
following alterations to»be made in the text of his working paper:
On page 1, to delete the words "but also of the" in
line 3, to place the words "application of capital equipment
and modern technology" in parentheses and to add a comma after
the word "maximum" in line L4, and to delete the words "in all
fieldé, and of" in line 5. On page 2, Mr. Bravo Jimenez |
wished to delete the words "and generally to" and to add the
word "of" after the word "increase" in line 2 and to alter
the last sentence to read as follows: 'the maximum utilization
of internal financial resources (equity capital) is the basic
condition for'implémenting the social, political and economic

policies that the people of the country concerned..."

[

/The Chairman
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The Chairman congratulated Mr. Bravo Jimenez on his working paper
and said that it contained some of the basic ideas which would have to
be incorporated into the Sub-Commission's report. He suggested that
members should confine themselves to discuseing the general principles
set forth in that document rather than the wording whicﬁ could be
considered later in drafting the report.

In his view the working paper could be divided into three parts:
the first dealt with the general aspects of the financing of economic
developmen%, the second with foreign financing and the third with the
mobilizatipn of internal financial resources for economic development.

Turning to page 1 of the working paper, he said that it contained
a key senténce which laid down a main principle of economic development:
"The conditions for a long term growth of the economy must be based on
the consideration that the maximum use must be made for utilizing
available internal resources, on the one hand, and that a maximum effort
must be made for operating the '"national plan" with & view to constantly
increasing‘the availability of internal resources for economic develop-
ment." There was no need to dwell on the first part of that sentence'/
as the ide? it set forth was well-known and had already been accepted.
Regarding the second part he said that emphasis had been laid on the
need so to‘pian economic development that it should increase the
resources available for further economic development. Countries now
carrjing out economic development programmes had not always peid
sufficient attention to that fundamental principle, and it should be
Stressed in the Sub-Commission's report.

In cabitalist countries, economic development was in a way self-
supporting:since profits derived from one industry were ploughed back
into the séme industry or else used to promote new -industries. The
United States of America provided a good illustration of that process.
Wherever economic development was being carried out according to a
plan, the aim should be to create more and more resources for further
developmen# in the future.

Mr. EVANS agreed that the Cheirman's description was correct
when applied to the United States, but wondered how far it could be

generalized in respect to underdeveloped countries. Profits were

[often
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often absorbed by various kinds of expenditure or else served to build
up privéte holdings of foreign balances. It was desirable that profits
should help to promote further economic development, but how often was
that the case? ' \

Mr. BRAVO JIMENEZ stated that Mr. Evans had pointed to a good

reason for emphasizing the principle he had put forth.

Mr. MCROZOV reminded members that previous sessions of the
Sub-Commission had accepted the /principle of the paramount importance
of industriaslization in economic development. It should be emphasized,
therefore, that the industrialization of underdeveloped counfries should
be carried out first of all by means of the maximum.utilization of the
national resourceé of the countries concerned. That'principlé should
be embodied in the Sub-Commission's report. ‘ 4

Mr. Morozov added that although the téxt under discussion touched
upbn the problem of the part played by foreign capital, he would not
discuss that question as he undgrstood that the Sub-Commission would

examine it later.

The CEATRMAN sald it was true that great emphasis had been
laid on industrialization. Unfortunately, however, both the Economic
and Employment Commission and the Ecoﬁomic and. Social Council had
interpreted the word Tinéustrialization" in a very narrow sense --
hence their criticism of the éub-Commission's findings. He was not
prepared to agree with such an interpretation. Economic development
was not synonymous with the development of manﬁfacturing industries.
In some countries,.food was bj far the most important problem, India,
for instance, was spending vast sums of money on importing food and
had to rely on foreign loans. When the Sub-Commission had discussed
the problem of industrialization, it had interpreted the word
industrialization as meaning the application of modern technology
and capital equipment in order to achieve an increase in national

productivity.

fHe wished
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He wished once qnd for all to dispel any misunderstanding which
night exist on that particular point. Industrialization was the main
process of ec9nomic development but it did not mean just the development
of mﬁnuchturing industries.

i

| Mr, MCROZOV said that the Chairman had apparently misunderstocd
him, Atfno session of the Sub-Commission had he asserted that econcmic
developmént should be intérpreted to mean only the develoﬁment of
manufact&ring industries, and he had never denied the great importénce
of agricdlture and transport, for instance. In his view, since the
SPb-Comméssion held that industrialization was a decisive factor of’
economic development it should stress the need fqr developing a national
industry; The Sub-Commigsion was dealing with the development of national
economies and should emphaéize therefore that it had mational industries
in mind. .

|
'

- The CHAIRMAN and Mr., COLLADO asked the USSR represeéntative to

explain the exact meaning he attached to the expression "national industry".

? Mr., MOROZOV said that question was not new and had already
been discussed in other organs of the United Nations. By the expression
"national industry" he meant an industry which belonged to the country
COncernea. Indeed, it was possible for some industry to be situated
within tﬁe geographical confines of a given country and yet to belong
to another country. That was not a national industry.

[

Mr. COLIADO did not think the Sub-Commission should concentrate

exclusively on the development of those industries which vere owned by

the govefnment or the nationals of the country of their location.

The CHAIRMAN said that such an approach to the problem would
eliminat% the possibility of any foreign investments. For his part,
he admitted that industries might be foreign-owned but emphasized that
any econémic development taking place in a given country should be in
conformiiy with the national interests of that country.

/Mr. PATEK
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Mr. PATEK pointed out that profits derived from a nationally-
owned undertaking remained in the country concerned while those derived

]
'

from a foreign-owned undertaking might go to other countries.

Mr. BRAVO JIMENEZ said that there were two gides to the.problem:
the first was the existence of productive potentialities in a given
country and the second was the economic, political and social processes
by.means of which the country concerned developed and built up its own
industry. This process might rely on foreign or domestic ownership in
different degrees depending upon internal and external factors operating
from time to time. In Mexico, for example, 0il had been a foreign
interest until the exgropriafion act of 1938. Then it was generally
referred tolas nationalized, that is it came into the national asséts.

He would hot go so far as -to say/no industry can be owned by foreigners.
There were two problems, 1) Developing the ihdustry of & country, !
usually with help of. foreign resources, and 2) the process of building
the industry up as an asset rather than a liability of the country,
On the first page, he had tried to emphasize industrialization as
a main problem of economic development, adding the concept of application
of modern téchnology and equipment not only in industry but in all fields
of the economy. If we take gut the reference to foreign investment,
for later discussion, all appeared to agree.

Mr. LIEU felt that the discussion on the meaning of "national
industry" had.arisen because the working paper had used 'the expression
"national plant"”. The expression, however, did not raise the question

of ownership.

Mr. MOROZOV agreed with the opening suggestion made by the
Chairman that the Sub-Commission should not discuss the wording of the
' working paper and should confine itself to examining the principles and
ideas it set forth.‘ He reserved, therefore,kthe right to put forwérd
suggestions regarding the wording at the appropriate time.

/Tprning
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Turning to the point under discussion, he said that the majori%y
.of pembefs would agree that the development of national industries was
the bagis for national economic development., It would not be a
normal gituation if ﬁﬁe basic branches of a country's econotmy ¥ere in
foreign hands, Such a situation might lead to the économ;q and political
subjugation of the country to inberests which had nothing in common with
those of its people. Mr. Collade for instance, would not think it normal
if all the' steel industry oflhig country were in the hands of g foreign
concern. - . . .

It would be wrong, however, to assume that he excluded the

possibilipy of\féreign capital helping in the development of industry '
in a particular country. The direction of such industry should, howevér,
be in the hands of the country itself and it should be national in '

’

character,

t Mr, RAO agreed.

‘Mr. GUIMARAES pointed out that many people interpreted the
word "indﬁstrialization? a8 meaning only the development of manufsctur-
ing industries and said it was imperative for the Sub—Commissiqp to
erpnasize the broad meaning of that word so as to afoid any further

. !
In that connexion he wished to recall that wyhat he had said on that

misunderstanding.
problem at the second session of the Economic and Employment
Cormission (E/CN,.1/Sub,3/10):
"economic development may be defined as an increase in
the total production of & country or region, as the case may

be, at decreasing costs and in the long run, provided the whole

gainful population is occupied. An accurate estimate of the

national income is the best way to measure it, on the c¢ondition

that the estimate is well eélabarated. '
"Consequently, I continued, economic development means

better industrial equipment, increased use of fertilizers,

raising of the general level of education and skilled

labodr, the introduction of modern methods of forestfy,

cattle breeding, and so on, as gppropriate to each country !

individually and in a higtorical period.

/"For our
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"For our. less-developed countriés, economic development

is é synonym of giversifié§_economy; that is to say, escape

from dependénce on the exportation of only two or three

primary products. It also means expéﬁsioﬁ of foreign trade

on behalf.of the domestic market, and not the contrary. It

is obvious that‘inaustriélization is the cornerstone of "

economio(diversification.' Notwithstanding,'if we do wish to

have sqmething done, we must begin with the basic problem of

increasing the real income of ﬁhe'agricﬁitural population of

of our several‘regions, gince about fifty per cent of their

empléyed population make a living from this activif&.v

He waé glad to note that Mr, Bravo Jimeﬂez had incorporated those
ideas on bage 5 of'hisg working paper, which stated that:

"3, No creation of capital can be considered as sound

in the under-developed countries unless agriculture' _

(generally occupying the largest ﬁortion of the gainfully

employed populatioﬁ)'is given the maximum consideration with
7 a view to increasing its produotivitx;"-

Mr. COLLADO expressed full agreement- with all the ideas
outlined on the flrst page 5T the worklng paper and algo with the
gtatement made by‘the USSR representatlve. It wag clear that it was in
the interest of every nation to develop to the max1mum the social and
economic well- belng of its people; when dlscu881ng the question of foreign

Mlnvestments the Sub~-Commission will examine measures by which’ they could

help in attalnlng that aim.

‘ The CHAIRMAN turned to pagé 2 of the worklng paper and X
expressed full agreement with the principles it ldid down. In,hls
view, it was gelf-evident that the purpose of implementing the social,
political and economic polibies deé;red by the people of a countf& vere
yet anéther reason for relying on internal f&nancial resources to the

-

maximum,

Mr, MOROZOV said that he would dlscuss later, at the

approprlate tlme the specific wording with reference to "industrializa-

tion" and "increase of capital equipment".

/The CHAIRMAN
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The CHAIRMAN turned to page. 3, of Mr. Bravo Jimenez's docﬁment,
where the fact that the utilization of internal and external financing
was an interdependent process was emphasized, That was siiply & statement '
of fact which should not lead to any discussion.,

Mr, MOROZOV saild that the 1ldea expressed on page 3 of

Mr, Bravo‘Jimenez}s raper was perfectly clear, but he'reserved the right
to discuss. the wording at a later stage. It was obvious that the intro-
dgction of foreign capit&l might be connected witﬁ redistribution of
domestic resources, but the. nature of that effect would dépen@ in each
c se ubon‘the circumstances under which the foreign capiﬁal was Introduced.
In soﬁe césés, there could be introduction of foreign capital which did
not incre;,se the economy of" the country, ' |

There was a reference to mutual agreements governing the introduction
of foreign capltal in Mr, Bravodiminez'g?%if%hat; ccrrnexicn, Mr, Morozov
referred to & ddcument concerning Haiti whiéh showed quite clearly that,
although  the'transactions miéht'becﬁrried . out through mtual agreements, -
that would not necessarily prevent one country from placing all 1its indus;
tries (moﬁetary resources ) in tﬁe hands of another. Thus, the siatoment
‘that there should be mutuai agreexents would not be sufficient to prevent

the economic subjugation of one country to another.

\

Mr, BRAVO JIMENEZ replied that he fully realized the need to
prevent interference in the internal affairs of a country through the intro-
duction of forelgn capital and his statement had qualifying conditions as

to the natﬁre of mutual agreements,

Mr. MOROZOV gsaid that the same hiffioﬁlty arose abeut terminology
whenever the introduétion of foreign capital was discussed. He would dis-’
cuss that later when foreign financing was taken up. Y

The CHAIRMAN said that drafting question would be dealt with

when ‘the Sub-Commission came to the discussion of its report.

/Turning to
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document,
Turning1b pages 4 and 5 of Mr, Bravonm*nez s/ he said that they

set forth the basic problem., The next few pages had been mainly intro-
ductory and had contalned general statements of a, non-controversial nature,
but pages 4 and 5 contained many ideas which could profitably be discussed
by the Sub- Commission,

There wad one very important idea contalned in the first. paragraph
of‘page~h,.namely that any ettempt to speed up the process of economic
development would necessarily be accompanied by a meagure of inflation,.
for the development would require greater expenditure than could be covered
by the normal rate of saving. It must be 8ssumed that economic develop~
ment,was usually plénned at a rate higher’ than gavers' pregent willingness
to finance such development. However, now that the idea of deficit
financdng had been popularized, in the pre-war and war periods, the need
for caution should be emphasgized. IThere were various ways in which a
Goverqmeht could\geep a check on the inflatlon which was a'by-product of
its accelerated economic deVelopment. That was the meat of demegtic
gconomic policy; and in that connexion; varioue contro;s had: beepn mentioned,
such ae price-fixing, rationing, double markets, turnover taxes, He WOuld
like a disc -ssion of these controls. He characterized the big problem as:
the aﬁti-inflatiOnary policy to be followed by government to counteract
inflation vwhich is the.by-broduct of the process of financing economic
_development from internal sources. '

The Chairman‘further wondered why agricultural credits were listed as
an example of inflationary poseibilitiesi and thought it may be useful for
Mr. Bravo Jimenez.to illueﬁfate concretely how each of his examples might -

contribute to inflation,
/

Mr. LIEU agreed that economic development, eépecdally'when .
carried out by the maximum utlllzation of interhal resources, would lead
to inflation and that some check should be kept upon the inflation.
However, he did not agree with the use of the term "controlled imflation"
ag it might give the impression that there really was a way of controlling
inflation. Once a Government starﬁed to use methods of deficit financing
it was extremelyldifficult for it to stop. There was a bureaucratic
tendency to oxtend deficit financing to additional enterprises’andgto
extend controls beyond reasonable bounds., This wasg, at leasgt, hils ex-
perience in a capitalistic country, he did not kdow ebogt it in a socialist

country.

/The CHATRMAN
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The CHAIRMAN agreed that capitaliém practiced by the State was
worse thah that practiced by private individuals and was one of the
greatest meraces to individual liberty and the free development of the
country, 1For example, he understood that in the United States it was 1m~
possible to make foreign investments without a Fermit from the State
Department., In his opinion, such a strict system of econtrol was extremely

undegirabie.

~ | Mr, COLIADO explained that there was no actual control dn the
United States of the investment of funds abroad, but the export of capital
goods reqﬁired to implement such 1nvestments was at the present time subject
to transitional controls. He had no detailed information on the subject
of controis but he understood that the situation had recently been made
easier; It had recently been announced that the controls on the export
of iron aﬁd steel products had been abolished, Information on foreign
invastments was requested by the government for statistical puxposes?/but

there were no controls on invegtment of funds,

The CHAIRMAN thought it would be useful to have gome information
about existing controls on exports in the United Ststes.

. Mr, DORFMAN (Secretariat) said that in accordance with the re-
quest of the Sub-Commission the Secretariat had started a study of this
subjJect but the report was not yet ready.

‘ | The CHAIRMAN expressed the opinion that if the existing ccntrols
had prevailed in the United States between the years 1920 and 1929
economic development in the U,S.S.R. in that period would have followed
a differeﬁt pattern. When discussing foreign financing, he wanted the
Sub-Commission to consider the case for unfettered private enterprise,
since the exercise of controls was always influenced by ph@ Goyernment!s

polltical policy.

' Mr., COLIADO said that 1t could be seen from the Secretariat's
feport on movements of capital in the inter-war period that some element
of oontroi had prevailed in the United States in the years 1320 to 1934,
At trat tipe it had been fhe practice for the sponsors of bond issues to
agk the State Department'!s views before making the issues, bubt that practice
had been abandoned singe the year 193k,

'

/The CHAIRMSN
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Thé CHAIRMAN said that the question of controls was a very
important one, since it éometimes meant that underaeveloped countries were
unable to import the machinery needed for their economic development, even
though they were prepared to pay for it., The situation had been further
complicated by the ‘introduction of the Marshall Plan and, if events con-
tinued to develop along those lines, it would mean that a country would
nave to belong to one political group or another in order to obtain the
equipment it needed, regardless of the fact that it was.prepared to pay

for it. ( )

Mr, PATEK sald that the system of controls on exporfs had been
introduoed during the war and it had recently been extended until 1951,
Export licences nad often been refused for no -apparent reason for goods
interided to help in the economic reconstruction, of Czechoslovakia, Various
banks had also refused to grant credit to Czechoslo&akia, although at 4
first they had agréed to 46 so. He did not wish to infer that political
pressure had béen brought to bear upon those banks but he émphasized the
need to do avay with. export controls as eooh ag possible, '

With regard to loang, his country had applied to the Intermaticnal

Bank for Reconstruction 'and Development for a loan of $300,000,000, That
request had first been cut to $150,000,000 and then to $35,000,000, but
éo far Czechoslovakia had not received any lean at all,

Answering a question put by the CHAIRMAN, Mr, PATEK sald that
his ccuntry had recently exported capital goods requested by Brazil,

The CHAIRMAN was concerned that war-time controls for var and
balance of payments purposes are now used for entirely different purposes.
Returning to the question of inflation arising out of the acceleration
of economic develoﬁment, hs asked Mr, Bravo, Jimenez why he had stated on
rage 4 of his document that the provision of cheap credit for agricultural

Ar

activities would have an inflationary effect.

Mr, BRAVO JIMENEZ explained that he had been thinking of a ,
specific case which had occurred in Mexico and he had not meant hisg state-

ment to be taken as a general principle.

/With regard
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With regard to the point raised earli%r by the representative of
China, he sald that he did not insist on using the term "controlled
inflatign"; He simply wished to emphasize|the fact that something should
be done to counteract the inflation which was a necessaxry by-prodﬁct of l
the accéleration of economic development. |The methods used to keep

inflatién within bounds would vary from country to country so the Sub-

Cemmission should confine itself to establishing the generél-brinciple.
that some ‘check should be kept upon inflation and each country could
put that principle into practice in the way which suited it best.
t
" Mr. KOHN (Food end Agriculture Orgenization) regretted that the
example of cheap credits granted to agricultural activities had been
used in 'the paper. It was true that the gmanting of cheap credits to any
one secﬁor of the national economy might be infletionary, but credits
grantedito agriculture psually gave the most rapid returns in increased
production. It was therefore an unfortﬁnate example to have chosen for
a paper setting forth general principles.

|

Mr, van der VALK asked whether the term "controlled inflation"

used in the paper was intended to refer to‘the control of rates of
exChange. The International Monetary Fund was deeply concerned with
that quéstion and 1t trusted that the control of exchange rates would
only befa temporary Feaeﬁre, "as had origiJally been stipulated,

Inihis oﬁinion, some ~xplanation should be given as to the meaning
of "conﬁrolled inflation" in connexion with! the standard of living of:
the population. The aim of economic develorment was to raise the
standard of living, but the population might not be content to support a
programﬁe which would only raise the standard of living after twenty

years,

Mr.. BRAVO JIMENEZ explained that what he hed intended to convey
in his pbpér was that the monetary authorities should teke the question
of infla%ionary trends into account, when establishing the overall .
progrémm% for economic develorment, He was|not advocating any particular

method 6T control but he simply wished to struss w®nad the question should

be taken into account,
/Mr. ven der VALK
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Mr, van der VALK agreed with the general principle, but thought
that the word "controls" should be avoided, sincCe it implied the control
of pricgs and rates of exckeunge.

Mr. MOROZOV raised the quesﬁion of records. He did not wish
in any way to crilticize the technicel services of the Secretariat but he
felt it should be emphasized that i1t was essential for the Sub-Commission
to have its sunmary recorde in English, If -English precis-writers could
not be supplied to service two meetings a day the Sub-Commission would

have to confine itself to meeting once a day.

Mr. DORFMAN (Secretariat) reported that strengthened by the
Sub-Commission's request he had already repeatedly raised that question

and would do so again,

The CHAIRMAN agreed with the USSR representative and expressed
the Sub-Commission's unanimous opinion that it would be unable to meet
more then once a day if English records could not be supplied for ite

second meeting.

The meeting rose at 1:15 p.m,





