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REPORT. BY THE GROUP OF EXPERTS APPOINTED BY THE SECRETARY-GENERAL UNDER THE
TERMS OF RESOLUTION 221 (IX) OF THE ECONOMIC AND SOCIAL COUNCIL TO SWUDY
NATIONAL AND INTERNATIONAL MEASURES FOR FULL EMPLOYMENT (E/1584) (continued)

1, The CHAIRMAN called upon the Commission to continue 1ts general
discussion of part III B of the report relating to international measures,
Tha Secretary of the Commission would reply to questions which had been raised
at the preceding meeting regarding the views of the experts on loans to be

granted to under~developed countries.

2. Mr., VEINTRAUB (Secretariat), replying to the representatives who

had asked why the experts had made a distinction between loans granted for
general development purposes and loans granted for carrylng out concrete
projects and why they had recommended thet the International Bank should set
up a department for general developmental lemding pointed out that the first
question was answersd in paragraphs 116 and 197 (sub-peragraphs a, b, and c) of
the report. He read the relevant text,

3. Referring to the second question, he stated that at the present

time the Bank made loans only for concrete projects and that therefore it

vas essential to set up a special body to grant loans for general development,

/4. Mr, NUNES GUIMARAES
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T, . Mr. NUNES GUIMARAES (Brazil) saw no way of achieving & balanced
world economy without re-establishing the flow of forelgn lcans. Indeed,
two conditlons were essential to the achievement of such a belance:

(1) the free flow of capital; (2) the free migration of labour,

De As stated in paragraph 191 of the yveport, it was essentlal taat,
in the field of forelgn investment, industxdelly advanced countries should
ed just their policy so &s to emmble unﬁer—&c!eloped countries to Increase
thelr capital equipment and their 1eal income. It was the flow of capital
among nations that bridged the gaps in Intermational trade, It was forelpgn
capital which supplemented and stimulated the movement of domestic capital.
Under-developed countries requiréd agricultural machinery, laboratories etc,
They therefore needed capital either from private sources or from 1nternational
agencies, v
6. It would be a grave error to undemgstimate the importence of privete
investment, notwithstanding the internmatiomal difficulties which might have
been encountered in that field, The flow of private capital must‘be engouraged
rather than opposed., Moreover, countries resceiving caypital were more
interested in obtaining private invesiments than funds from intergoverrmental
sources, Furthermore, encouragement should te given to the establishment
of mixed corporations, which encouraged & spirit of enterrrise in the under~
developed countries, enatled them to comtrol their indusiries end facilitated
the transfer of caplital and profits. In those corporations the‘immovable
assets could for example represent nationzal capltsl uﬁ to 50 or 60 per cent
and the industrlal equipment and imported raw meterials could represent
forelgn ceplital to the extent of 4O to 50 par cent, _ '
Te Nevertheleas the needs of the under-devsloped countries iﬁ the field
of public utllities, railways, hydraulic prwer, irrigation etc. were particularly
urgent. In the long run those were the mn3t productive forias of 1nvestmen£.
8. Thus in Brazil the raiiway cumreudos hnd for the nost part been set up
“with English capital, and they had besn an essen’icl foctor in the economic .
development of that country. , _ ‘
9 It was nonetheless true thet corrurations witk forsign capital which
operated public utilities in wrer-ievelnr.3 cowﬁﬁries weve for the most‘part in
a difficult position. The experts hat undrubbedly had thet in mind'when they
had made thelr recommendations concerning the Intermational Bank,

/10. The fact
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lo. =~ The fact that a loan was granted for general development did not remove
the need for exsmining its soundness. If the Bank could grant loans without
considering their soundness, these loans, instead of being a benefit to the
borrowing country, might become a handicap because they might in the future be

an obstacle to the equilibrium of their balance of payments.

11. Mr. SAKSENA (India) would have liked to hear a statement by the
representative of the International Bank on the technical problems raised by

the experts’ recommendations.

12, | The Brazilian representati%e had read paragraph 101 of the report,
which wes particularly important. Mr. Saksena, as he had already saild, fully
supported the principles stated in that paragraph and was glad to note that it
had also been approved by the reprecsatatlves of the great capitalist countries.
He wondered, however, whether ths msewsowras reccmmended by the experts for the
implementatidn of thoce frinciples vere adequate and sufficient,

13. He gave as an example his own country, Indla, whose economy was
peculiar in that it suffered at the same time from inflationary and deflationary
pressure.

1k, During the course of the last war, Indle had spent considerable sums
on the production of war material, which had brought about an increase in
monetary circulation, thereby producing an inflationary tendency. That tendency
had been accentuated after the war as a result of the dearth of foodstuffs, due
to the fact that Burme and Siam were no longer in a position to furnish them, and
also to bad harvests.

15. The result hed been an increase in the price of foodstuffs; that
increase, while benefiting the agricultural population, had on the other hand
forced the non-agricultural population to spend a larger proportion of its
income on foodstuffs, thereby bringing about a decrease in the demand for other
products.

16, Thus, the Indian economy presented a strange pecullarity; 1t
consisted of two sectors, one of which manifested an inflationary tendency, the
other & deflationary tendency. The experts had recommended national measures to
combat one or the other of those tendencies; it therefore appeared difficult to

apply those measures in India.

/17. So far
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17. So far as its foreign trade was concerned, India, which lacked food-
stuffs, was obliged to buy cereals abrecad. It also imported the locomotives

and machinery which were needed for the re-establishment of its economy. Moreover,
1ts exports had a tendency to diminish, The result was that it had difficulty
in assuring the equilibrium of its balance of payments. India could not solve
those difficulties by means of a devaluation of 1ts currency, & measure which
could only succeed if there existed large surpluses which could be exported at
reduced prices. India therefore could rely only on an increase in its
production, both of primary goods and secondary products.

18. To do that, the best method was to bring about an increase in national
investment., National capital, however, depended on savings, and as a result of
the Increase in expenditure for foodstuffs, the latter had considerably decreased
in India. -Thué; India must have resource to foreign cepital, That capital might
come from two ‘different sources:; either from private investment, or from inter-
governmentel loans. '

19. So far as private investment was concerned, the United States
representative had said that a favourable climate must be created in the borrow-
ing countries. That was not sufficient. The lending countries must create a
favourable climate in their own countries and allay the fears and apprehensions
which might arise there. In particular, the fiscal policy of lending countries
might facllitate or discourage forsign investmenis.,

20. The experts had been right to distinguish between loans granted for
general development and those granted for the carrying out of concrete projects.
The field of activity of the International Benk was not currently wide enough,
for it did not cover all forms of loans and in particular those which were vital
for under-devélbped countries. loans for general development were undoubtedly
more risky than loans for concrete projects, but they were the most important
and they'should be given particular attention and encouraged to the fullest
possible extent. s '

o1, The experts had not disregarded those risks, and in paregreph 19 (e)
of their report they had visualized measures designed to cover them in part.

/22. He agreed
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22,7 He agréed with the recommendation contained in paragraph 198 of the
experts' report, concerning technical assistance by the United Nations in the
matter of economic development. So far as India in particular was concerned,
however, technical assistance unaccompenied by capital would be of little value.
In any programme for the economic development of under-developed countries,
financial assistance was ‘of major importance. '

23{  In paragraph 193 the experts had recommended machinery for the granting
of loans tO'foreign countries. He did not consider himself qualified to judge
vhether those proposals were of a practical nature. They should be studied by
technicians from the point of view of their feasibility and the security they
offered. R

ok, " Mr. PLEMING (United Kingdem) récalled that in his general. statement

he had emphasized thé importance which, for several reasons, he attmched to a
stable and continuous flow of investment from the industrially advanced to the
under-developed céuntries; firstly, because it was desirable to increase
productivity and raise gtandards of 1living in the under-developed countries;
secondly, because it was difficult to find a repid solution for balance of-
payments difficulties unless capital was made to circulate from countrles

having & surplus towards deficit areas; finally, because such-a flow of

capital would enasble the demand for goods and services in the industrially .
advanced cotntries to be raised to & level higher than 4t would otherwise reach.
25,  He entirely agreed with the United States representative as:to the
nbééésity for bringing ebout a climaete in capital importing countries which
‘;woﬁld"énéouraée private investment. That, however, was not sufficient to ensure
a regular circulation of cepital. Before the First World War asnd during the -
years from 1920 to 1930, the flow of investment had been greater than it now
was, but it had not been reguler. That lack of stability had not, however, had
serious consequences, for there had not at that time been the balance of psymsnts
fdrfficulties which now existed. ' Tt had perhaps become more difficult to overicome
those difficulties than the laék of capital. '

[26. The experts
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26. The experts had therefore becn right in gecking to ensure greater
regularity in the intcrnational movement of eapital, and Governments should
carefully examine their recommendations on that point.‘ The technique they
proposed did not exclude the maintenance of a large volume of private‘international
inveptment. Thelr alm was, by means of the system of 1oaﬂs they had worked out, to
get Govermments to make up the difference between what the volume of investments
should be and what it actually was. | -

27. It was clear that the experts had been somewhat rash 1n their desire to
achieve absolute stabllity of investment. Suchatabllity depended above all on the
stability of balances of payments. The present 1nstab111ty of the 1at+er made it
impogsible for any country to give a guarantee as to,the amount of capital it
should expert. If a country did not succeed in obtalning a gurplus in 1ts '
balance of payments corresponding to the amount of capital 1t should export,Ait
would have to reduce its capital exports. The representative of Canada had stated
that he 4id not think that Governments would undertake to furnish fixed amounts of
capital; the representativs of the United States of America had sald that the
amount thus guaranteed would be so small &s to be 1neffectua1. Nevertheless, “
Governments should study that aspect of the problem, » :

28. If the fact of having to act through intermational organs would prevent
Goverrmentsg from accepting obligations of that mature, it would be preferable to
attempt to stabilize the flow of capital exports by national measures.

Governuments might prefer to retain the administration of capital in their own hands,
However that might bve, the maln difficultises ln a system of that kind arcss in
connexion with demand. The United States representative had'said that, so far as
the International Bank was conoerned, the shortege of funds would not restrict the
export of capitael which the Bank might finance, since that shortage'might be only
a temporary one. ZLoans rather then subsidles were involved, ‘and it was 11kely that,
bscause the loans would have to be repeid in the currency of the lending countries,
the amount, of capital borrowed would be limited by the borroying countries them-
gelves. That amount might even be less than the lending country would have liked
to export. in the light of its own employment policy.

/29. He therefore
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99. ', He therefore concluded that if 1t was considered “that & programe of
loans for general development admin"stered by the ‘Bank would restrict the hmount
.of available capital, programmes on a w1der basis should be contemplated.~"

-?O _ It vas true that, in the last analysis, any programms of development was
actually a programme of concrete proJects, but it wes mot certeln that & ‘thorough
study of the probable effects of each concréte project would bs of great value, ds
it ves difficult to prove that the capital had really been employed to carry out
the project for which it had been intended or that the project in question would
have suffered more than another for want of that capital. '

31. . .The only considerations by which the Bank or a lending Government should
be influenced were whether the borrowing country vas able or willing to repsy

the loan, whether 1ts fiscal policy wasg satisfactory and whether 1ts géncral
policy did not ‘include undegirable elements.

'32. , ’ Subject to those reservations, Mr. Fleming approved the recomméndations
of the experts concerning loans granted for purposes of gencral development. Iike
certain other renresen atives, however, he thought that the experts' demands upom
the lending countries were too high. Governments should be agked whether they had
any better plans to propose. ©

33. S Mr. EZEKIEL (Food and Agriculture Organization) stated thet at geveral
of its conferences FAO had examined the question of funds to be furnished to -
under-developed countries for investment purposes. The number of loans granted -
for that purpose to such countries was negligible; one reason for that was that
the Governments concerned had not submitted detailed plans to financing organs.
3. FAO therefore folt thut deficit countries should be invited to submit
concrete programmes of development which would enable them to agk for long-term and
.Vshort-term loans. It was further necessary to establish & plan of technical
assistance in order to facilitate the preparation ‘of such programmes.

35.. Mr. Ezehiel observed in that connexion that FAO ‘had already opened a
:school in Pakistan for the training of personnel required for the preparation of
programmes of that nature. He called upon Member States and specialized agencles
to follow that example.

/36. The Govermments
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36. The Governments of under-developed countries were not solely responsible
for the existing situation. The preparation of detailed and well-documented
projects involved conslderable expense; Governments hesitated to incur such
expenge 80 long as they were not certaln of obtaining the loans they required,

37. . Thus, the problem had two different aspects: on the one hand, there was
need to stimulate effective demand for loans,' the recommendations of the experts
on that polnt corresponded on the whole to the measures teken by FAO. On the
other hand, 1t was necessary to 1hcrease the amount of avallable funds by extend-
ing the capaclty of inteb—goVernmental financing organs and attracting private
capital into that field, thus 1lnducing Govermments to uﬁdertake the requiredeork.

38. Mr. FIELD (International Bank for Reconstruction and Deveiopmﬁnt)
thought that an exact definition of the term "general development" should be given
before the questicn of programmes of general development could be usefuliy
discussged. ‘ V "

C. Plan for stahllizing the flow of intermational trade. Addition to the
functions of the Intermaticnal Monetary Fund

39.  Mr. LuBIN (Unlted States of ‘mérica) wondered whether the proposals of
the experts 1n that fleld would not have unfavourable repercussions. The grant-
ing of loans to deficit countries with a non-convertible currency might, he thought
be liable to ievard the return of those countrles to convertidbility.

40. Mr. HErNER (International Monetary Fund) stated that the Fund was esger
to participate in the comsideration of the report of the Group of Experts and in
drawing up the meagures to be taken in that connexion. He did not think, however,
that at the present atage, before the Commiasion 1tself had taken a deciglon, the
Commission would expect the Fund to give its views on the value of the
recommerndatione and directives proposed by the experts.

3, Tho éxperts atmittefily récomrized the Importance of whe Tund
fh-somioxtdn ¥Ath the ewtsbldshient of a stable equilibuvivm Por

1rtornational paytents, ant they réalized the netessity of ineroasing. -

{5 -robdureel shd dtapossble Tunds, Mo worilered, Howwex, whether tho
stpticMm the expertl 6vinced regaddps the Fund in paragrepgh 12% ¥¥ the report

Jwes really
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-was really Justified. The Fund wonld have to study that question. | Further-
more, 1t wished to study more closely certain statemsnts of the experts in
iparchraph 120, concerning tha rwbht recognized in the Articles of Agreement
of the Fund and 1n the Charter of the. ITO to introduce resgtrictive and
vdiscriminatory'me&sures in cases'wheré balance of payment difficulties
‘resulting from deflationary pressure from abroad were encounteredn: He
quoted chapter VI of the Charter of the ITO to 11l ustra*e that protective
measures could be taken also in the case of inflaticnary pressure. He
wished to assure the Cummission that for 1ts part the Fund adhered as strictqy
as possible to the principle of non-discrimlnation. o
1,h2, With rezsrd to the propossal of the experts that the Articles of
Agreement of il Fund~should be amended, he did not know whether such an.
amendment was neceséafy and whether it was advisable to discuss 1t at that -
stage of the dimcussions He could see no objectlon to the suggestion of the
experts thet ths Furd should approadh non~memher States, 1n view of the fac£ 
that the Fwil was ap organ whlch waé becoming universal, He did not think
"1t was neceszzyy to increase the number of inatitutions deallng with inter-
mational monetary problems. ' :
L3, - In conclusion, he stated that the Fund was deeply interested in the
problem of the retirn to the convertibillty of currency. Be was not, however,
in a posltion to envisage ths technical aspect of that problem at that stage -
of the discussicn. ' '

Lk, Mro. IBUTSCH (Canada) wondered whether the system proposed by the
‘ experts would have proved effective if it had been put into operation between
1920 and 1530, for exemple. He was inclined to think not. -

45, Mro FLEMING (United Kingdom), supported by the CHAIRMAN, did not.:
think that suck a guestion was relevant., Past experience had shown that a
country which was suffering a decline in its exports tended to reduce 1ts
imports, but 1t was possible that such a couniry would have wearicdc differently
1f 1t had had currency et ite ‘disposal, as the report prepusnts

/46. In proposing



E /CN.1/SR,100
Pabe 1

L6,  In pfoposihg £hatksyétem; the experfs had embafked:uPOn an excellent
courge. Each country should of course; étrive to ensure fullAewpioyant
within its frontiers. It was possible, however, that it would not succesd
and in that case the eifects would be felt by the rest of the world. If un-
employmens occurred in a large country, the repsrcussions of that blow would
be all the more serious and would to a certain extent be of a cumilative
characters | - | o

L7, Thevbest solution, therefors, was to ask a country which was
suffering Irom & dépression to supr:ly the rest of the world with financial
regources, &n that ths level of world trade could be maintained. It was
necessary, hownver, uo make sure that the disequilibrium was due to & temporary
depression and was not of an organic nature '

48a The International Monetary Fund itself had recognized that it was
not in & position to finance the deficit vhich might affect the balance of
payments aftor a depreesion. That situation had occurred during the previous
year and might »ecur the foliowing yoaro The financial resources of the Fund
could, of comse, be increased within the fremework of normal procedure. The
plan of the exzpsris, howevor,jhad the advantage that instead of increasing
‘those resources to a fixed amount, 1t recommended & contimious contribution
of capital as long as the crisis lasted.  Thet vas eqﬁivalent to granting to
the countries concerved uniimitod coniitioﬂal loans for specific and numeri-
caliy oefinfo PUrposes o : | ‘

49, Mr. Fleming proceeded to refer to certain criticisms made by
Mr.,‘Lubin0 According to the United States representative, there was reason
to feér‘that the borrowing countries might use the funds placed at their
disposal for othér‘purposés than the purchase of products from the depositing
countries. Mr. Lubin had also expressed doubts with regard to the possi-
bilities of reimbursement of the loans granted under the plan of the experts.
' Mr. Flemlﬁg thought that the criteria governiné the loans would be such as .
to nvercome Mr. Lubints objections completely. -

50. Mr. Lubin tnouuht that the medsures proposed by the expertis created
the least favour&ble conditions for a return to’ convertibility. It was true
that a debtor country which was to lncresase l1ts indebtedness might see its
regserves dimihiéh~and, as a result, delay the return to convertiblility of its

[currency.
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currency. When the varlous alternatives were considered, however, it migh£
be thought that the price of a return to convertinility would be very high if,
for that reason, raw materials were to be refused to countries vwhich needed
them to keep thelr workers in employment. Tre system propossd, on the
contrary, weuld snable those countirles to maintain their imports without fear
of exhausting thelr currency reserves.

51. Apart from that, the system proposed by the experts presented
several serious difficulties.

524 It would impose speclfic obligations on countries suffering from a
depressicn, without giving a precise definition of the conditions in which
those obligatlons must be fulfilled. It was therefore necessary to fix the
Ilimits of whai was understood by "employment target" and clarify the meaning
of the expression '"reference year". Means must be found to asgcertain to
what extent veri-tions in the balance cf payments were due to variations in
employmsnte Finelly, the experts appeared to base their reasoning on the
idea that the s%abilization of capltal exports had already been achleved.

53 He wondered whether it would not be wiser not to atitempt to Judge
how far balance of payments difficulties were due to a depression, and

simply to recognize that 1t might be necessary to establish a .system permitting
the maintenance of forelin exchangs reserves in the.case of balance of pay-
mends difficulties due to a depression or to other temporary causes.

54 e He could not susgest any technique which would emable a distinction
to be made bsuwoan those various causes, but he approved of the principle that
countries sufiering from a depression should underteke to compensate for the
inadequacy of thalr demard for imported goods either by placing funds at the
disposal of &a internaticnal body or by furnishing them directly to the

exporting countries.

55 Mr. WEINTRATB (Secretariat) reverted to the question of convertibility
raised by Mro. Lubin. He thought Mr. Fleming had given a clear and definite
reply to that aquesivion; in addition; he drew the attention of the United States
reprosentative to paragraphs 127 and 135 of the experts' report, which provided

[edditicnal
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additional information en the subject. They sald, in effect,that the aim
of the measures proposed by the experts was to ensure that the situation
should not continue to deterlorate, and that they should limit the crisis.
The experts therefore proposed to impose a limit on the loans to be made by
the Fund. That limit, defined in paragraph 127, would obviate the danger
referred to by Mr. ILubin.

564 Mr. BAAVEIMO (Norway) thought the measures proposed in part C were
insufficlent to ensure the stability of intermational trades A simultaneous
reduction in imports and exports would be llable to rendsr those measures
inoperative. To solve the problem of world trade, the multllateral msasures
described in part A should be co-ordinated with those set forth in part C,
vhich concerned the particular situation in each country.

5T s The problems dealt with in part A, however, could not be settled
once and for-alle An attempt must be made both to attain a high level of
prosperity in world trade and to maintain ite fimancial eiuiliibrium by
methods of a multilateral nature.

The meeting rose at .15 p.m.

. 27/1 pame





