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A Postwar Prodigy:
Development Planning
Almost every country in the world today has a national plan for economic development. Yet before World War If plans of this kind were
rare and, apart from the Russian Five-Year Plans, almost unknown.
This article, condensed from a chapter in the author's forthcoming
book, Development Planning: Lessons of Experience, traces in outline
the prodigious growth of development planning in the postwar world.
Albert Waterston
the national plan appears to have
TODAY,
joined the national airline, the national
anthem, and the national flag as an essential
trapping of sovereignty and modernity. Yet
when World War II began. Soviet Russia was
the only country engaged in systematic development planning, and then only since 1929,
when its First Five-Year Plan was approved.
For almost every other country, development
planning is a postwar phenomenon—even a
postwar prodigy.

Mr. Waterston is a staff member of the
Development Advisory Service of the World
Bank. He has been associated with the Bank
for 17 years. He is coauthor of The Economic
Development of Mexico, and author of Planning in Morocco, Planning in Yugoslavia, and
Planning in Pakistan, all published by The
Johns Hopkins Press, Baltimore. Maryland.

The advent of planning in the U.S.S.R.
seems to have made Indian leaders conscious
of development planning long before political
leaders in most other countries. As early as
1933, Sir M. Visvesvarayya, onetime Chief
Administrator of Mysore and a leader in the
industrialization of southern India, prepared a
10-year plan for doubling India's national income. When a conference of Ministers of
Industries, meeting in 1938 under the chairmanship of the President of the Indian National Congress, established a National Planning Committee, the Committee revived the
idea of planning to double the national income
in a decade.
In India, as in the U.S.S.R.. the problem of
economic backwardness was viewed mainly as
one of "catching up" with the advanced countries. As the resolution setting up the National
Planning Committee stated, catching up was a
matter of industrialization, and industrialization one of planning.

1
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Although World War II interrupted the
work of the Committee, its activities made the
Indian people and Government keenly aware
of the need for planning. This awareness, and
the agitation it produced, led the British Government to appoint a high level governmental
planning committee in India in 1941, and to
replace it in 1943 by an even higher level
Reconstruction Committee of the Cabinet, with
the Viceroy as Chairman. Then, in 1944,
there was set up a Department of Planning and
Development. At the request of this Department, the Central and Provincial Governments
prepared a number of projects to be undertaken after the War. In 1944 eight leading
Indian industrialists also issued a plan, known
as the Bombay Plan, which proposed doubling
per capita income and trebling the national
income in 15 years.
The exigencies of war and the Indian political situation stayed the execution of development plans; there was a pause until partition
of the country in August 1947, but attainment
of independence gave new impetus to planning in both India and Pakistan.
The War also interfered with the growth of
development planning elsewhere. In the Philippines, interest in planning became active as
early as 1934, when the economic implications
of impending independence were being discussed. In that year, the Philippine Economic
Association issued a report advocating planned
development of agriculture, fishing, industry,
mineral resources, transportation, and trade.
In 1935 a National Economic Council was
created to prepare development plans, and interest in planned development in the Philippines intensified through the second half of the
1930's. But here, also, the outbreak of war
interrupted attempts to give effect to planning
proposals.

Following recommendations made by a
Royal Commission, appointed in 1938 to investigate civil disturbances and other grave
problems created in the West Indies by a drastic decline in prices of that region's most important cash crops, the British Government in
1940 passed a Colonial Development and Welfare (CD&W) Act, superseding a Colonial Development Act passed in 1929 which provided
for funds to be allocated to colonial development. The 1940 Act covered all British
colonies, but during the war years shortages
of materials and personnel made it impossible
to carry out proposals for colonial development
except in the West Indies. In nearby Puerto
Rico, Governor Tugwell, appointed by the
New Deal Administration in the United States
and one of its staunchest exponents, strongly
advocated planned development to reduce unemployment on the island by increasing the
number of jobs and expanding production.
Development planning started by a Planning
Board established in 1942 was vigorously advanced through the war years. But the Caribbean was an exception; in most places the War
hindered incipient development planning.
POSTWAR PLANNING
Nevertheless, the War was a turning point.
During World War II, the industrialized free
enterprise economies had been forced to resort
to planning in order to ensure that scarce
materials and other commodities went to production having high priority. That experience
demonstrated that when the people of a country were moved by a common aim under emergency conditions, ambitious plans could be
successfully carried out. After the War, continued shortages made it necessary for most
countries to retain wartime planning measures
for several years.

2
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Europe
In France, pressure exerted by members of
the postwar provisional government to undertake a considerable substitution of planning for
market forces, which before the War had failed
to remedy the effects of the great depression
of the 1930's, led in 1945-46 to the preparation of the First (Monnet) Plan of Modernization and Equipment. France thus became the
first country in Western Europe to attack its
reconstruction and development problems
through a multi-annual plan, but the coming of
the European Recovery Program, or Marshall
Plan, in 1948 soon increased the number of
European nations with plans. Under the Marshall Plan, each participating country was required to prepare comprehensive 4-year and
annual plans embracing its resources and their
utilization, which became the basis for governmental policy and action. During the Marshall
Plan period, the United States actively supported the formulation of plans in these countries, a role which it considered consistent with
its responsibility for providing aid for the reconstruction of Western Europe.
When the Marshall Plan ended, with the
restoration of Western Europe more or less
accomplished, some countries in Western
Europe retained and expanded their planning
activities. Through its second and succeeding
4-year plans, France sought to influence the
rate and composition of investment in order to
bring about a continuing high rate of economic
expansion, while the Netherlands turned to
annual plans directed primarily toward the
maintenance of monetary and balance of payments stability and, secondarily, toward encouraging a level of economic activity appropriate to its resources. Meanwhile, in Eastern
Europe, the countries which had come under

Russian influence began planning on the Soviet
model to expedite the rehabilitation and expansion of their nationalized economies.
Asia and the Middle East
At the end of the War, Asian countries
which either had, or were about to, become independent, embraced planning to a much
greater extent than countries in any other
region. In the Philippines, the Joint Philippine-American Finance Commission, established to recommend measures which would
allow the Philippines to recover from the
effects of the War and to attain a rapid rate of
economic growth, included in its 1947 report
a 5-year plan for capital investments for the
1948-52 period. This section of the report,
known as the Hibben Plan, was the first of a
long series of development plans in the Philippines. Some countries felt so strongly about
the need for planning their development that
they adopted a practice followed in the socialized countries of incorporating a requirement
for planning in their constitutions. Thus,
Burma, which like the Philippines had established a central planning agency—the National Planning Board—before independence,
adopted in Section 41 of its Constitution a
provision that
the economic life of the Union shall be
planned with the aim of increasing the public wealth, of improving the material conditions of the people and raising their cultural
level, of consolidating the independence of
the Union and strengthening its defensive
capacity.

When Egypt entered into its abortive union
with Syria, the provisional constitution for the
United Arab Republic also provided that the
national economy would be organized in accordance with plans which conformed to principles of social justice and aimed at a rapid
improvement in the standard of living.

3
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In India, a vigorous resurgence of planning
activity followed the cessation of World War
II. Soon after the Interim Cabinet was established in September 1946, an Advisory Planning Board was appointed to propose measures
for coordinating planning activities, setting
planning objectives and priorities, and creating
planning machinery. Among other proposals,
the Board recommended that a central planning commission be established, but it was not
until a Working Committee of the Indian Congress Party had made a similar recommendation in March 1950 that the Indian Planning
Commission was created. Meanwhile, early in
1948, a few months after the partition of India, Pakistan had created a Development
Board with authority to coordinate development plans, recommend priorities, watch the
progress of development projects, and report
to the Cabinet on such progress. Pakistan was
partly influenced in starting to plan soon after
partition by a desire to make more secure its
economic independence from India, with which
it engaged in what a high official described as
"a kind of 'growthmanship' rivalry." But the
deplorably low standard of living in the new
nation also contributed to the Government's
decision to engage in planning to speed up the
country's development.
Development planning in Asia received new
impetus when, in May 1950, member countries of the then newly formed Colombo Plan
for Cooperative Economic Development in
South and Southeast Asia (at the time consisting of Ceylon, India, Pakistan, Malaya,
Singapore, North Borneo, and Sarawak) drew
up 6-year development plans to constitute a
blueprint of the Plan. Although none of these
plans was carefully prepared or carried out and
some were replaced before their term ended,

they captured the imagination of Asian political leaders and gave the region a lead in development planning which it has not lost. The
conquest of Mainland China by a communist
regime brought the Soviet variety of planning
to the largest country in Asia. Today, every
Asian nation except Sikkim has prepared a
development plan of some kind.
Planning for Colonies
The effectiveness of wartime planning in the
United Kingdom and elsewhere, as well as the
pioneering results of development planning in
the West Indies in carrying out projects and
programs under the CD&W Act of 1940, convinced the Government that development planning for the colonies was desirable. In 1945,
when a victorious end to the War was in sight,
another CD&W Act was passed which more
than doubled the amount that the United
Kingdom had previously been prepared to
make available for colonial development. To
give effect to the Act, the Colonial Office required the colonies to prepare and submit 10year development plans for 1946-55, on the
basis of which CD&W funds were to be apportioned. Because of postwar uncertainties
and personnel shortages, most of the plans
were not prepared and accepted before the end
of the 1940's or the early 1950's. By then, a
major shift had taken place in the purposes
which the British Government sought to accomplish through the 10-year plans. The primary purpose of the Colonial Development
Act of 1929 had been to help to solve the unemployment problem in the United Kingdom.
In contrast, the CD&W Act of 1940 had as its
main purpose the improvement of the welfare
of the colonial territories. This was also the
original purpose of the CD&W Act of 1945,
but after the financial crisis of 1947 in Great
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Britain, increased output became the main
British objective of colonial development.
Other European colonial powers also
adopted development planning for their colonies. More for strategic than for economic
reasons, France had pursued a policy designed
to make the economies of its colonies complementary to that of metropolitan France. To
this end, a Colonial Development Fund had
been created in 1935 to provide investment
resources for the colonies over a 15-year period. After the War, a 10-year colonial development plan, known as the Plan Pleven,
was prepared for the years 1946-55, which
confirmed the prewar policy of integrated development. With the advent of the Marshall
Plan, the Plan Pleven was replaced by the
French 4-year plans covering the entire French
Union.
While most of the British CD&W plans had
been prepared by the colonial governments in
the territories, the French plans were usually
prepared in Paris, and it was in Lisbon that
Portugal drew up plans for its territories. In
1948-49 a Belgian mission, in cooperation with
the colonial administration, prepared a 10-year
plan for the period 1950-59 for the balanced
social and economic development of the Belgian Congo, while the Netherlands, without
Indonesia, concentrated on the preparation of
a development plan for Surinam.
The World Bank
The World Bank has been an important
agency since about 1950 in starting or accelerating organized national developmental planning in many countries. As a result of recommendations by its missions, many countries and
dependent territories have either established or
reorganized central planning agencies, or pre-

pared national development plans based on
these recommendations. In Iran, where planning activity began in 1946 with a Planning
Committee of Iran's central bank and two
government planning committees established to
prepare plans for utilizing Iran's petroleum
earnings for economic expansion, World Bank
advice resulted in Iran's engaging foreign
consultants who helped prepare projects for
implementing the country's First Seven-Year
Plan of 1948. The World Bank has also furnished countries with resident representatives
and other technical assistance to help prepare
and implement national development plans
and programs. Most recently, the Bank has
established a West African Office and an East
African Office to help African countries prepare projects and programs, initially in agriculture and transportation.
Planning and Aid
The spread of development planning has
also been stimulated by Western countries
providing loans and grants. Although some
of these countries have usually been opposed
to planning for their own economies, they
have accepted planning in recipient countries
and have often insisted on the formulation of
plans before they extended aid to less developed countries. Thus, countries like the
Republic of Korea, the Republic of China,
and Afghanistan started to plan mainly to meet
requirements of donor countries which supply
foreign aid. The United States has taken a
strong stand in advocating development planning in less developed countries. In his State
of the Union Address to the Congress on January 30, 1961, the late President Kennedy
proposed that all U.S. foreign aid be extended
on the basis of "orderly planning for national
and regional development instead of a piece-
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meal approach." The Charter of the Alliance
for Progress, the program set up in 1961 by
20 nations in the Western Hemisphere as a
cooperative effort to improve education, housing, health, and economic growth in Latin
America, requested Latin American countries
to create or strengthen their long-term development planning machinery and facilitate the
preparation and execution of long-term plans.
In response, 9 Latin American countries that
previously had no central planning agencies
established such bodies, and most Latin American countries started or intensified development planning activities. All Latin American
nations now have national planning bodies engaged in some form of planning for future
economic development.
A frica

Development planning in Africa, which had
been greatly stimulated by the colonial powers,
particularly by the British CD&W Act of 1945
and by French postwar plans, took on new importance as new states emerged on that continent. By the beginning of 1964, more than
20 African countries had formulated development plans. The limited purview of colonial
planning was broadened to encompass nothing
less than the full realization of economic potentialities. These aspirations have been given
increased urgency by beliefs commonly encountered in developing countries that the
breach between rich and poor countries has
been widening and that only planned development in the less advanced countries can halt
or reverse the trend.
Recent Developments
In the last few years, national development
planning has also been adopted by most indus-

trialized countries. Japan approved its first
5-year plan in 1955. In 1961, the United
Kingdom established a National Economic Development Council (NEDC) with the object of
removing obstacles to growth. NEDC prepared 5-year projections of national accounts
for 1961-65 and 1966-70 based on a growth
target of 4 per cent per annum, substantially
higher than the rate of 2.5 per cent which has
recently prevailed in the United Kingdom, and
considered the policy implications involved in
attaining the higher growth rate. Prior to the
1964 election, the Labour Party had announced
its intention of expanding planning activities if
it were returned to power. When it took office
in 1964, the Labour Government established a
Ministry of Economic Affairs whose function
is to plan for accelerated growth. The likelihood is, therefore, that planning will play an
increasingly important role in the United
Kingdom.
Italy and Belgium, using the French planning system as a model, have also begun to
plan their development on a national scale.
The Netherlands is preparing a 5-year development plan, and Norway, which has sought to
rationalize and coordinate investment and economic policy in the postwar period through a
system of annual and intermediate range "national budgets," is taking steps to strengthen
its planning machinery. Sweden, where ad hoc
commissions of experts appointed by the Ministry of Finance issued economic forecasts in
the form of national budgets on their own responsibility, is establishing a permanent planning secretariat in the Treasury.
Most of the other countries in Europe have
now followed the more industrialized countries
in accepting planning as an essential element
for their development. Portugal began to plan

6
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its development in 1952, the Republic of Ireland in 1958, and Cyprus, Finland, Greece,
Iceland, Northern Ireland, Spain, and Turkey
in the 1960's. In Austria, an Economic and
Social Council, composed of representatives of
employers, trade unions, and farmers, was
formed to advise the Government on the coordination of long-term policies affecting economic growth, currency stabilization, and full
employment. And in Finland, a special commission, appointed by the Government, published a plan for 1960-70 with targets and
recommendations of policy measures deemed
ncessary to fulfill the targets.
Will National Plans Become Universal?
Among the more important industrialized
nations, only the Federal Republic of Germany
and the United States have not taken steps to
engage in national development planning. It
remains to be seen whether Germany can long
resist the pressures for planning that have
made the other regular members of the Common Market or European Economic Community (EEC), rely on national planning. These
pressures are likely to increase as a consequence of the program that the EEC has set
up for the coordination of medium-term economic policies of its member countries beginning on January 1, 1966. Moreover, the
Federal Government of Germany already plays
a strong role in the economy. Between 1948
and 1957, public investment exceeded 40 per
cent of total new investment. A series of government measures passed to promote investment in certain sectors and exports have also
increased the extent of government intervention
in the economy. It may be, therefore, that only
doctrinal obstacles stand in the way of German
planning.

In the United States, the Kennedy Administration indicated that it aimed to increase the
annual growth rate in the United States in the
1960's from 2.5 per cent, prevailing in
1953-60, to 4 per cent or more. Dr. Walter
W. Heller, then Chairman of the Council of
Economic Advisers, said that the United States'
commitment to growth is clearly reflected in
its 1961 pledge in concert with the other 19
members of the GEC'U to seek an increase
of 50 per cent in the combined output of the
Atlantic Community in the decade of the
60's [and] in the President's stated determination to achieve once again the rates of
growth of 4 per cent, or better, that we experienced in the early postwar period.1

There are U.S. officials who would support national planning to raise the rate of U.S. domestic economic growth, reduce unemployment,
and coordinate U.S. economic policies with
those of the Atlantic Community. In April
1963, President Kennedy created an Appalachia Regional Commission, composed of
Federal and State officials, to propose means
for improving the rate of economic progress in
a region made up of part of ten eastern states.
This Commission has prepared a plan for the
region.
The American Federation of Labor and the
Congress of Industrial Organizations have proposed that a national planning agency be established to evaluate national resources and needs
and to set priorities in the application of resources for meeting those needs. Some U.S.
business leaders- are also interested in the applicability of planning to U.S. economic problems. In June 1962, the Committee for Economic Development, an organization sponsored
1
"The Commitment to Growth," an address by
Walter W. Heller at the 46th Annual Meeting of the
American Council on Education, in Washington on
October 4, 1963.
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by large U.S. corporations, sent a group to
Europe to learn how planning worked there
and to seek an answer to the question President Kennedy had asked a month before:
"What is it they are doing that perhaps we
could learn from?"
The world-wide acceptance of planning as
a means of achieving national development
objectives has made academic the doctrinal
debate about whether a country should plan.
For most countries, the question now is how
to plan. There are still those who equate plan-

ning with socialism or with central controls
harmful to freedom and private enterprise, but
these are "a dwindling band." Sir Arthur
Lewis's assertion that "we are all planners
now" may have been premature when first published in 1949, but it is not likely to be seriously disputed today.
Development Planning: Lessons of Experience, from which this article is drawn, will be
published by The Johns Hopkins Press later
this year.

©International Monetary Fund. Not for Redistribution

Modernizing Ireland's Economy
The plans that have been made for developing Ireland's economy
form an interesting example of the postwar spread of development
planning discussed in the preceding article. A fuller and more detailed
account of Ireland's economic planning appears in the March 1965
issue of the Fund's Staff Papers.
Patrick Perrv
HE 1950's were a time of economic stag-

T nation for Ireland. Population was falling,

and if output was increasing it was at a rate of
only 1 per cent a year. Forty per cent of the
working force was in agriculture, and in a
period when agricultural workers throughout
Western Europe were leaving the land in order
to enter industry, Irish industry proved unable
to accept such recruits. Unemployment grew;
young people emigrated; the proportion of
children and pensioners in the population rose.
In a Europe that was economically on the
move, Ireland was standing still.
Irish industry operated for the most part
behind protective barriers and suffered from
small and diverse production runs that led to
high costs, which in turn helped to prevent the
growth of an export trade in manufactures.
Most capital goods and raw materials had to
Mr. Perry joined the Fund after graduating
from Oxford in 1961. He worked as an economist in the European Department until January
1965.

be imported, so that expansion of production
for the home market tended to cause balance of
payments difficulties which brought any expansion to a halt.
Yet in view of the world market position of
agricultural products it was in industries and
services that extra employment had to be found
if the decline in the population, with all its
implications, were to be arrested. If Ireland
were to achieve a sustained expansion, unchecked by balance of payments trouble, the
stimulus to growth had to come mainly from
exports, in particular industrial exports.
New Departures
The First Program for Economic Expansion
(1959-63) was accordingly a much needed
attempt to stimulate the growth of industrial
and agricultural exports, reinvigorate the economy, and reverse the decline in employment
and population. The Program, drawn up principally in the Department of Finance, was
approved by the Government and published in
November 1958. The measures taken were
expected to achieve a growth rate of 2 per cent
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a year, about twice the rate achieved on average in previous years. The attempt was successful. Achievement actually outran the planning; Ireland's gross national product (GNP)
rose between 1959 and 1963 at an average
annual rate of nearly 4Vi per cent in real
terms. By 1963 the rate of expansion in nonagricultural employment was sufficient to absorb the exodus from agriculture, so that the
decline in the labor force was checked. Unemployment was reduced and emigration fell to a
level lower than the natural rate of growth in
the population, so that the population increased. Exports in 1963 were over 50 per
cent higher than in 1958, industrial exports
being over 90 per cent higher. Prices were
reasonably stable, and although the balance of
payments in 1962 and 1963 showed a deficit
on current account, reserves continued to increase since an inflow of capital more than
offset the current deficit. The Irish economy in
short had ceased to stagnate; it was moving
freely and vigorously. A "dynamic of progress"
— as its sponsors described it — had been
released.
Incentives for Industry
How were such results achieved? Much,
certainly, was due to the incentives that were
introduced to encourage industry and agriculture to increase output, efficiency, and exports,
and which were revised and amplified as the
requirements of the economy changed. These
incentives were impressive. Cash grants were
made available up to half the cost of fixed
assets, and in the development areas up to two
thirds of the cost, for the establishment of
industries whether by Irish or foreign firms,
with the proviso that if a similar industry was
already supplying the market, output had to

be mainly for export. Grants were also made
available to cover the cost of training workers.
Profits earned on new exports were exempted
completely from income tax or corporation
profits tax for ten years, and partially exempted
for a further five years. Local government
taxes on new buildings were reduced by two
thirds for the first seven years after construction. Depreciation allowances were liberalized.
Grants were made available to cover half the
cost of hiring management consultants and of
training management and supervisory personnel. Measures were taken to encourage research and development and to ensure that
Irish firms were aware of technical advances in
other countries.
Incentives for Agriculture
The stimulation of industrial expansion and
modernization on this scale was a new departure. Yet clearly agriculture would continue to hold a central place in the economy;
Ireland could not prosper as a land of modern
factories and out-of-date farms. The problems
of Irish agriculture were accordingly tackled
by a comprehensive series of measures designed to increase efficiency, to lower production costs, and to expand market outlets. Efforts were concentrated on those agricultural
products for which market prospects were best.
Ireland's most important single export is
cattle and most of these are sold to the United
Kingdom. Under the Anglo-Irish Trade Agreement cattle free of tuberculosis exported to
Britain and fattened for not less than three
months on British farms qualify for payments
under the British fatstock guarantee. Therefore
a program to eliminate tuberculosis in cattle
was put into effect, involving substantial government expenditure. Grants were given towarc"
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the cost of winter housing for cattle, and of
silos and silage-making machinery and other
equipment, and special attention was paid to
farmers' credit requirements.
Grass is Ireland's most important natural
resource, but much of the pasture has suffered
because of underfertilization. The use of fertilizers was therefore encouraged by subsidies.
Educational, research, advisory, and technical
services for farmers were expanded. Marketing
organizations were set up to improve the quality and to expand sales of butter, bacon, pork,
and other products. In addition, farm incomes
were sustained by tax relief and a number of
price supports.
Other Measures
In addition to specific incentives, direct tax
rates were lowered: the standard rate of income tax was reduced from 7s. 6d. in the
pound (37.5 per cent) to 6s. 4d. in the pound
(31.7 per cent) and other concessions included
an increase in earned income relief, the raising
of the starting point for liability to surtax from
£1,500 per annum to £2,500, and the extension of the income tax personal allowances
to surtax. Corporation profit tax was, however, increased from 10 per cent to 15 per cent
in 1963-64.
The tax reliefs and similar measures proved
attractive to foreign investors. During the period of the First Program, 133 new undertakings with foreign participation were established, involving a capital investment of about
£38 million. Their employment potential is
estimated at 20,000 (employment in manufacturing in 1963 averaged about 190,000). Almost all of these concerns export their entire
output.
While most of the growth in production and

exports in 1959-63 came from the private sector of the Irish economy, the public sector
played a vital role in encouraging and facilitating this progress. The incentives and assistance
outlined above were not the end of the public
sector contribution. At least as important were
the investment policies of the central and local
governments, and of the state-sponsored
bodies (firms and industries wholly or partly
controlled by the Government), and the fiscal
and monetary policies of the authorities. Capital expenditure was to some extent diverted
from "social" infrastructure toward "productive" investment in industry, agriculture, power,
transport, and communications. Public capital
expenditure (including that of local authorities
and state-sponsored bodies) grew rapidly between 1959 and 1963, and this both stimulated
demand and provided the economy with the
facilities that it needed for a smooth expansion
of production.
This expenditure was met mainly from longterm borrowing from the public (not from the
banks); on current account, the Government
continued to aim at meeting all expenditure
from current revenue. Banking policy was also
firmly directed to support the growth of the
economy in a context of monetary stability.
The Program had envisaged the establishment of some sort of economic community in
Europe, and this became of great importance
to Ireland when, the European Economic
Community (EEC) being in fact established,
Britain proposed to join it. Ireland in consequence proposed doing the same. How would
protected Irish industry stand up to European
competition? In order to find answers to this
question a complete review was undertaken of
the problems and potentialities of Irish industry. It was recognized that joining the EEC
11
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would involve important alterations in the
structure of Irish industry, and it was considered desirable to tackle the problems that
would be posed by freer trade as early as
possible.
The incentives already in operation were
amplified by the provision of special grants
and loans to existing industries for readaptation
to freer trade. This assistance is designed to
make an enterprise fully competitive under
free trading conditions. To stimulate industry
into making the fullest use of it to meet foreign
competition, adaptation councils were set up
with government encouragement to supervise
reorganization, to stimulate individual firms to
cope with free trade competition, and to develop cooperative action where this would
help. In addition, tariffs protecting industrial
goods were reduced by 10 per cent in January
1963 and by a further 10 per cent in January
1964. Quotas restricting industrial imports
were relaxed. A third round of tariff reductions was originally planned for this year, but
in the situation caused by the U.K. surcharges
on manufactured imports, the Government decided to postpone this reduction. It also decided to pay to Irish exporters half the cost
of the surcharges.
The Second Program
When negotiations between the United
Kingdom and the EEC were broken off in
1963, the prospect of Ireland's entry also
receded. The value of the industrial survey
and of the new incentives, however, was not
diminished, although they were now related
to other plans, contained in the Second Program for Economic Expansion.
The Second Program was published in two
sections: Part I, made public in August 1963,

sets out the broad policies and objectives for
1964-70. Following consultation with interested bodies, both national and international
(including the Fund and the World Bank),
Part II was issued in July 1964. It describes in
greater detail the measures to be taken and the
targets to be achieved, revises some of the contents of Part I, and includes some extra material. This Program, like its predecessor, was
prepared mainly within the Department of
Finance, principally in the Economic Development Section. More use, however, was made of
outside consultants, for instance in the Economic Research Institute.
The Second Program is a more ambitious,
detailed, and comprehensive exercise in economic programing than the First. Output and
employment projections are given for all sectors of the economy; these projections are also
classified by categories of expenditure, including expenditure by nonresidents on Irish goods
and services (i.e., exports of goods and services) and expenditure on imports.
Aims and Cost
The main output and employment targets
are briefly summarized in the following table:
IRELAND: PROSPECTIVE CHANGES FROM 1964 TO 1970
IN PRODUCTION, EMPLOYMENT, AND PRODUCTIVITY
(Average annual rate in percentages)
Production Employment
Agriculture, forestry,
and fishing
Industry
Other domestic
All sectors

3.8
7.1
3.6
4.3

-1.4
+ 2.9
+ 1.8
+ 1.1

Productivity

5.3
4.1
1.8
3.2

Based on: Second Program for Economic Expansion, Part II (Dublin, 1964).
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Estimates of the expenditure needed to meet
these aims are being revised. Discussions with
major industries have suggested that the original import and export forecasts may have
been too low; the growth of investment may
also have been underestimated. But the revisions are not expected to alter the general
direction of expenditure trends. Investment
and current expenditure on goods and services
by public authorities are expected to grow
rather faster than the GNP, so that saving and
taxation are also expected to increase as a
proportion of GNP. Expenditure on personal
consumption will therefore need to grow relatively more slowly. The projections suggest
that both exports and imports of goods and
services will grow considerably more quickly
than the GNP, and small deficits on the current account of the balance of payments are
envisaged in the period up to 1970.
These and other estimates will continue to
be revised as the situation changes. The National Industrial Economic Council (NIEC),
which consists of persons nominated by the
Government and by business and trade union
bodies, was set up in October 1963. Its main
task is to advise on how the objectives of the
Program may be realized. It will review the
situation constantly so that targets and policies
may be modified as circumstances change.
Policies and Expectations
Outlining policies to achieve these objectives, the Second Program states that the Government will use the means open to it to maintain adequate demand as a basis for maximum
economic advance, while avoiding excessive
demand. The campaign to attract industry
from abroad will be intensified, and industries
using native raw materials are especially welcomed. To encourage enterprise and saving,

indirect taxation will have preference over direct taxation. In public capital expenditure,
priority will be given to capital outlay which
is productive in the sense of yielding an adequate return to the community in competitive
goods and services. (This does not, of course,
preclude adequate expenditure on social
needs.)
State-sponsored bodies will be encouraged
to make use of independent consultants to undertake periodic efficiency reviews. Capital
provided by the state will generally take the
form of loans on which interest will be payable, thus ensuring that capital costs are taken
into account in assessing proposals. This will
have a moderating effect on the cost of servicing the national debt, and will encourage statesponsored bodies to look to non-Exchequer
sources of finance. If possible, the public will
be brought in as shareholders of state-sponsored companies.
During the period of the First Program public capital expenditure grew rapidly, but it is
not now expected to grow much more up to
1970. This standstill, however, masks significant shifts in expenditure in particular sectors:
there has been some bunching of expenditure
recently on fuel and power, transport, and industry, and expenditure on these is expected
to be lower in 1969-70 than in 1964-65. Expenditure on housing, schools, hospitals, telephones, agriculture, and other items is expected to grow steadily.
The expansion of Ireland's economy over
the next five years will of course continue to
depend on increases in exports. Limited market opportunities do not offer much prospect
for further expansion of agricultural exports,
and it is therefore upon industrial exports that
Ireland is relying. These are expected to grow
13
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by rather over 100 per cent, in real terms, during this period. Domestic policies and practices must, therefore, keep output adjusted in
price and quality to this aim. This, it is stated,
is the essential condition of growth in Ireland,
and must govern the whole approach to programing. In particular, considerable stress has
been laid on the need to adopt an incomes
policy which would establish an orderly relationship between the development of money
incomes and output, so that income per capita
would grow no faster than productivity. In
addition to other duties, the NIEC is to survey developments in this area.
The Future of Agriculture
The policies for industry and agriculture
will involve continuation and amplification of
the measures which proved successful in the
First Program. Additional aid to agriculture will include the expansion of services both
for keeping existing farmers up to date in
agricultural techniques, and for educating and
training future farmers and farm workers. The
advisory service, which assists farmers with
managerial and technical problems, will be improved and expanded, and in agricultural research the main emphasis will be on practical
questions. The quality of the animal herds
will be improved by selective breeding, and
programs will be started to eliminate various
livestock diseases. Operational efficiency will
also be aided through the encouragement of
agricultural cooperation, the continued consolidation and enlargement of small holdings,
and more intensive use of land. Price supports
will be continued so long as the present disorganized conditions in international markets
persist.
It is livestock products—cattle, dairy products, sheep, and wool—which will make up

most of the increased agricultural output in
1964-70. World market prospects for meat are
better than for most agricultural products, and
Irish cattle and sheep are in any case given
favored treatment in Britain (see p. 10). Market prospects for dairy products are not so
favorable, but increased production will inevitably accompany the expansion of the
breeding herd necessary to increase the output
of cattle. In order to encourage expansion of
the breeding herd, farmers now receive £, 15
for every heifer kept in the herd above the
number in the previous year.
As may be seen from the table on p. 12,
agricultural output (including forestry and
fisheries) is expected to grow by 3.8 per cent
a year in 1964-70, while the agricultural work
force is expected to continue to decline. The
expected increase in production per capita is
in fact more rapid in agriculture than in industry, which will help to bring the level of agricultural incomes nearer to those in the rest
of the economy. Workers leaving the farms
will be helped to find other jobs; in the agricultural districts tourism and forestry may provide
these. In addition, an essential part of the
Second Program is the development of industry outside the main cities. The question of
concentrating this development in major
growth centers is at present being examined.
The decline in the agricultural work force,
and changes in the structure of industry resulting from freer trade and from technological
development, will mean many people changing jobs, and a committee was set up to examine the retraining and resettling of unemployed workers. It recommended that centers
should be established at which trainees could
rapidly become skilled workers by accelerated
vocational training methods, and also that em-
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ployers should be paid a grant for "on the job"
training. Mobility would be encouraged by the
payment of resettlement expenses (traveling,
removal, and settling-in) where the new jobs
meant new homes as well. These and other
recommendations are at present under consideration. Steps have been taken to ensure
that adequate housing is available at or near
the various centers of industrial growth.
Plans for Industry
The extra assistance to industry during the
Second Program will be concentrated on management and worker training, research and design, and marketing, with special reference to
the requirements of exporters. The Irish Management Institute and the Irish National Productivity Committee have recently been given
increased grants to enable them to extend their
work. The Institute for Industrial Research
and Standards has also expanded the scope of
its activities, and a Council of Design was recently set up. Generally, the emphasis of
policy will be placed on securing the widest
and most effective use of the inducements
offered by the State to firms to increase their
efficiency. In order to stimulate efficiency and
adaptation, protective tariffs will be further

lowered, although of course account will be
taken of changing conditions. More selective
tariff action may be needed, the Program
states, to quicken the pace of change in any
industry where effective steps toward modernization have not been taken.
Reshaping the Entire Economy
The modernization of Ireland's economy
that is outlined in the Second Program covers
a very wide field of activity. It includes the
development of education. It is concerned
with the coordination of economic with physical planning, such as the reshaping and modernization of towns and cities to meet the demands of traffic and the needs of a growing
economy, the identification and development
of centers of economic and social growth, and
the preservation and improvement of amenities. It includes also the development of the
services sector, particularly services for tourists, and the development of the fishing industry and of forestry. It is, in short, a comprehensive plan for reshaping the entire economy,
calling for great willingness to abandon traditional ways of life and accept substantial
changes.
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Rich Lands, Poor Lands:
Recollections and Reflections
The author of this article, now a senior official in the World Bank,
spent some years in India as High Commissioner for Canada, and it is
upon this experience in particular that he draws in writing about the
problems of rich lands and poor lands and the relations between them
—not only in material matters. The article is extracted from Mr.
Reid's contribution to The Emerging World, a volume of essays in
honor of Mr. Nehru.
Escott Reid
THE PAST fifteen years or so the rich
I Nlands
and the poor lands have been trying to
create a working partnership through which
the richer help the poorer to speed up their
economic development.
Mutual Understanding
The basis of successful partnership is, of
course, mutual understanding among the
partners. A person from a rich land can
achieve a reasonable degree of understanding
Mr. Reid attended the universities of Toronto
and Oxford. In the Canadian External Affairs
Service he served in various posts including
those of High Commissioner to India and Ambassador to Germany. In 1962 he was appointed Director of the Department of Operations—South Asia and the Middle East, at the
World Bank. He is leaving the Bank in July
to become the first Principal of Glendon College, York University, Toronto.

of the problem of the poor lands only if he
has a compassionate heart, imaginative sympathy, and a sense of history. For the seeker
for wisdom about the problems of underdevelopment must, if he comes from a rich land,
acquire the ability to feel in his bones something of what life is like for a poor man in a
poor land and for a political leader in a poor
land who must urge the poor man to sacrifice
present goods for future hopes. It is difficult
to acquire this ability without seeing the poverty of poor lands with one's own eyes.
During the four and a half years that my
wife and I were in India, we were fortunate
in having many visitors from Canada. Whenever possible, we would take them to see two
or three average Indian villages, not the best,
the show places, not the worst, just the average. Some of these visitors from Canada were
experts on the economic problems of India.
They knew what the per capita national product of India was; they knew how many calories
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there were in the diet of the average Indian;
they knew how many yards of cloth he used a
year; what the statistics were on infant mortality; what was the average expectation of
life. They had read about India. They had
talked about India to people who had lived
there. They had seen movies of India. But—
and this is a revealing commentary on our inability to communicate with each other—no
matter how much they had studied India's
problems and poverty, when they saw for the
first time with their own eyes their first average Indian village, they were shocked by the
depth of its poverty. It was so much worse
than anything they had ever dreamed of.
Only a comparatively few people from the
rich lands can have this kind of opportunity
to be shocked into the beginning of an awareness of what life is like for most people in
most of the poor lands. Others in the rich
lands have the harder task of stretching their
imaginations in order to achieve this beginning
of understanding.
And what do I mean by a beginning of understanding? I mean chiefly four things.
Firstly, a realization of the extent of poverty
in the poor countries. Of their total population of thirteen hundred million (excluding the
Soviet Bloc and China), at least three quarters
are poverty-stricken. Secondly, a realization
of the intensity of this poverty. It is not the
kind of poverty which people in rich countries
think of when they talk about a war against
poverty at home. Most people who are considered poor in the rich countries would be
considered well off in the poor countries.
Thirdly, a realization that most of the poor in
the world are peasants living on the land and
that the peasant is the key to the success of
development programs in the great majority of

poor countries. Fourthly, a realization that
most of the poor of the world are not white,
and that their culture, unlike that of the socalled Western world, is not derived from
Western Christendom.
All the world's great religions and philosophies unite in affirming that all men are
brothers. One of the most encouraging developments since the War is the recognition by an
increasing number of the people of the rich
lands that they are a small, almost entirely
white, island of privilege among the vast
poverty-stricken majority of the brotherhood
of man, which is far different from them in
culture, way of livelihood, and physical appearance.
The Attainment of Understanding
This, I call the beginning of understanding
of the problem of the relations between rich
lands and poor lands. It is the beginning of
wisdom about the problems of the economic
development of poor lands. It is, of course,
only the beginning of wisdom. Again I take
my illustrations from India, the country in the
underdeveloped world which I know best, and
a country which constitutes a very large part of
the underdeveloped world, since it has a population of almost five hundred million.
The Indian peasant is poor. A recognition
of his dire poverty is central in any discussion
of the problems of economic development in
India. But the Indian peasant has many other
attributes which are also relevant to these
problems of economic development. There is
the way he feels about the caste group he belongs to and about other higher or lower caste
groups in his village. Because of the way he
feels it is difficult for the various caste groups
to work together to promote the interests of the
17
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whole village. The village tends to be divided
into factions. There is the villager's attitude
to the cow and the monkey. Most Hindu
villagers consider it a sin to kill either the
cow or the monkey and India is plagued by
useless cows and destructive monkeys. There
is in most Indian villages what most people
from rich lands would consider to be undue
deference to the traditional ways of the past,
whether they are ways of cultivating rice, or
sowing wheat, or preparing food, or not using
latrines.
I remember the first tour my wife and
daughter and I made of Indian villages at the
beginning of 1953. We spent ten days visiting
village after village. We slept in government
bungalows on the outskirts of the villages. One
of the first villages we visited was, we were
told, even poorer than the average. On our
tour of that village we were shown a rich
mango grove and a fertile tomato patch, and
we saw that the crop had been mangled the
night before by monkeys. In village after village we saw half-starved milk-bearing cows
competing for scanty pasture with useless old
three-quarter-starved cows. We heard stories
of feudalistic privilege and oppression.
The natural reaction of the outsider is to
conclude that what India should do—if India
is to double its agricultural production in
fifteen years or so, as it must—is to break
down its caste system, destroy the useless cows
and the destructive monkeys, and eradicate
from its villages the hierarchical and feudal
traditions.
This is a natural reaction. But I think that
the second stage in the attainment of wisdom
about the problems of economic development
in underdeveloped peasant countries is an ac-

ceptance of the fact that changes of this sort
cannot be made in a mere decade or two, and
that to secure badly needed immediate increases in agricultural production it is necessary to work through existing social institutions. Thus if the greybeards dominate a
village it is necessary to concentrate on the
task of converting the greybeards to using improved seeds, fertilizers, new methods of cultivation, and so on. If the villagers will not kill
monkeys perhaps they will look the other way
if outsiders trap them and kill them far away
from the village.
A third stage in the attainment of wisdom is,
I suggest, the realization of why it is necessary
that the leaders of the poor countries have
even harder heads than the leaders of the rich
countries and why it is more difficult for the
leaders of poor countries to make hardheaded
decisions.
The Hard Choices
Suppose agricultural production in a typical
poor country were to go up by 5 per cent a
year. Are the farmers to be allowed to increase their consumption by 5 per cent a year?
They easily could, not by spending their increased income on luxuries but by spending
it only on bare necessities for the growing
population in the villages. The farmer and his
wife and children could spend the little bit of
extra income per head on a little more food, a
few more clothes. But if the farmer consumes
all the increase in his production, how is the
poor country to finance its industrialization
program and feed the fast-growing population
of its towns and cities? If there is a 5 per
cent increase in agricultural production, will it
not be necessary for the government to siphon
off in one way or another, say, one quarter or
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one third of the returns from that increase in
order to finance industrial expansion?
Take another and a different kind of hard
choice. A poor country is building a dam to
irrigate land which has hitherto had to depend
on scanty and irregular rainfall and water
drawn from shallow wells. The farmers in the
area are poor. They need water badly. It
would be possible to distribute the water over
500,000 acres. Every farmer in the area would
get some water for his fields. Every farmer
would get bigger crops. It would also be possible to do a scientific soil survey and select out
of the total area of 500,000 acres the best
250,000 acres and provide water only for
those acres. The farmers who farm the other
250,000 acres would get no irrigation water.
The experts say that by concentrating the water
on the best 250,000 acres, instead of spreading
it thinly over 500,000, one would get a much
bigger increase in the total agricultural production of the area. Indeed the best guess of the
experts is that if everybody got a little water
the total agricultural production in the whole
area would probably increase by about 50 per
cent, whereas if the water were used only on
the better land agricultural production in the
whole area would probably be trebled. But
the farmers who own the poorer land, who are
for the most part the poorer farmers, would
see their richer neighbors get plenty of water
while they would get none.
Faced with this sort of problem the soft
head ruled by the soft heart would always make
the soft choice, and a poverty-stricken country
would never lift itself out of its poverty. The
soft heart ruled by the hard head would make
something close to the hard choice, would
make this choice in sorrow and grief of heart.
This is the sad burden borne by the leaders of
the governments of the poor countries.

It is a burden which can be borne by compassionate men only if they do their best to
reconcile the necessity of increased production
with the demands of social justice.
Thus in the last example of hard choices the
farmers who get the scarce water should not be
permitted to retain for their own use the whole
of the resulting increase in the value of their
farm production. They should be permitted by
the government to keep only that proportion
which is necessary to provide them with sufficient incentives to use the water efficiently. The
rest of the increase in the value of their farm
production should be siphoned off by the government by water rates or taxes of one kind or
another. Some of the money thus siphoned off
can wisely be used by the government to finance a massive rural works program which
could employ the farmers in the area who do
not benefit directly from the new irrigation
project. The works projects should be of the
kind which lead directly to increased agricultural production. They should include contour
bunding, desilting canals and small reservoirs,
damming rivulets and streams, digging surface
wells, tree planting, and other projects for soil
conservation and land reclamation.
Economic Costs of Choice
The inescapable task of an institution like
the World Bank is to help the governments of
underdeveloped countries shoulder the burden
of hard choices. The World Bank helps them
with loans. It helps them with advice. It helps
them by giving them loans for hard projects
and by refusing loans for soft projects. It helps
them by refusing to give them loans if they are
not taking adequate steps to mobilize their own
internal domestic resources for development.
But it can only help the governments of
those member countries that ask for its help.
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If a member country asks it to do so, the
World Bank will analyze as best it can the
costs and benefits of alternative courses of
action in respect of a particular project or a
particular sector of the economy of the member country. Some of the possible courses of
action will be softer than others. The result
of the Bank's analysis will be that before a
government makes a soft choice it knows the
economic cost of making that choice. And by
economic cost I do not mean the cost in dollars
or rupees or dinars. 1 mean the cost in terms
of slowing down the pace of the economic advance of the country.
For in the examples 1 have given of decisions between hard choices and soft choices,
the selection of the soft choice means just that.
It means that the economic advance of the
country will be slower than it otherwise would
have been. There will be less food produced,
and thus more hunger. There will be fewer resources available for building more factories,
and thus more unemployment.
Rich countries are fully familiar with this
kind of problem. It is the very stuff of politics.
The governments of rich countries are constantly having to make decisions on how far
they should slow down the material advance
of the country as a whole in order to reduce
disparities among regions or among social or
economic groups, or in order to achieve political or cultural objectives. The governments of
rich countries are constantly aware that the
selection of one alternative rather than another
may mean the loss of several constituencies in
the next election. It may even mean the loss
of the election.
If a rich country consistently chooses policies
which involve sacrificing economic considerations, its rate of economic advance will slow

down but it will still have a very high standard
of living. In almost all the poor countries the
situation is tragically different. In poor countries with rising populations, if governments
over a period of time consistently sacrifice economic considerations, the rate of economic
advance will fall below the rate of population
growth and the people, already poor, will become poorer; the people who now have some
hope of a better life for their children will be
left without ground for hope.
Thus it is essential for the governments and
peoples of the poor countries generally to make
something close to the hard choices, whereas
it is not essential for the rich countries. But at
the same time it is much more difficult for a
poor country to reject the temptation of soft
choices than it is for a rich country. For the
rejection of soft choices so often means holding
down increases in consumption by the poor.
It so often means putting off doing much to
reduce inequalities and inequities among regions and among groups within regions. It so
often means sacrificing today's goods for tomorrow's hopes. These are things which it is
difficult enough for governments and peoples
to do in rich countries. It is much more difficult in poor countries.
Hard Projects and Soft Projects
In giving their aid to poor countries, the
governments and peoples of rich countries are
constantly faced with the necessity of deciding
between hard and soft ways. They can provide
aid for hard projects or for soft projects. A
hard project is one which a careful, expert investigation has shown to be well-conceived,
well-designed, and well-engineered and which
is likely to result in increases in production in
the poor country that are commensurate with
its real economic cost to that country.
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A soft project may serve better in the short
run the prestige of the government that gives it
and of the government that receives it, but its
real benefit to the economy of the poor country
can be low. A typical soft project is the monumental large dam for irrigation which will not
result in much increase in production because
it is not accompanied by adequate subsidiary
irrigation channels, by adequate grass-roots research on what crops should be grown on the
newly irrigated land and what particular variety
of seeds should be used, or on how much water
should be used at various times of the year for
each type of crop on each type of land in the
area, or by setting up effective methods of
teaching the farmers how to use the water.
Even if the project for the large irrigation dam
did not suffer from all these defects, it would
be a soft project if it did not yield as big a
return in increased production as alternative
methods of using the resources which would be
required to build the dam and make it effective.
Alternative uses of the resources might be
making better use of dams already built, or
building a number of smaller dams, or digging
deep wells, or improving dry farming.
The governments of rich countries can make
the soft choice of using their aid to a poor
country to build up their own industries for
producing capital goods with little regard to
whether these particular capital goods are
really what the poor country most needs at that
time. Or they can make the hard choice of
reconciling the building up of their own industries with the long-run economic interests
of the poor countries. Thus if steel plants and
nuclear power plants are built in the wrong
place at the wrong time in the wrong size they
will slow down economic development. The
expansion of the steel industry in India has
been a wise use of scarce resources, but there

are at least half a dozen underdeveloped countries whose pace of economic advance has been
slowed down in the past fifteen years by
building steel plants. They would be further
advanced now if they had spent the money on
projects of higher economic priority. There is
danger that in the next five or ten years comparable misinvestments will be made by poor
countries in nuclear power plants.
A great Western European statesman was
talking to me a few years ago about the economic development program of a poor country
whose president had just been visiting him. He
said: "This country has a very sensible development program." He paused. "No steel
plant." His simplification was the simplification of the political realist. For that country at
that time to include a steel plant in its development program would have been to demonstrate
that it was not serious in its efforts to raise the
standards of living of its people.
The governments of rich countries can make
the very hard decision to give their aid to poor
countries not just in the form of grants and
loans but also by opening their markets to the
goods of the poor countries. They can give a
reasonably large proportion of their aid through
international agencies, or they can give almost
all of their aid bilaterally and tie it to the
purchase of their own goods and services.
When their aid is tied to the purchase of their
own goods and services they can turn a blind
eye when their contractors and suppliers, not
having to meet international competition,
charge prices higher than they would on contracts subject to international competitive bidding. Or they can make the hard choice of
deciding that, though their bilateral aid will be
tied, the prices charged for such tied goods and
services must not greatly exceed world levels.
21

©International Monetary Fund. Not for Redistribution

Finance and Development

Then there is the question of the terms of
aid. How generous should the terms be? How
big should be the element of subsidy in the
loans? Should some of the aid be given in
the form of outright grants? Here the paradox
is that often the hardheaded decision is to
give the aid on soft terms.
The more hardheaded choices the governments and peoples of the rich countries make,
the easier it is for the governments and peoples
of the poor countries to make hardheaded
choices, and the more hardheaded choices they
make the easier it is for the rich countries to
increase their aid.
The Future of the Partnership
What is now required is for the rich and
poor members of the partnership—and the
middle class countries in between—to examine
together the extent to which the poor lands
have succeeded in the past fifteen years in
their war against poverty, disease, and ignorance, and why it is they have not been able to
accomplish more.
In the past fifteen years poor lands have
increased their total production of goods and
services at about the same rate as rich lands.
This is a great accomplishment. But it does
not mean much for the average man, woman,
or child in the average poor land. In the first
place, the same rate of increase in production
in rich lands and poor lands does not mean the
same rate of increase in production per capita,
for the population of poor lands has been increasing twice as rapidly as the population of
rich lands. And even if production per capita
were to go up at the same rate in rich lands
and poor lands, say, at 4 per cent a year, this
would mean an increase of about $120 per

capita in the United States but only about $3
per capita in India.
In the past fifteen years the population of
the poor lands has increased by about two
fifths, the population of rich lands by only
about one fifth. It seems probable that in the
poor lands more than half the increases in production are being absorbed by increases in
population. It is this staggering rate of increase in population which constitutes the
greatest single obstacle to substantial improvements in the standards of living of the poor
lands. This obstacle is much more serious
than we, either in the rich lands or the poor
lands, thought fifteen years ago.
There are other important obstacles which
are much greater than we had thought. The
peasant is harder to move, the skills of public
administration and business management are
scarcer, the traditions and the social institutions
which inhibit progress die harder, the relations
between the giver and the receiver of aid are
more delicate and complex.
It has become increasingly clear that the
needs of the poor lands are much greater than
we thought fifteen years ago. If the poor lands
are to succeed in raising the standards of
living of their peoples, they need to curb their
population growth. They need to be able to
draw on much larger resources. Resources of
capital: capital derived from private foreign investors and from foreign governments; capital
derived from domestic savings. Resources in
terms of more and better entrepreneurs, engineers, social anthropologists, teachers, administrators, economists—from at home and from
abroad. Resources of knowledge, in rich lands
and poor lands, of what are the principal obstacles to rapid economic growth, and what are
the best ways around those obstacles. Re-
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sources of faith and hope in the possibilities of
economic and social progress in the poor lands.
Resources in terms of a sustained determination by the governments and peoples of rich
lands and poor lands to make the achievement
of this progress a primary objective of national policy. Resources of political leaders in
the poor lands who know that
Our stability is but balance, and wisdom lies
in masterful
administration of the unforeseen.1

Rare political skills are needed by the leaders
of the poor lands and the rich lands if the
partnership of poor lands and rich lands is to
succeed. Rare diplomatic skills are needed by
the people in poor lands and rich lands who
serve the partnership. For the giving and receiving of advice is a delicate and hazardous
operation. A country which is not proud is not
worth helping.
The giver of advice can usefully remind himself of four things. Firstly, that human judgment is fallible. Secondly, that luck or providence or the unpredictable plays a large role
in economic development. Thirdly, that while
it is a good thing for poor people to have more
to eat and to wear, better places to live in,
more and better nurses, doctors, and teachers,
and less illness, it is a better thing for them to
have these goods without sacrificing those ancient values of their society which can give
them a feeling of belonging to a group, a sense
of dignity, and the possibility of serenity. The
fourth thing which a giver of advice to a poor
land can usefully remind himself of is that,
even if final truth has been revealed to him,
he is not Moses laying down the law from
Mount Sinai. He is a partner speaking to a
free and equal partner. For him, success is
1

Robert Bridges, "The Testament of Beauty."

measured not by the wisdom of the advice he
gives but by how much of his wise advice is
accepted. His task is one of persuasion. When
he intervenes with advice his "intervention
should be in the least abrasive, the least corrosive way possible."-'
The receiver of advice can usefully remind
himself that the advice is coming from a free
and equal partner in a joint endeavor, that the
resources this partner provides come from the
savings or taxes of individuals in the rich lands,
and that the willingness of these individuals to
continue to put up money depends in large part
on whether they believe the partnership is
achieving what it set out to do. For that reason,
the partner giving aid is inevitably concerned
with the economic policies of the aid-receiving
country and with the use which that country is
making of all its resources, whether derived
from foreign or domestic sources, from private
foreign investors, from loans or grants from
foreign governments, from taxes, from the
profits of publicly owned companies, or from
domestic savings. It is the total resources with
which he is concerned, not just the resources
from abroad or the use of the aid made available for one particular project.
The more clearly it can be demonstrated to
the legislatures and peoples of the aid-giving
countries that the economic policies are wise
and the resources well used, the easier it is for
governments and legislatures in the rich lands
to resist pressures to transfer part of their aid
from the fight against poverty abroad to the
fight against pockets of poverty at home. The
easier it is for them to open up their markets
" Mr. Abe Fortas referring to intervention by the
Supreme Court of the United States in the criminal
proceedings of a State in the argument before the
Court in the Gideon Case in 1963. Anthony Lewis,
Gideon's Trumpet (New York. 1964), p. 172.
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to the exports of the poor lands, and to make
the other hard choices which face the aid giver.
The easier it is for them to increase their aid.
What Has Been Learned
We, the people of the rich lands and the
poor lands, have learned much in the last fifteen years from our partnership. We have come
increasingly to realize that the partnership can
evolve from one between two groups of countries, one rich and aid-giving and one poor and
aid-receiving, to a partnership where each as
it moves up the ladder of economic and social
progress can increase the help which it gives to
those below it on the ladder. The poor cannot
give much money to the poorer but they can
share the benefits of their experience and that
experience has often cost them much in sweat
and tears. When they pass on the lessons they
have learned from their failures and their suc-

cesses that gift can be of great worth. The
countries which have recently succeeded in
lifting themselves out of the ranks of the poor
into the ranks of what one might call the
middle-class powers, have an especially important role to play, since their economies and
their problems are intermediate between those
of the rich and the poor. They can interpret
between the two groups. They can transmute
the experience of the rich into a form in which
it is more easily usable by the poor.
We have learned in the last fifteen years how
intimate our partnership must become if we are
to succeed in our war against the ancient
enemies of man: poverty, disease, and ignorance. We realize better each year how important to our children and our children's
children is success in the partnership, how rewarding the partnership can be to all who
participate in it.
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How Much Capital Flight from
Developing Countries?
In the author's view, public discussion too readily assumes that
there has been a large and persistent capital flight from the developing
countries. The article suggests that some widely publicized estimates
of this flow may have tended to exaggerate its actual volume. The
author believes that in the interest of the cause of development, greater
caution should be shown in public discussion of this admittedly difficult problem.
Poul H</>st-Madsen
"It was printed in the newspaper; and it's perfectly true—one little feather can easily become
five hens."
Hans Christian Andersen

MAGNITUDE of the flow of private
THE
capital from the developing to the developed countries is one of the most difficult
questions in the field of international payments.
Nobody would question that this flow has in
some periods and in some areas of the world
been very large, or that it deserves serious consideration. But when the balance of payments
statistician is asked to estimate the total amount
of these capital flows, he is embarrassed. Not
only is he unable to produce exact figures; he

Mr. H0st-Madsen, Assistant Director of the
Research and Statistics Department, is a graduate of the university of Copenhagen. Before
joining the Fund in 1946, he was with the
Danmarks Nationalhank.

cannot even be precise about orders of magnitude. On the occasion of the recent United
Nations Conference on Trade and Development, the Fund was asked to submit a paper
on the "magnitude and trend of the net flow
of short-term funds from developing to developed countries." While the paper that was
prepared contained the relevant statistics, it did
not provide simple and clear answers to the
questions that had been asked. Much of it,
indeed, was devoted to a discussion of the
reasons why it is not to be expected that movements of private capital out of developing countries will be recorded in balance of payments
statistics. Even the statistical tables included
in the paper avoided a total that might be
quoted as the Fund's estimate of capital flight
from developing countries.
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Obscure Origin of Some Estimates
To one who has often been frustrated by
the difficulties of estimating capital flight1 it is
a source of amazement how easy some find it to
produce such estimates, and how readily they
are given credence. However little foundation
an estimate may have, after it has been repeated a number of times, and in particular if it
has appeared in the press, it tends to be treated
as authoritative. It is widely believed and influences public opinion considerably.
An instructive example of this process may
be found in hearings conducted in May 1962
by the Sub-Committee on Inter-American Economic Relationships of the Joint Economic
Committee of the U.S. Congress. In the course
of these hearings, a clipping from The Washington Post of May 6, 1962 was inserted in
the record, containing, in a correspondence
from Mexico, the following statement about
capital flight from Latin America:
Many economists estimate that there is now
a minimum of $6 billion in Latin American
capital abroad. Daniel Oduber, who has
been designated Minister of Economics in
the new Costa Rican Government that will
take over on May 8, feels that the figure is
closer to $10 billion.

The Sub-Committee obtained some other
estimates. One witness, who gave very high
figures, was most definite in his statement:
The absence of confidence by Latin America's business elite and ruling groups is
1
The problem of capital flight that is considered in
this article is confined to outward movements of local
(rather than foreign) capital from the developing
countries. But not all such outward movements represent capital flight: for instance, some accumulation
of foreign assets as working balances, or in the form
of trade credits extended, is part of the normal flow
of capital. Even long-term investment abroad by a
developing country may sometimes be so regarded,
say in a country whose foreign exchange earnings
from oil production are very large but in which local
opportunities for investment are very limited.

widely demonstrated by their own export
of capital which over the past decade has
been in excess of $10 billion.
In passing, may I say that this $10 billion
represents the amount of flight capital in
numbered bank accounts in Switzerland
alone. My New York banker friends tell
me that the amount of flight capital on deposit in New York or invested in American
securities and bonds is probably equal to
another $10 or $12 billion.

In the light of this and other evidence the
Sub-Committee drew the following conclusion
in its report:
The testimony brought disturbing evidence
of a reluctance on the part of some wealthy
Latin American investors to risk private investment in their own countries. The reluctance is, indeed, reported to have taken
the form of a substantial flight of local capital to Europe or the United States. Estimates
presented to the Sub-Committee of the
amount of this expatriated "flight" capital
ranged from $5 to $15 billion. The $10
billion estimate ascribed to one Latin American Ministry of Economics is probably as
good a figure to use as any.

Soon after this report had been issued, the
estimate of $10 billion for capital flight from
Latin America gained further currency by being
reported by The Economist, in a correspondence from Washington in which it was stated
that "wealthy Latin Americans are believed to
have some $10 billion safely lodged in Swiss
banks and elsewhere and another billion or so
slips abroad each year." One member of
the Congressional Sub-Committee, apparently
drawing in part on its findings, stated in a
public speech the following year that there
had been "an estimated outflow of between $9
and $15 billion of Latin American capital,"
this time with the added twist that the outflow
had taken place "over the past few years."
Estimates Unsupported
In rationalizing the figure of $10 billion for
Latin American flight of capital, the Sub-Com-
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mittee's report argued that "while short-term
liabilities to Latin Americans, reported by
banks in the United States, have held fairly
constant, around $2.5 billion for the past five
years, this admittedly is only a fraction of liquid
Latin American assets in this country alone."
In fact, this figure of $2.5 billion covers not
only the holdings of private Latin American
individuals and businesses, but also Latin
American official reserves and bank holdings
in U.S. dollars, which can certainly not be regarded as flight capital. Deducting these, the
remaining private holdings had averaged about
$ 1 billion over the five years preceding the issue
of the report, but with a rising trend. Even
this much lower figure is not made up exclusively of flight capital. It must include some
quite normal working balances of Latin American businesses, for example, those that are
branches or subsidiaries of U.S. corporations.
The figure of $10 billion given by one witness for the amount of Latin American funds
held in numbered accounts in Switzerland is an
interesting example of the manner in which
rumors can arise and thrive in the absence of
authoritative published information. In fact,
the figure of $10 billion was considerably
larger than the total amount held, when the
statement was made, by all foreigners in Swiss
banks in the form of securities as well as bank
liabilities. It was several times larger than the
total liabilities of the Swiss banks to all foreigners, of which it is understood that numbered accounts represent only a negligible
proportion. Also, Latin American holdings are
understood to represent only a small proportion of total foreign holdings with Swiss banks
and of total foreign investments in Switzerland,

which at the end of 1960 were estimated at
about $4 billion.2
Indirect Estimates: Are the Data Adequate?
Sometimes the notion of a massive flow of
capital from the developing countries has been
supported by sophisticated calculations, based
almost entirely on the statistics of the developed
countries. Calculations of this sort derive their
rationale from the fact that one cannot expect
capital flight to be reported in the statistics
of the developing countries themselves. They
rest on the further assumption, which is more
doubtful, that the balance of payments statistics of the developed countries have a fairly
high degree of accuracy and are mutually consistent, so that by combining them one can
make a sound estimate of their collective balances of payments with the developing countries. Some organizations have used such
methods to prepare estimates suggesting a very
large gross outflow of capital from the developing countries.
Yet even if all the complex conceptual problems involved in such calculations are properly
handled, the results are questionable because
the underlying statistics are not sufficiently
reliable to justify the refined methods applied.
For example, the unidentified residual of international transactions that are not recorded
bulks very large in the statistics of many developed countries, including in recent years
Italy, Switzerland, the United Kingdom, and
the United States. Moreover, as is known to
everyone who has had an opportunity to work
with different countries' estimates of the same
' The information about foreign assets in Switzerland is based in part on "Die Schweiz als internationaler Kapitalmarkt" by Dr. Max Ikle in Festschrift fiir Fritz. Marbach turn 70 Gehurtstag
(Bern, 1962) and in part on discussions between
Fund and Swiss officials.
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transactions, the data of the developed countries
are far from being consistent with one another.
One cannot, therefore, expect to obtain a reliable estimate of the collective balances of
payments of the developed countries by combining their data. A special problem arising
in such calculations is the absence of balance
of payments data for the Soviet area. Any indirect estimate of the developing countries'
collective balances of payments will, in practice, include the transactions of the Soviet area
along with those of the developing countries
themselves.
For all these reasons, such estimates of the
outflow of capital from the developing countries are subject to grave doubts, however
sophisticated the methods, and whatever the
degree of scholarly caution used. One element
in some of these calculations, which may give
them a degree of plausibility, is the large outflow of capital which in recent years has taken
place from Algeria. This is discussed below.
However, apart from this element, which can
better be elucidated by more direct methods,
the calculations do not provide any safe basis
for concluding that the flight of capital from
developing countries has been very large.
More Direct Methods
If one rejects both the unsubstantiated estimates and the more sophisticated but still unsatisfactory indirect methods of estimating capital flight from developing countries, what is
left?
Some information about capital flight can in
fact be derived from balance of payments statistics by more direct methods. It is true, of
course, that capital flight will usually escape

actual recording in the statistics, at least in the
countries in which the movements originate.
Yet capital flight will often be reflected in the
statistics because the recorded data leave unexplained an outflow, or as the case may be an
inflow, of funds. The balance of payments is a
double entry system of accounts constructed
in such a way that, if all transactions were correctly recorded, they should give rise to equal
entries for debits (covering payments or outflows) and credits (covering receipts or inflows). In practice, there is usually an excess
of one or the other. This imbalance is offset
in the balance of payments by a formal balancing entry which is called "errors and omissions." A large debit entry for "errors and
omissions" (an excess of unrecorded outflows
over inflows) will often suggest that there has
been an unrecorded outflow of capital. Conversely, a large credit entry for "errors and
omissions" may suggest an unrecorded inflow
of capital. Changes in "errors and omissions"
from period to period may be even more indicative of unrecorded capital movements than
the absolute size of these entries; this is because
"errors and omissions" may include a sizable
but fairly constant element applicable to current transactions.
In recent years, the best known instance of
a flow of capital from a developing country is
the outflow that accompanied the large-scale
emigration of Europeans from Algeria during
the years before and after that country became
independent. This movement of capital was for
the most part directed toward France, and is
reflected as a large credit entry for "errors
and omissions" in French statistics of economic
transactions with the overseas franc area. This
entry amounted to $0.9 billion in 1960, $1.6
billion in 1961, and more than $2 billion in
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1962. Since the record of known transactions
between France and the overseas French franc
area is neither complete nor fully accurate, it
should not, of course, be inferred that "errors
and omissions" reflect only a flow of capital into
France. For instance, it has been officially
estimated that the movement of private capital
from Algeria into France reached an equivalent
of $1 billion in 1962, i.e., about half of the
credit entry for "errors and omissions."
The Latin American Example
Is the alleged large flight of capital from
Latin America in any way comparable with
the case of Algeria? It is much more difficult
to establish any clear statistical evidence. It
is true that for the Latin American area, as
distinct from any other developing areas in
the world, outside the French franc area, there
have been both some persistent reported substantial outflows of domestic short-term capital
and a tendency for "errors and omissions" to
show rather large debit entries. For the period
1952-63, all the developing countries that reported balance of payments data to the Fund,
except Latin America and the French franc
area, had a total cumulative net debit on account of reported outflows of domestic shortterm capital, plus "errors and omissions," of
only a few hundred million dollars. In the
same period, Latin American statistics show
reported outflows of domestic short-term capital aggregating $0.8 billion (a figure largely
derived from U.S. sources), while net "errors
and omissions" added a debit total of $3.3
billion.
The sum of these two latter figures cannot
be regarded as an accurate measure of the
outflow of local capital from Latin America.

It is often argued that the unrecorded outflow
of local capital would tend to be larger than
suggested by the entries for "errors and omissions," because it often takes forms that make
it unlikely that it will be reflected in the "errors
and omissions." (For instance, if the authorities are given figures for imports which are
deliberately overvalued, or for exports that are
deliberately minimized, part of a capital flight
could be disguised as a trade deficit or the reduction of a trade surplus.) If this reasoning is
correct, the sum of the two figures mentioned
above might be regarded as a minimum estimate of the outflow of local capital from Latin
America.
But there are also reasons why "errors and
omissions" may overstate the unrecorded outflow of local capital. "Errors and omissions"
may refer to any item in the balance of payments, and in the Latin American instance
cited about half of the cumulative debit entry
for "errors and omissions" refers to two countries whose balances of payments in all periods, including those when no flight of capital
could be suspected, have tended to show rather
large debit entries for "errors and omissions."
This suggests some systematic statistical error
in the balance of payments accounts, most
likely to be found in the record of current
transactions. In one other instance, large debit
entries for "errors and omissions" seem likely
to arise primarily from unrecorded repayments
of foreign trade credits rather than from an
outflow of local capital. A close inspection of
the balance of payments accounts, country by
country, thus suggests that large debit entries
for "errors and omissions" are not by any
means always to be associated with a flight of
capital—even though such a relationship sometimes seems obvious where the entries coincide
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with political or economic events likely to
stimulate a capital flight. For all these reasons
we cannot hope to measure the total outflow of
local capital from Latin America on the basis
of Latin American statistics. All we can say is
that these statistics give some direct evidence
(largely on the basis of U.S. sources), and
from time to time some indirect indications, of
considerable outflows of local capital.
Statistics of Receiving Countries
If it is difficult to find clear statistical evidence of capital flight in the countries from
which the capital flight takes place, is it any
easier to find it in the recipient countries? It
seems reasonable that a large part, at any rate,
of the flows of local capital from developing
to developed countries could be estimated from
the balance of payments statistics of the latter.
But once again, the matter is not so simple;
the statistics of those countries that might be
recipients of flight capital are not in general
sufficiently detailed to identify movements of
local capital from developing countries.
This difficulty does not apply to the United
States. U.S. statistics identify two types of recorded capital movements by individual countries likely to be important as instruments of
capital flight—the acquisition by residents of
these countries of bank balances and other
short-term assets in the United States, and also
of U.S. corporate securities. The combined
movement of private capital from Latin
America into the United States recorded in
these two categories for the 12 years 1952-63
was $1.2 billion; that from other developing
areas was negligible.
Flows of Latin American capital into the
United States as recorded in U.S. statistics in

both these categories are shown in the chart
on page 31. The entry for flows of short-term
capital in 1963 is significant in that it shows
that large movements of short-term capital
from developing countries can be reflected in
the reported statistics; in other words, that such
movements are not (as often assumed) necessarily concealed. The recorded movements of
short-term capital in most years, other than
1963, and of security transactions in all years,
are relatively moderate. But the cumulative
net outflow recorded from Latin America of
$1.2 billion must be regarded as substantial.
A Flight to Europe?
How are these recorded movements to be
reconciled with the indirect indications in the
statistics for Latin America that outflows of
local capital from that area may have been
considerable in a number of recent years other
than 1963? Three explanations, which are not
mutually exclusive, are possible: outflows of
local capital may not have been nearly as large
as suggested by the Latin American data; they
may have resulted in inflows into the United
States either unidentified or not identified as
Latin American; or much of these outflows may
have been directed to other countries. The
latter explanation has some plausibility. It will
be noticed from the chart that there was a persistent, although rather moderate, build-up of
private short-term dollar assets until 1958, but
after that a slowdown in this movement in the
years 1959 and 1960, followed by an acceleration during 1961-63. Judging from Latin
American data, it does not seem likely that the
outflow of local capital from Latin America
was particularly small in 1959-60. There are,
for instance, indications that there was a very
large outflow of capital from Venezuela in 1960
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LATIN AMERICA: Private Capital Flow
In millions of U.S. dollars

This chart shows the only dependable
statistical information on outflows of Latin
American capital. It covers changes in (1)
U.S. short-term liabilities to the private, nonbank public in Latin America, and (2) net
purchases of U.S. corporate securities by Latin

Americans. The first series is available from
1952 onward, but the second series only from
1955. The drop in the total rate of outflow in
the years immediately after 1958 may reflect
a change in the direction of outflows of Latin
American capital, away from the United States.
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associated with a prolonged exchange crisis.
It seems likely, therefore, that there was a
flight of capital from Latin American countries
during 1959-60 directed mainly to countries
other than the United States—perhaps as a result of the weakness of the U.S. dollar during
these years, coinciding with the new strength of
the currencies of a number of European countries, as signaled by their decision to introduce
nonresident convertibility by the end of 1958.
While, at least in the years 1959-60, substantial
amounts of Latin American flight capital may
have been placed in Europe, it is by no means
evident that the European countries have in
other periods been large-scale recipients of
Latin American capital. Prima facie, there is
no reason to believe that residents of Latin
America should generally have had a strong
preference for placing flight capital in Europe
rather than the United States—at least not before 1958, when the large deficits of the U.S.
balance of payments emerged. It is, on the
other hand, apparent that flows of local capital
from Latin America to the United States cannot
have been much inhibited in 1962, and in
particular in 1963, by the continued U.S.
deficits.
Although the U.S. data cannot, of course,
be expected to tell the full story on movements
of local capital out of Latin America or other
developing areas, it is unfortunately not possible to establish any evidence of the role which
the European countries have played as recipients of capital flight in various periods. Rumor,
of course, gives Switzerland a leading part, but
the published statistics for that country do not
give much of a clue as to the degree to which
it may have acted as a recipient of flight capital
from the developing countries. It is this very
absence of information that has, as earlier

suggested, tended to stimulate exaggerated notions of the amount of flight capital placed in
that country. Some arguments for a very large
role for Switzerland are being drawn from the
very large credit entries for "errors and omissions" in the Swiss balance of payments after
1959. These entries make the Swiss balance of
payments something of an enigma in the analysis of world payments, but it is by no means
certain that they reflect only inflows of capital,
and even less certain that, to the extent that
they do so, such inflows were mainly from developing countries. In recent years, movements
of capital among the developed countries themselves have been very large.
Some General Conclusions
How should one evaluate all this uncertain
statistical evidence about capital flight from
developing countries? A few general conclusions may perhaps be drawn.
First, there has in recent years unquestionably been a large outflow of capital from the
overseas franc area, in particular Algeria, directed toward France. This was not a flight of
capital in the ordinary sense of the term but a
once-and-for-all movement associated with emigration of a large portion of the European
settlers.
Second, there is no statistical evidence of
systematic movements of local capital from
developing countries other than the overseas
franc area and Latin America.
Third, there is some incontrovertible evidence in U.S. statistics of an appreciable outflow of local capital from Latin America and
some indirect indications in Latin American
statistics of further large outflows. But to de-
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rive precise figures from such evidence as exists
would be an excessively hazardous task.
Many of those who have quoted very high
figures for capital flight from less developed
countries have undoubtedly been greatly concerned about the threat to development posed
by the problem of capital flight, and have endeavored to find ways of dealing with it. While
acting with the best intentions, they may, nevertheless, have provided the opponents of development aid with a powerful argument: does

not the large flight of capital from developing
countries show that it is hopeless to aid these
countries, and that the taxpayers' money is
being wasted? Since the relationship between
the developed and developing countries is one
of the greatest problems of the twentieth century, and the question of capital flight is one
of the most delicate problems within that
greater problem, students dealing with admittedly enigmatic and incomplete data should
avoid alarmist statements that have no firm
basis in known facts.
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Better Planning for Educational Finance
Internationa! aid for education is now being provided on a vast
scale. In this article the author indicates some of the things that need
to he known and some of the things that ought to he done to help
make this aid fully effective.
George Tobias
nnODAY more than 25 countries are helping
A to educate the children of other countries
by supplying teaching materials or teachers or
fellowships or equipment or cash in the form
of grants and loans. They are joined by literally
hundreds of philanthropic organizations and
foundations which also export, or otherwise
provide, educational assistance. Such aid in
one form or another has been supplied for
many years, and the United Nations, especially
its Expanded Program of Technical Assistance,
has now developed permanent machinery for
collective educational assistance on an international basis.
In many countries it has been customary for
the government to meet the capital costs of
educational plant and equipment by pledging
general or specific government resources to

Mr. Tobias served as an economist in the
U.S. Government, specializing in manpower
problems, for 28 years following his graduation from the University of Oklahoma. He
served also in the Foreign Service and the
Naval Service of the U.S. before joining the
World Bank as Manpower Advisor in 1963.

education. In Europe such pledges were often
in the form of revenue-producing lands whose
income could be used by universities. In the
United States, since 1862, national lands have
been turned over to state universities (the landgrant colleges) as a source of funds for their
capital and recurrent needs, in exchange for
agreements that the universities would give
practical instruction in agricultural, mechanical,
and scientific disciplines, and in military
training.
Borrowing to meet educational capital needs
is also standard practice in many countries.
In the United States, for instance, in each of
the last five years, more than $2.5 billion has
been borrowed by states and municipalities to
meet the capital expansion costs of primary
and secondary schools alone, with great additional sums being lent for the building of
higher education facilities. But the international
lending of large sums for education is a new
departure, a reflection of the almost universal
importance attached to educational development.
Importance of Education
As a capital asset, as a tool of production,
formal education and training in the classroom
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represents only one element of human resources
development. Formal education and training
has done its job if it makes a student a "trainable" individual, more apt to perfect his professional and technical competence in the labor
force than he would have been without it. A
well-rounded program for the development of
human resources, if it is to attract the new
type of international capital support that is now
available, will have to include programs aimed
at assuring the necessary mobilization, utilization, and training of high-level human resources
as well as their formal classroom instruction.
When the costs of long-term, on-the-job training are added to the costs of formal education
and to loss of income while the student is in
school, the ratio of the total costs so measured
to the benefits of formal education obviously
becomes smaller than if it is taken to be only
the classroom costs divided by the worker's
later increase of earnings.
At the same time, it is clear that education
is an integral part of a country's culture and
has a value in itself. It is an objective, as well
as a means, of economic development. Education cannot be considered merely in its utilitarian role as an instrument of production. We
must balance utilitarianism against the civilizing
function of education and its contribution to
preparation for citizenship. Education should
fit harmoniously into a chosen pattern of
change, progressive enough to produce the
technical leadership required, while at the same
time not isolating from the mainstream of the
national culture those who are privileged to receive it in its advanced forms. The elite may
acquire a professional outlook and new skills
within one generation, but as human beings
its members cannot readjust so quickly as to
skip many decades of slow evolution. Educa-

tional planners must blend the hardheaded and
businesslike approach with sensitivity and
imagination when they teach a people to swim
in cultural, social, and economic crosscurrents.
At the university and technical level especially, educational systems themselves have a
research and development responsibility to the
community. They serve as research centers,
centers of learning, centers of "organized worrying," to which the community's complex
questions of all kinds can be referred. A few
hundred educated persons in centers of learning, working together on the real and current
problems of the nation, can make a great difference in the rate and direction of its economic
growth.
Finance Available
Governments of developing countries nowadays are accordingly very much concerned
with attracting international finance for education, and they know that to succeed in this aim
they must do their utmost to present coherent
and balanced plans for the development of
human resources to ensure that educational and
training needs for economic development are
systematically determined. Sums available for
international investment in education are now
much greater than in the past—but, paradoxically, the money may be harder to get hold of
than ever before, since donors and credit
sources insist that their support goes to specific
and justified needs. The extent of the needs
and the size of the funds cause sharp pangs of
apprehensive caution in those responsible for
providing the money.
It has been during this stage of the development of international educational aid that the
World Bank Group has, over the last few years,
entered the picture. The Bank's own lending
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experience has demonstrated that economic development projects often cannot be devised, or
if devised cannot be efficiently operated, without the trained executives, engineers, technicians, and administrators so sadly lacking in
the underdeveloped countries and, indeed, not
abundant anywhere. The only adequate answer
is for the underdeveloped nations to educate
and train their own nationals for these important jobs, because it is neither economically nor
politically feasible for them to depend permanently on expensive expatriate personnel.
As one of its first undertakings in the educational field, the Bank joined with the United
Nations Educational, Scientific and Cultural
Organization (UNESCO) to establish an International Institute of Educational Planning,
with a financial contribution from the Ford
Foundation, to develop and supply educational
planning techniques and methods for underdeveloped countries. More recently, the Bank
and UNESCO have established a relationship
under which member countries desiring help
in identifying their priorities in educational
needs or in designing projects, including financial arrangements, to satisfy those needs may
obtain such services from UNESCO, with the
Bank sharing the costs. The International
Development Association (IDA) has now
made credits available to Tunisia and to Tanzania for secondary school construction, to Afghanistan for secondary vocational schools,
and to Pakistan for agricultural universities.
Now, the Bank itself has stepped into educational lending for an agricultural college in the
Philippines, and it has further educational
lending plans under active consideration.
Flexibility and objectivity are most necessary
in the field of education, since standards such
as those by which engineering projects are as-

sessed do not exist, and the standards that do
exist must be applied with practical discretion
to situations peculiar to a given country. The
Bank and IDA, in all their lending, try to do
more than simply supply funds; they have
tried to create the environment and implant
the attitudes which ensure that the funds are
well spent. In the words of the U.S. Senate
Committee on Foreign Relations: "Those organizations are peculiarly fitted to test projects
scientifically and objectively by virtue of a
trained staff and long experience in appraising
projects." The Committee said further that
because the Bank and IDA are known to have
no ulterior motive, they can exert more influence over the use of a loan than is possible
for an individual country. They can insist that
the projects for which they lend be established
on a sound basis, and—most important—they
can make their lending conditional upon commensurate efforts being made by the recipient
country. Over the years, the Bank's practice in
other kinds of lending has come to be accepted
as a norm; it tends to set the standard of
performance demanded by many other international lenders. What would it mean if that
precedent were followed in educational financing, and the standards of the Bank and IDA
were adopted by other educational lenders?
Need to Satisfy Lenders
While there exist some external sources of
local currency financing—the Bank and IDA
in particular have recently followed an increasingly flexible policy in this regard—most
international lenders limit their contribution to
foreign currency requirements, which are
usually only a small fraction of educational
costs. The initial investment, and almost all
the recurrent costs, must be found from local
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resources. It is useless to lay out capital for
education unless there is a dependable local
source of revenue for operating expenses.
Prospective lenders need to be reassured that
operating costs can be met, and also that earmarking funds for education will not cripple
some other equally important effort of the
government.
Countries or institutions providing international finance will want to test the capacity
of the educational organization to plan, innovate, manage, and use what it already has.
Every country in the world already has an educational system of one sort or another. A
reasonable test of how well borrowed funds
will be used for extending and improving the
system is the way in which present funds are
being used for running it. International lenders
will wish to examine not only internal controls,
methods, standards, and procedures of the educational system; they will also want to make
sure that educational planning is properly related to the country's total economic and social
development programs, both public and private,
and that the educational system is flexible
enough to accommodate to changing needs and
new methods.
Again, lenders for educational projects will
wish to be assured that the students to be
turned out by the projects are genuinely and
urgently needed in the labor market to satisfy
the practical requirements of economic development. If the school is to do its job well, research workers must supply the administration
with fuller information on what the labor
market really demands. School output should
be closely correlated with industry's needs.
Few countries have sufficient knowledge for
educational purposes of the capacity and ability

of their present labor force to move to other
occupations with minimum retraining. Failure
to take these possibilities sufficiently into account, or to check theoretical needs for manpower against actual market demands, has resulted in substantial overestimates of high-level
manpower requirements.
Every curriculum in every school system
represents the point of temporary balance between educational technique, level of culture
and aspiration, and the facilities available for
education. Those who are providing the finance
will wish to participate from the earliest stages
with the responsible educational planners in
order to assure that a given educational proposal is reasonably calculated to advance economic progress without detracting from the
other objectives of education which educationalists will wish to protect and preserve. Entire
systems of research projects are involved.
The Need for Planning
The essence of any kind of planning is to
decide how to share visible shortages, to anticipate and accommodate conflicts, and to allocate what is available among those claimants
whose needs are most valid and urgent. Planning demands deliberate choice between requirements which are to be satisfied in full or in
part, immediately or later. This is as true of
educational planning as of any other form of
economic and social planning. Standards and
values appropriate to a given country need to
be chosen among the wide variety of educational practices that have been adopted in one
part of the world or another. Too often the
educational administrator is not adequately
supplied with those research services that set
out for him as plainly as possible the consequences that follow alternative decisions of edu37
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cational coverage, content, duration, pedagogy,
curriculum, and construction.
Through the assembly and observation of
known experience, reasoned speculation on behavior in the future can be made, to give a
basis for administrative decisions needed in
planning. To carry out the research projects
needed by the educational administrator calls
for consistent and dependable administrative,
social, and economic statistics. They may not
be available in many countries today; indeed
they may never be available unless a start is
made now by research workers to standardize
and stabilize statistical definitions and collection
methods.
The Research That Planners Need
One system or cluster of research projects
must be concerned with the child's progress
through school and on to university. When
should a child start school? There are often
valid social reasons for schools to give daytime
care, shelter, feeding, and mother-substitution
at very early ages. But this kind of education
perforce reduces the facilities available for more
intensive teaching at later ages. Which should
we settle for?

search provide the answers to the financial and
technical questions of establishing regional universities instead of national or overseas university education?
Another cluster of research projects must be
concerned with the method and content of education. What, year by year, is the optimum
ratio of students to teachers? For how many
hours a day can the student absorb and produce? For how many months a year? How
well used is the teacher's time, and how well
used is the student's? How effective are examinations in testing the student's progress?
Can we devise better kinds of examinations, or
find substitutes for examinations?
What composes an acceptable and suitable
curriculum—from elementary school through
university? How challenging can the curriculum
be without frustrating and depressing the child?
How closely should it be associated with the
child's current environment? Should the curriculum vary and, if so, to what extent, to accommodate local folkways or local economic
needs? Or does national feeling, and the need
for national unity, require a standardized curriculum throughout a country?

At what ages should the shifts be made from
elementary to secondary and from secondary
to college levels? How many years does a child
need to prepare for his career, including university? Fourteen? Seventeen? What is the
real difference in learning acquired if a child
goes to school for ten years, from seven to
seventeen, as opposed to twelve years, from
five to seventeen?

Then there is the relationship of education to
future occupation. How should education be
geared to the training and job experience to
produce an effective practitioner? From studies
of such questions, the research worker will be
better able to advise the educational planner
about the age at which the student can most
effectively shift into preparation for a specific
occupation, and as to the kind of education
that would be most helpful.

At another level, what light can research
throw on the problem and the real costs of
sending university students abroad? Can re-

How is the present labor force used in the
key occupations? How productive is it? Is
there lateral mobility in the labor force that
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permits workers to shift from one occupation to
another requiring a similar level of attainment?
What is the hiring employer's attitude toward
the value of the education and training being
given in schools and colleges? How mutually
respectful are the educational authorities and
the employing establishments?
There is another cluster of unanswered questions which are perhaps the most important of
all. Not every child in any educational system
will be educated to the same level as every
other child, because there are not enough resources to go round. The aim is to bring each
child up to the optimum level of his own capacity to live his adult life fully, yet some children in fact will receive a "better education"
than others. Some—and only some—will receive what many prize. What difference does it
make to society as a whole if we choose on
the basis of intelligence or on the basis of the
child's place of residence, family background,

family income? What kind of education-denial
does least damage?
Conclusion
We have come to the point where the benefits of education for economic development are
universally recognized. The propriety of longterm financing of educational growth is accepted. The availability of external aid for
such financing increases. It is necessary for
the dialogue between educational borrowers
and lenders to continue to grow closer and
more confiding at all stages of educational
planning, so that the requirements of each will
be the better understood by the other. Research
can provide important clarifying elements and
lead to better planning of educational finance,
in which the common objective of borrowers
and lenders, the development of human resources, is not obscured in the cultural distance
between the two groups, or made unattainable
because of their separate esoteric vocabularies.
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Part I: Quotas and Charges
In the article "Introduction to the Fund," which appeared in Vol. J ,
No. I, of Finance and Development, an outline was given of the
Fund's finances. But the Fund is a unique institution, and a f u l l understanding of its functioning requires more information than can be given
in an introduction. This article, by the Fund's Assistant Treasurer
for Operations, is intended for readers who would like to achieve such
a fuller understanding, particularly of the Fund's actual day-to-day
practice in the conduct of its operations.
The second part of the article, dealing with the revolving character
of the Fund's resources, will appear in the next issue of Finance and
Development.
Rudolf
FINANCIAL STRUCTURE of the
T HE
Fund is based upon the quotas of its

member countries. The quota—a sum of
money expressed in U.S. dollars and related
to the economic circumstances of the member—is thus of vital importance both to the
member and to the Fund itself. Yet although
Schedule A of the Fund Agreement specifies
the quota of each country participating in the

Mr. Kroc, who is a graduate of the Graduate
School of Commerce in Prague, is Assistant
Treasurer for Operations. He joined the Fund
in 1947 and was previously with the National
Bank of Czechoslovakia.

Kroc
Bretton Woods Conference, there is no detailed
information in the Proceedings of the Conference as to how the quotas were established.
The draft outlines of the proposals, made by
the British and U.S. Governments and by
Canadian experts, however, indicate that it was
intended from an early stage to determine
each member's quota by some agreed formula.
The British proposal provided for quotas
established by reference to a three-year average
for exports and imports; other proposals provided that national income, gold and foreign
exchange, and fluctuations in the balance of
international payments should also be taken
into account. The formula eventually used was
suggested by the Division of Monetary Re-
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search of the U.S. Treasury Department and
comprised
(a) 2 per cent of national income;
(b) 5 per cent of gold and dollar balances;
(c) 10 per cent of average imports;
(d) 10 per cent of maximum variation in
exports;
(e) the sum of (a), (b), (c), and (d)
increased by the percentage ratio of
average exports to national income.
Data for calculations under this formula
were assembled and at Bretton Woods discussions were held among technicians and individual delegations with the aim of checking
and correcting them. These discussions were
not recorded; the results emerged as one final
figure.
It was this formula (not altogether clear as
to origin) that—with the insertion of the year
1940 in (a), 1934-38 in (c), (d), and (e),
and the date July 1, 1943 in ( b ) — b e came known as the Bretton Woods formula
and that figured until 1963 in the establishment of quotas of new members. It had obvious shortcomings, but it also had sufficient
practical merit to continue for many years at
least as a basis in discussions between the
Fund and a prospective member about that
member's possible quota—even if the result
arrived at often differed from a result based
upon that formula exclusively. The calculations on occasion produced several results when
statistics for the base year were not available
and estimates had to be used, or when there
was no fixed exchange rate and various rates
were applied, or when the territory of the
prospective member had undergone changes
from the time for which statistics were available. In order to overcome some of these difficulties, quota calculations have been made

more recently with the latest available data.
Other calculations have been based on experimental versions of the Bretton Woods formula
reweighted to give greater importance to trade
and the variability of trade. In the next
periodic review of quotas, there will be an
opportunity for these calculations to be further
examined.
At the Inaugural Meeting in 1946 applications for membership had already been received from some countries that had not participated in the Bretton Woods Conference,
but the applicant countries were treated as if
they had been original members, that is,
countries named in Schedule A of the Fund
Agreement, and their quotas were calculated
on the same basis and agreed with the respective governments. As was to be expected
from the views expressed at Bretton Woods,
the quotas of several members were increased
at their request in the first two years of the
Fund. There followed almost ten years in
which there were no requests for quota increases. During this time the quota of one
member was decreased at its request; this is
the only instance in the Fund's history of a
decrease in a quota, and even this quota was
restored, again at the member's request, a
few years later.
The quotas of members such as the United
Kingdom, France, and the Netherlands remained unchanged when territories in respect
of which they had accepted membership—
such as Indonesia—became separated. There
was also a general quota increase of 50 per
cent in 1959, with some special increases
beyond 50 per cent, and further quota increases
began in 1963, after the adoption of the decision on compensatory financing. On March 1,
1947 the Fund had 40 members with quotas of
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$7.5 billion; now it has 102 members with
quotas of $15.5 billion.
The history of quotas is worth tracing, because it is to quotas that the student of the
Fund's structure and operations must constantly refer. The quota represents the member's financial participation in the Fund, i.e.,
its subscription. It also determines in broad
outline the voting strength of a member and
its drawing rights. Moreover, when a member
has drawn from the Fund, it is not required to
repurchase its currency from the Fund to the
extent that this step would reduce its reserves
below the quota. In addition, although the
charges imposed by the Fund are normally
payable in gold, this requirement is modified
if the member's reserves are less than half
its quota.
Quotas and Subscriptions
The Fund Agreement provides that in paying its subscription a member shall pay (a)
in gold, as a minimum, either 25 per cent of
its quota or 10 per cent of its net official
holdings of gold and U.S. dollars, whichever
of these two sums is the smaller, and (b) the
balance of its quota in its own currency. The
basic idea has been that countries with sufficient foreign exchange reserves should pay
in gold an amount equal to 25 per cent of their
quota, but that countries with low reserves
should pay less, namely, 10 per cent of their
net official holdings. Until 1958 the prospective member's ability to pay gold was appraised
on the basis of its holdings of gold and U.S.
dollars, but after convertibility had been accepted by many more members the holdings
of all convertible currencies were taken into
account.

The Fund gold depositories at which members may pay gold to the Fund are the Federal Reserve Bank of New York, the Bank
of England, the Bank of France, and the
Reserve Bank of India. Under Fund practice
the gold must be in the form of bars having
a fineness of 0.995 or higher and weighing
400 ounces; gold coin is not acceptable. If
bars of lower fineness or weight are delivered
the member has to pay in gold an amount,
estimated by the Fund, to cover the conversion
of such gold into bars of the required weight
and fineness. All gold must be received by
the Fund free of charge.
The currency part of the subscription is
normally payable when the par value of a
member's currency has been agreed with the
Fund. In fact, the Fund does not accept a
member's currency before a par value has been
agreed, and when members have attempted
to pay before that time the Fund has had to
ask them to cancel the entry. An exception
has recently been provided by permitting exchange transactions with members before they
have agreed a par value. In this case, one
of the conditions would be the payment of the
currency part of the subscription at a provisional rate of exchange, that is to say an agreed
accounting rate.
Countries that have a central bank designate
that bank as a depository for all the Fund's
holdings of the member's currency. Where
there is no central bank, the Fund and the
member agree on a depository at which the
Fund's accounts will be maintained. All payments relating to the Fund's transactions,
namely, subscription, purchases, repurchases,
and the payment of charges in currency, are
reflected in a "No. 1 Account." There is also
a "No. 2 Account," which is usually credited

42

©International Monetary Fund. Not for Redistribution

Financial Structure of the Fund

with the equivalent of about $1,000 for minor
expenses. When the balance of this account
becomes too low, the Fund replenishes it by
a transfer from the No. 1 Account. The member has the right to substitute nonnegotiable,
noninterest-bearing notes or similar obligations
for any part of the member's currency in the
No. 1 Account. Under the rules now in existence an amount equal to at least 1 per
cent of quota must be maintained in the No. 1
Account. It is left to the member's discretion what amount it chooses to substitute within the aforementioned limitation, whether it
desires to issue one note or more, and when
it considers such substitution desirable.
The Fund's computations in its transactions
are based on the par value, expressed in terms
of gold and U.S. dollars, of each currency,
agreed between the Fund and the member.
If the par value becomes ineffective an accounting value may be determined for that
currency, and this value then governs the
Fund's computations involving the currency.
If there is a depreciation, the member will
have to replenish the Fund's holdings of its
currency, so that the gold value will be maintained, while if the par value of the currency
appreciates the Fund returns to the member a
commensurate part of the currency.
The gold and currencies paid into the Fund's
accounts are in its ownership and these assets
are used in accordance with the Fund Agreement. On several occasions the Fund has
sold gold to its members: in 1957, $600 million
to replenish its holdings of U.S. dollars; in
1961, $500 million to replenish its holdings
of U.S. dollars and eight other currencies; in
1964, $250 million to replenish its holdings
of ten currencies; and a total of $800 million
in 1956, 1959, and 1960 in order to acquire

income-earning U.S. Government securities.
Under the terms of these latter transactions,
the same quantity of gold will be reacquired
by the Fund upon termination of the investment.
Use of the Fund's Resources and Charges
When a country incurs a balance of payments deficit the normal course is for it to
use its reserves to bridge the gap before
remedial measures can take effect. If the reserves are not adequate for this purpose, or
if other reasons, such as legal provisions or
considerations of distribution or yield, make
it impossible or inopportune to use them, a
country in this position would probably attempt to supplement its reserves by shortterm external borrowing or credit.
Before the establishment of the Fund such
credit facilities were provided by foreign banks
—in many instances central banks—to countries in difficulties, mostly in the form of shortterm accommodation with or without the
pledge of gold, frequently in the form of
revolving credits. At the time when most
currencies were convertible, one possibility was
the acquisition of foreign exchange against
payment in the currency of the country having
the temporary deficiency. Two central banks
would arrange that the one in need of foreign
exchange would purchase it directly from the
central bank issuing the currency and pay for
it by crediting the account of that central bank
in its own currency. Another form of financing
was the sale of bills of exchange in local currency by the central bank, with a commitment
to repurchase them at the same exchange rate
after a short period, usually three months.
Whatever the arrangement, the creditworthiness
of the debtor was, of course, a most important
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consideration, governing the rate of interest,
rate of exchange, duration of credit, amount
made available, commission charged, and
collateral, if any.

ings. Again, the Fund's resources are made
available to a member for a limited period of
time, so that there must be repayment, which
usually takes the form of a repurchase of the
Fund's holdings of the member's currency.
The reversal of the transaction in this form
requires that the member pay the Fund in
gold or foreign exchange acceptable to the
Fund, in order to reduce the amount of its
currency held by the Fund.

The Fund added to the existing facilities
and members were afforded a wider choice.
Broadly speaking the prerequisites for a transaction with the Fund are institutionalized and
are generally known to the member. For
example, the member must have paid its subscription, and for this purpose it must have
agreed either a par value of its currency or an
accounting rate. Further conditions might be
imposed by the Fund if the member requested
a waiver of the limitations specified in the
Articles of Agreement, for example, that the
drawing will not cause the Fund's holdings
of the member's currency to increase by more
than 25 per cent of its quota in any 12-month
period or to exceed 200 per cent of its quota.
Even when a waiver is given there is a large
measure of uniformity in the Fund's practice,
assuring members in similar circumstances of
similar treatment. For instance, the Fund has
announced that in approving a drawing for
compensatory financing of export shortfalls,
it is prepared, where appropriate, to waive
the limit on Fund holdings of 200 per cent of
quota.

When a member purchases the currency
of another member from the Fund the Fund
will instruct the depository, that is, the central
bank where the Fund account in that currency is maintained, to debit that account and
to credit the account designated by the purchasing member. For instance, if a member
purchases U.S. dollars the Fund will instruct
the Federal Reserve Bank of New York to
debit the Fund's account and to credit the
account which the purchasing member has
designated, in most instances the account of
its central bank maintained with the Federal
Reserve Bank of New York. In turn the
purchasing member will arrange that the
Fund's account maintained on the books of
its central bank is credited simultaneously
in its own currency with the equivalent of
the currency purchased.

Technically the Fund's facilities constitute
a combination of the basic features of some
of the transactions mentioned earlier which
were undertaken when a country had to secure
from abroad the necessary means for payments.
In drawing on the Fund a member purchases
the currency of another member from the
Fund in exchange for its own currency. Such
transactions are not credits or borrowings in
the legal sense, but they may for economic
purposes be regarded as equivalent to borrow-

It is one of the purposes of the Fund to
give confidence to members by making its
resources available to them under adequate
safeguards in order to provide them with the
opportunity to correct balance of payment
deficits. Members have in practice had recourse
to the Fund's resources in a wide variety of
circumstances, generally arising from maladjustments in the balance of payments on current account. The Fund's resources may not,
however, be used for purposes of relief or
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reconstruction or to deal with international
indebtedness arising out of World War II.
Members are, of course, aware that it is
the Fund's policy that a purchase of another
member's currency should not remain outstanding beyond a period reasonably related to the
payments problem in respect of which the
purchase was made. The period involved
should not normally exceed three to five years.
For the purpose of relating the magnitude of
its assistance to the member's payments problems the Fund has evolved the guiding principle
that the greater the assistance in relation to
the member's quota the greater is the degree
of assurance required that the member's
policies will promote balance of payments
equilibrium and that the member will be in
a position to repurchase within the three to five
year period.
We may consider next the degree of advance
assurance that a member has that a drawing
may be made. The Fund has announced that
members will be given the overwhelming benefit of any doubt (to quote a phrase that has
become customary) when the amount requested falls within the gold tranche—that
is, one that would not raise the Fund's holdings of the drawer's currency above the member's quota. (This amount is called the gold
tranche because initially the difference between
the amount of the Fund's holdings of the member's currency below the total of the quota and
the amount of the quota corresponds to the
portion of the subscription that has been paid
in gold.) For amounts in the first credit
tranche, i.e., transactions which bring the
Fund's holdings of the member's currency
above 100 per cent of its quota but not above
125 per cent, the Fund's attitude will be liberal,
provided that the member itself is making

reasonable efforts to solve its problems. Requests for transactions beyond 125 per cent of
quota are expected to be accompanied by substantial justification.
In addition to the currency and the amount
desired and the agency to which it is to be
credited, the request must also state that the
currency is needed for making, in that currency, payments which are consistent with the
provisions of the Fund Agreement. Requests
customarily also state that the Fund's service
charge on the transaction will be paid (and
indicate where payment will be made), and
that the Fund's account in the member's currency will be credited with the counterpart of
the currency purchased. Furthermore, the
member is expected, and in some instances
required, to state that it will comply with the
principles governing the use of the Fund's
resources as enunciated by the Fund in February 1952, that require repurchase within three
to five years after a drawing.
Until 1958 the currency requested was almost exclusively the U.S. dollar, but since that
time there has been a movement away from
dollars and into other currencies. This has
been because the currencies of the other major
trading countries have in the meantime become
fully convertible. Before a request is made
for financial assistance, the Fund staff customarily discusses with the member what currencies will be drawn. A decision was adopted
by the Executive Board in July 1962 under
which members consult with the Fund on the
currencies to be drawn. The currencies recommended in the course of such discussions
have generally been those of countries in a
strong balance of payments and reserves position.
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Drawings within the gold tranche (i.e.,
those that do not raise the Fund's holdings
of the currency of the drawing country above
its quota) are available on a virtually automatic basis. Normally Fund action on a member's
request takes place on the third business day
after it has been received, and if the drawing
is approved the requesting member's account
is credited on the fifth business day. For
purchases within the gold tranche, however,
the procedure has recently been accelerated
so that the transaction is completed as early
as the second day.
In addition to the facility of an immediate
drawing in accordance with the provisions of
the Fund Agreement a member may enter
into a stand-by arrangement with the Fund,
by which the Fund gives the member assurance
that a specified volume of foreign exchange will
be available for a fixed period of time. l
Charges
When a member uses the resources of the
Fund it becomes subject to certain charges
which are levied by the Fund. The charges
are uniform for all members. Charges provide
the Fund with income; moreover, the charge
discussed in paragraph 3 below serves as a
deterrent to excessive use of the Fund's resources.
1. A service charge is payable on all purchases of currency from the Fund at the time
a drawing is made. Since 1951 this charge
has been l/2 of 1 per cent of the amount drawn.
In view of the fact that, with a few minor
exceptions, Fund transactions take place at
the par values of the currencies involved, the
1
An article on stand-by arrangements appeared
in the last issue of Finance and Development (Vol.
1, No. 3).

effective rate at which a purchase of exchange
is made from the Fund can be determined by
adding V-i of 1 per cent to the par value of
the currency purchased. For instance, at the
par value of $2.80, sterling would be purchased
from the Fund at $2.814 a pound.
2. When a member enters into a stand-by
arrangement with the Fund, a stand-by charge
is payable equal to 14 of 1 per cent per annum
of the amount which can be drawn under
the stand-by arrangement. This charge may
be compared to the commitment fee charged
by banks when they grant a line of credit.
In view of the Fund's policies concerning
drawings within the gold tranche, no stand-by
charge is payable in respect of the part of
the stand-by arrangement which allows the
member to draw amounts within its gold
tranche. When a member makes a purchase
under a stand-by arrangement, the stand-by
charge paid in respect of the amount drawn
is repaid by the Fund. Thus, if a member
draws one half of the amount of its stand-by
arrangement, and if no part of the stand-by
arrangement falls into the gold tranche, the
Fund repays to the member one half of the
stand-by charge paid. As explained in paragraph 1 above, a service charge of Vi of 1 per
cent is payable on all purchases from the Fund,
including those effected under stand-by arrangements.
3. A charge is also payable on the amount
of the Fund's holdings of a member's currency which exceeds the level of the member's
quota. Unlike the service charge, discussed
in paragraph 1 above, the charges levied on
Fund holdings in excess of quota involve a
time element. The applicable rate of this
charge is determined on the basis of two factors : the amount by which the Fund's holdings
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of a member's currency exceed 100 per cent
of the member's quota and the period during
which these holdings remain above that level.
Holdings in excess of quota are free of
charge for the first 3 months; thereafter holdings up to 50 per cent above quota are subject
to a charge of 2 per cent per annum for the
next 15 months, holdings of more than 50 per
cent and less than 100 per cent in excess of
quota are subject to the 2 per cent per annum
rate for 9 months, and holdings of more than
100 per cent above quota carry the 2 per cent
per annum rate for 3 months. After these periods the rate rises by l/2 of 1 per cent each 6
months.
When the charges payable on any part of
the Fund's holdings of a member's currency
reach the rate of 4 per cent per annum, the
Fund and the member concerned are required
to consider means by which the Fund's holdings of that member's currency can be reduced.
When the Fund and the member reach agreement for the repurchase of the member's currency within three to five years after the member's drawing, the charges progress to 5 per
cent per annum, at which point the progression
of the charge ceases for all parts of the Fund's
holdings of that currency. Where the agreement reached provides for repurchase beyond
five years, the Fund may adopt a maximum
rate in excess of 5 per cent per annum. Where
the Fund and the member do not reach any
agreement for repurchase, or where an agreement has been reached but is not observed
by the member, the charges continue to rise
beyond 5 per cent per annum by Vi of 1 per
cent per annum each six months subject to review by the Fund when the rate reaches 6 per
cent.

As a consequence of the Fund's system of
assessing charges as described above, there
is a large spread between the rate at which
charges are levied by the Fund and the average
effective rate. When the rate of charge has
reached 5 per cent per annum on holdings up
to 50 per cent above quota, which would be in
the period four to four and a half years after
a drawing in the first credit tranche, the
average effective rate amounts to 3.17 per cent
per annum. This figure is derived from the
total charges payable by the member including
the service charge, expressed as a percentage
and divided by the number of years of the
period.
In computing charges, the Fund treats repurchases as canceling the portions of the
Fund's holdings of the member's currency that
it has most recently received (i.e., those resulting from the member's most recent drawing).
Thus the Fund applies the "last in, first out"
principle. If it did not do this, the member
could in effect obtain very cheaply a continuously revolving drawing from the Fund.
The effect of this procedure is that charges
on the portions of a member's currency that
the Fund has held longest continue to rise
in accordance with the scale of charges, even
though for the purpose of repurchases to which
the "first in, first out" principle applies, those
holdings are considered to have been repurchased. Not until the Fund's holdings of a
currency are reduced to the equivalent of the
member's quota for at least one calendar month
is the progression of charges broken. Once
that has been done, any subsequent increase
in the Fund's holdings attracts charges at the
lowest end of the scale once more.
The Fund's charges are payable in gold.
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The requirements about the quality of gold
bars acceptable, mentioned earlier for gold
subscription payments, do not apply to the
payment of charges. If a member's monetary
reserves, as defined in the Fund Agreement,
are below one half of its quota, the charges
due by that member may be paid partly or
wholly in the member's currency. It is left
to the member's discretion whether or not it
wishes to avail itself of this facility. The

stand-by charge may also be paid in U.S.
dollars.
The charges on balances in excess of quota
are the Fund's main source of income, which,
in the last financial year, amounted to $31.5
million. Total income has exceeded expenditure since 1957 and the surplus has been
transferred to the General Reserve, which at
the end of December 1964 exceeded $136
million.

Introduction to the Fund, which appeared in the first issue of Finance
and Development, is being reprinted in English, French, and Spanish, along
with a Glossary of Fund Terms, in pamphlet form. It will be sent without
charge on receipt of a postcard addressed to The Secretary, International
Monetary Fund, 19th and H Streets, N.W., Washington, D.C. 20431. Please
indicate language desired.

48

©International Monetary Fund. Not for Redistribution

Book Notices
Tinbergen, Jan, Central Planning, Yale University Press, New Haven and London, 1964,
x + 150pp., $5.00 or 37s. 6d.
COMPACT and readable book was
T HIS
written by a great authority in the field of
planning, and both theoretical and operational
planners can benefit from reading it. It discusses
two major aspects of planning: principles (in
chapters 2 and 3) and methods (in chapters
1 and 4). Professor Tinbergen considers that
planning and the general economic process influence each other and from these mutual influences he attempts to discover the role of
planning. He maintains that planning can exert
influence on the general economic process
through looking forward, by aiming at achieving
an explicit general objective, and by coordinated
action. In the unplanned situation, there may
not be a complete absence of policy, but often
"action is taken after some adverse development
has occurred and in a trial-and-error way"
(p. 51).
The extent of planning in any particular
country is of course influenced by circumstances and ideas. Regarding circumstances.
Professor Tinbergen reasons that where the
need for forecasts, for sticking to some general
aims, or for coordination is more pronounced,
there is also a more pronounced need for
planning. He then analyzes further what are
the circumstances which prompt such needs,
and here he provides considerable insight into
the problem. For instance, any long-lasting
production process (e.g., building construction, shipbuilding, animal raising, large dams,
and mining facilities, and even education)

would particularly need forecasts. Forecasts
are also needed in the case of instability of
markets—for example, where there are wide
fluctuations in the export prices of raw materials. The intensity of planning also depends
partly on the tension between aims (e.g., higher
standard of living) and reality (e.g., poverty)
and partly on the need for coordination.
Professor Tinbergen believes that doctrinaire
thinking may do considerable damage in planning, because it sharpens differences in outlook
unnecessarily and causes trouble in the economy
when applied to reality. He also observes that
economic systems and economic thinking are
becoming less different in the two major areas
of the world and believes that a number of
problems are gradually becoming objects of
scientific or practical argument between the
technicians on both sides (p. 78).
On the procedure of planning, the author
gives an impression that he is in favor of
"planning from the top" because that is where
the demand for products is determined. However, he also says that since the bulk of the
auxiliary work of obtaining information on
projects can be done independently of other
phases of planning, it can and should be started
at an early stage (p. 22).
On techniques of planning, the author summarizes a number of new developments, e.g.,
the 36-equation model used in the Netherlands,
the 20-sector input-output model used in
Turkey. Frisch's model for the United Arab
Republic, the triangular or partitioned matrix,
the "star model." etc. They are all very interesting, but the description is too brief to be
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understood by noneconometricians, and there
is hardly any warning about the limitations on
the practical use of these models.
Chapter 1 also contains an international comparison of the planning process compiled from
the replies to questionnaires from five developed countries, five centrally planned countries, and nine underdeveloped countries (with
tables in the Appendix). The results show the
majority seem to have relied on "the aid of
over-all macro-economic models, trial-anderror estimates, or common sense reasoning. . . .
The use of detailed economic models is not
widespread" (p. 39).
To indicate the "best" way of planning, Professor Tinbergen sees the possibility of making
objective analyses. Regarding the controversy
of centralization versus decentralization, he
argues that a number of decisions cannot be decentralized because of external effects or increasing returns. Measures dealing with safety,
the maintenance of law and order, the stability
of the value of money, the operation of roads,
education, information, planning, and taxation
must be controlled by the government. So also
the government should make decisions on the
production of energy and transportation as well
as on some heavy metal and chemical industries.
While it is true that many of these activities, if
not controlled or operated by the government,
may result in too many and too small units in
developing countries, one may ask whether
those industries by nature yielding increasing
returns will indeed be necessarily run efficiently
by the government in all circumstances,
On the time period of plans, Professor Tinbergen distinguishes only short-term plans of
1 year and long-term plans of 5 years or more.
This is perhaps because he has been influenced

by his experience in Turkey. It might be useful,
however, to think of a long-term plan as a perspective plan of 10-30 years, offering guidance
to a series of intermediate plans of about 5
years. This is what is being practised in India
and Pakistan.
There are a few minor drawbacks in the
book. A very minor one is that in describing
the planning process in chapter 1, the author
seems to have used too many technical terms.
Such terms as tasks, actions, transactions, elements, activities, etc., are all very elusive.
Similarly, the author has perhaps been somewhat liberal in extending the use of economic
terms, e.g., treating "information" as "input"
and "plan" as "output," trying to use marginal
costs and benefits analysis to maximize the advantage of planning, etc.
Such minor defects as there may be, however,
do not detract from Professor Tinbergen's
success in producing an up-to-date introduction
to planning.
Shu-Chin Yang
Manners, Gerald, The Geography of Energy,
Hutchinson University Library, London, 1964,
205 pp., 16s. 6d.; Hillary House Publishers,
New York, $3.00.
NEW BOOK compresses into 180
T HIS
pages of text a surprising amount both of
statistical data and analytical comprehension
of the economics and geography of energy. The
newcomer to this field will find early in the
book a well-stated description of "The Basic
Complexity" of the role of energy in the national and world economy. In the central part
of the book there is an analysis of the major
role played by transport costs and market fac-
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tors in the choice of energy forms used in different economies. Political factors are not,
however, overlooked in the final chapters,
which describe the devices used in various
lands either for protecting domestic fuel producers or for guarding against overdependence
on imports that (wisely or not) are deemed
undesirable.
The author has himself noted that the
examples in the analysis have "a heavy bias towards the literatures of Britain, Europe and
North America," partly because "the most detailed energy studies have been conducted and
published in these countries." But the analysis
also draws on situations in other areas and includes some criticism of policies in the developed areas.

by those concerned with energy problems should
broaden their comprehension of the multifaceted problems which face entrepreneurs and
policymakers everywhere. The specialist, be
he power engineer, fuel or transport economist,
or economic planner, will find useful the summaries of available data bearing on some alternative choices, but the author is careful to
economize his space and to avoid boring digressions of possible interest only to a very limited
group of readers. Tabulations and charts offer
useful rule-of-thumb data for capital cost factors in transport, but cautions against their uncritical use are implicit in the qualifications
expressed. Other aids can be found in textual
discussion of varying market factors, such as
location, nature, and size.
Samuel Lipkowitz

In my view, the author pushes economic
generalizations with respect to the competitive
positions of various forms of fuel and energy
about as far as they can be usefully pushed.
He carefully distinguishes between situations
where choices are hindered by historical legacy
and those in which they are less fettered. Nevertheless, he recognizes that the branches of
energy industries are often considered vital to
a national economy and interventionist action
will frequently be taken on their behalf to ease
the burdens which they might otherwise have
to bear unassisted. Some of the examples are
the European Coal and Steel Community's
action on coal, the U.S. action on natural gas
price regulation, oil proration, and import controls, and the U.K. action on gas, coal, and
power (both nuclear and conventional
thermal).

This book, by a member of the legal staff
of the Fund, contains brief descriptions of the
legal basis for the Fund's work, of its structure,
and of its principal functions. Appendices include tables of the Fund membership quotas,
etc., and important documents and statements
bearing on Fund activities and policies.

This is not, and was not intended to be, a
handbook for solving the energy problems of a
country or a region. But its perusal and study

This is the English version of the book published by CEMLA as Legislation Comparada
de Banca Central (1964).

Aufricht, Hans, The International Monetary
Fund: Legal Bases, Structure, Functions,
Frederick A. Praeger, New York, 1964,
128 pp., $6.00.

Aufricht, Hans, Comparative Survey of Central
Bank Law, Library of World Affairs, No. 64,
Stevens & Sons, London, 1965, xiii + 228 pp.,
£3; Frederick A. Praeger, New York, $10.00
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Views and Comment
ADDRESS before the Indian Institute
I Nof AN
Public Administration, New Delhi, India,

in October last year, Mr. Pierre-Paul Schweitzer
stressed the importance of monetary stability
for economic growth. He said, "I make no
apologies for my belief, which I hold very
strongly, that monetary and financial stability is
the essential prerequisite of sustained economic
growth. . . . I should like to emphasize first
of all that the Fund does not consider monetary
stability and economic development to be alternatives at all—one is the precondition of the
other. Inflation of any significant proportions
is liable to frustrate a development effort."
Economic growth and monetary stability was
also the theme of the first of the ( lectures under
the auspices of The Per Jacobsson Foundation
delivered in Basle in November by Mr. Maurice
Frere, former President of the Bank for International Settlements, and Mr. Rodrigo Gomez,
Director General, Bank of Mexico. In the extracts quoted below, Mr. Frere discusses the
importance of separating the monetary authority
from the political authority, and Mr. Gomez
describes the nature of some of the inflationary
pressures that are exerted on monetary authorities, particularly those in developing countries.
Mr. Maurice Frere:
"To ensure a better defence against the
various possibilities of inflation, it seems essential that the monetary authority should enjoy
a large measure of independence vis-a-vis the

political authority in spite of the wish that some
people may have to subordinate the former to
the latter. . . .
"To guarantee the independence of the
monetary authority, it is in my view essential
that those exercising it should be appointed for
a fairly long term of office and that it should
only be possible to dismiss them in the course
of their mandate by means of an exceptional
procedure. It is also necessary—and this goes
without saying—that as far as possible the
expiry of their periods of office should not coincide with the expiry of political mandates. . . .
"The independence of the monetary authority
from the political authority is not enough in
itself, however, to ensure a really effective
defence against inflation. It is essential that
this independence may be supplemented by
legal provisions giving those responsible for
monetary policy a secure foundation which will
enable them to resist effectively any pressure
that the government may be tempted to exert on
them. . . .
"It is essential above all that the legislation
governing relations between the political and
monetary authorities should set a very strict
limit to the volume of advances that may be
granted, in whatever form, by the central bank
to the public treasury. . . . The considerations
I have just presented have been inspired mainly
by the experience of developed countries, such
as the countries of Western Europe and the
United States. I think that they are equally
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valid for countries in the course of development, even those which are as yet still in its
early stages. It would be a profound and
dangerous illusion for the governments of those
countries to believe that, of the many problems
facing them, that of maintaining monetary stability is of secondary importance and that it
is still possible in the world of today to ensure
such stability by strict exchange and price control under cover of which inflation can freely
take its course."
Mr. Rodrigo Gomez:
"Inflationary pressures on countries in
process of development are much more persistent and strong than those exerted on developed countries. As is to be expected, the
capacity to form voluntary savings as well as
to pay taxes is much less, and methods used
to collect the latter are less effective. On the
other hand, financial needs are proportionately
much greater.
"With the increase in social responsibilities
in the modern state, the most difficult pressures for the monetary authorities to resist are
those that come from the public sector. . . . It
is understandable, because it is natural and
human, that government officials in charge of
solving urgent needs of the economy want to
make as much progress as possible in their respective fields during their terms of office—
even at the cost of hindering other departments
of the administration or causing budgetary
deficits that may induce inflation. This, as some
outstanding statesmen have expressed it,
amounts to a cruel tax levied on those segments
of the population least able to endure it. More-

over, it is very difficult for Ministers of Finance
to convince other ministers in the government
that the most effective way to betray their noble
cause is through uncontrolled spending, and
that, in the long run, monetary stability—the
product of disciplined spending—provides
many more real resources to solve the problems
of infrastructure, education, health, and economic activity in general. . . .
"But the private sector also creates strong
inflationary pressures which are turned mainly
on the central bank. This is not only true of
an important part of the industrial, agricultural
and commercial sectors but also of the banking
sector itself. Some private bankers believe that
through the elimination or loosening of some
legal reserve requirements or through unlimited
rediscounts, the central bank, should provide
the banking system with abundant, cheap and
opportune credit for all economic activities. . . .
And there are countless plans to establish banks
for the granting of loans to specific economic
activities. . . .
"Every day new solutions are offered to real
or imaginary problems. Some favor the suppressing of taxes, others the granting of subsidies, still others want both. At the same time,
it is thought that public investment should be
increased in order to keep up economic activity
and raise the country's productive capacity.
In addition, there is constant pressure on the
central bank of the country to back different
types of low-interest loans on the grounds that
entrepreneurs are not in a position to pay the
high rates of interest prevailing on the market."
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
INTERNATIONAL DEVELOPMENT ASSOCIATION
INTERNATIONAL FINANCE CORPORATION
IDA Lending Exceeds $1 billion
The credits totaling $76.7 million extended
to Afghanistan, India, Kenya, and Mauritania
during the last quarter of 1964 brought total
lending by the International Development Association (IDA) over the $1 billion mark.
In four years of operation, IDA has extended
70 development credits totaling $1,002,240,000
to projects in 27 countries.
The purpose of IDA is to provide development finance to less developed countries on
terms which bear less heavily on the balance
of payments of recipient countries than do loans
on conventional terms. All the development
credits so far extended by IDA have been repayable in foreign exchange over 50 years,
free of interest. To help meet IDA's administrative costs, a service charge of % of 1 per
cent per annum is payable on amounts withdrawn and outstanding.
Credits totaling $435.9 million are assisting
development of transport in 19 countries. The
list includes railway projects in India, Pakistan,
and Korea; highway development projects in 18
countries; and port and inland waterway development in the Republic of China, India, and
Pakistan. Credits totaling $194 million have
gone to assist irrigation, flood control, land
improvement, and other projects designed to
increase agricultural production in 8 countries.

IDA lending for industrial development
amounts to $111.5 million. Of this amount, a
credit of $90 million has been devoted to
financing imports of equipment and materials
to enable selected Indian capital goods industries to make fuller use of already existing
capacity. The balance of industrial lending has
gone to assist private industrial finance companies in the Republic of China and Turkey
and industrial estates in Pakistan. Electric
power development, which includes the installation of some 825,000 kilowatts of new generating capacity in Bolivia, India, and Turkey,
is being financed by credits amounting to
$96.7 million. The balance of IDA lending
has gone to assist development of telecommunications ($75 million), water supply
projects ($62.9 million), and education projects
($26.1 million).
IDA's 42 credits in Asia and the Middle
East, totaling $777.5 million, have been extended to Afghanistan, the Republic of China,
India, Jordan, Korea, Pakistan, and the Syrian
Arab Republic. Nine African countries —
Bechuanaland, Ethiopia, Kenya, Mauritania,
Niger, the Sudan, Swaziland, Tanzania, and
Tunisia—have borrowed $72 million under 11
credits. Twelve credits, totaling $96.9 million,
have been extended to Latin America—to
Bolivia, Chile, Colombia, Costa Rica, Ecuador,
El Salvador, Haiti, Honduras, Nicaragua, and
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Paraguay. In addition, five credits, totaling
$55.7 million, have been extended to Turkey.
The Association now has 94 members. Its
usable funds total nearly $1.6 billion, including
some $750 million of additional contributions
recently agreed to by 18 countries, a $50
million grant from the World Bank, and a third
special supplementary contribution of $5 million from Sweden.
World Bank Group's Commitment During Last
Quarter of 1964
In the last quarter of 1964, the World Bank
Group committed a total equivalent to $231
million in new loans, credits, and investments
for economic development. The total was made
up of $147.9 million of loans from the Bank,
$76.7 million of credits from IDA, and $6.6
million of investment commitments by the International Finance Corporation (IFC).
In the calendar year 1964, loans, credits, and
investments by the Group aggregated $1,178
million, a gain of some $174 million over 1963.
Loans by the World Bank during the year
totaled $728 million—some $60 million less
than in the previous year. IDA extended credits
totaling $425 million, more than double the
amount for 1963. IFC made gross investment
commitments totaling some $25 million, against
$14.5 million in the previous year.
During the quarter under review, the World
Bank made its first loan for an educational
project. The beneficiary is the College of Agriculture of the University of the Philippines,
which is currently engaged in a Five-Year Development Program designed to improve the
quality of agricultural education and research.
This Program is a vital part of a comprehensive
effort that is being made by the Philippine Gov-

ernment to raise the level of agricultural production.
The Bank organized a mission to review and
appraise Brazil's current economic conditions
and future prospects and to study the Government's economic development program and
policies. The mission has completed its field
work. "The Economic Development of the
Territory of Papua and New Guinea," the report of the mission organized by the Bank, was
made public during the fourth quarter of 1964
by the Government of the Commonwealth of
Australia. (See "Papua and New Guinea: A
Program for Development" in Finance and Development, Vol. 1, No. 3.)
The Bank has agreed to help finance feasibility studies for three road construction
projects in Peru, and also studies to determine a suitable site, form, and layout for a
deepwater port at Mogadiscio, the capital of
Somalia. In addition, the Bank is acting as
Executing Agency for a transport study in
Surinam, financed by the UN Special Fund.
Mr. George D. Woods, President of the
Bank, the International Development Association, and the International Finance Corporation, announced that an office will be established in Abidjan, Ivory Coast, to assist in the
preparation of development projects in some
of the member countries in West Africa. The
office is expected to open early in 1965. Plans
are under way for a similar office in East
Africa. These offices are intended to help to
identify promising projects, and to plan, organize, and supervise the studies necessary to
establish their feasibility and bring them to the
point where they can be presented to the Bank
or IDA for financing. For the time being, the
work will be confined to agricultural and transportation projects.
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WORLD BANK LOANS DURING THE FOURTH QUARTER
OF 1964
Country

Purpose

China
Industrial Finance Company
Japan
Express Highway
Paraguay
Roads
Philippines
Educational Project
Rhodesia and Zambia
Power
Thailand
Irrigation
Yugoslavia
Railways
Total for the fourth quarter of 1964
Loans made during first three quarters of 1964
Total Bank loans for the calendar year 1964

Amount
($ million)

15.0
25.0
2.2
6.0
7.7
22.0
70.0
147.9
579.8
727.7

IDA CREDITS DURING THE FOURTH QUARTER OF 1964
Country

Purpose

Amount
($ million)

3.50
62.00
4.50
6.70
76.70

Afghanistan
Education
India
Railways
Kenya
Roads
Mauritania
Roads
Total for the fourth quarter of 1964
Total amount of credits extended during the first
three quarters of 1964

348.19

Total amount of credits extended during the
calendar year 1964

424.89

IFC INVESTMENT
ANNOUNCED DURING FOURTH QUARTER OF 1964
Country

Type of Project

Ethiopia

Textiles

Amount

$2,500,000
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INTERNATIONAL MONETARY FUND
Transactions in 1964
In 1964, the International Monetary Fund
provided 22 countries with $1.9 billion in 12
currencies, a notable increase over the $333
million drawn from the Fund in 1963 and the
$584 million drawn in 1962. By the end of
last year, total drawings on the Fund since it
began operations in 1947 had increased to $9
billion and the number of countries which had
used the Fund's resources had risen to 56.
Drawings outstanding on December 31, 1964,
at $2.6 billion, were close to the record high
figure reached in 1961. On the same date, the
Fund's commitments under stand-by arrangements amounted to an additional $685 million.
As in 1961, when drawings amounted to a
peak $2.5 billion, the Fund's operations in
1964 included a large drawing by the United
Kingdom. Last year also saw the first drawings
by 2 other industrial members (Italy and the
United States) and by 4 African countries
(Mali, Morocco, Somalia, and Tunisia), as well
as further drawings by 15 other developing
countries. Stand-by arrangements in effect at
the end of the year included 3 with industrial
countries—Japan, the United Kingdom, and
the United States—and 16 with developing
countries, of which 10 were in Latin America
and 5 were in Africa.
The drawing by the United Kingdom, made
early in December, was for $1 billion—the full
amount available under its stand-by arrange-

ment. It came at a time when the Fund's holdings of European currencies had been reduced
by other members' drawings, and in order to
acquire the currencies needed the Fund borrowed the equivalent of $405 million from 8
members participating in the General Arrangements to Borrow and also sold $250 million
of its gold holdings.
The first U.S. drawing on the Fund, in the
amount of $125 million, was made in February;
it was followed by further drawings in June,
September, and December, to raise total U.S.
drawings to $525 million. However, during
the course of 1964, dollars continued to be
drawn from the Fund by other members and
this had the effect of reducing U.S. net drawings
to $231 million by the end of the year.
Drawings by the nonindustrial countries were
again heavy in 1964, but repayments slightly
exceeded the new drawings made by this group.
In the past ten years, total outstanding drawings
by the less developed countries as a group have
shown an almost unbroken rise. At the end of
1964, outstanding drawings for these countries,
at nearly $1.3 billion, were only slightly lower
than the high level reached at the end of 1963
and about seven times greater than the corresponding figure at the end of 1955.
General Arrangements to Borrow
The Fund's General Arrangements to Borrow, which became effective in October 1962
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for a four-year term, are due to come up for
review this year, in accordance with terms of
the 1962 agreements. Under the Arrangements,
the Fund is authorized to borrow up to the
equivalent of $6 billion in the currencies of ten
industrial members, if these resources are required to avert a major foreign exchange crisis.
The facilities were used for the first time on
December 2, 1964, when the Fund called upon
eight participating members to lend their currencies in a total amount equivalent to
$405 million to help the Fund meet a request
for a $1 billion drawing by the United
Kingdom.
The U.K. drawing was made up of 11 currencies, of which the equivalent of $345 million came from the Fund's holdings, $405 million from borrowing, and $250 million from
sales of the Fund's gold holdings. The eight
members which lent their currencies to the
Fund, with the amounts shown in parentheses,
were as follows: Belgium ($30 million), Canada ($15 million), France ($100 million), the
Federal Republic of Germany ($180 million),
Italy ($5 million), Japan ($20 million), the
Netherlands ($40 million), and Sweden ($15
million).
Gold Sales
The gold sales made by the Fund in connection with the U.K. drawing were for the
purchase of 10 currencies, made up of deutsche
mark (in an amount equivalent to $93 million), French francs ($63 million), Netherlands guilders ($26 million), Belgian francs
($17 million), Japanese yen ($14 million),
Spanish pesetas ($10 million), Canadian dollars ($9 million), Austrian schillings ($8 million), Swedish kroner ($7 million), and Italian
lire ($3 million).

At the end of December 1964, the Fund's
gold account stood at $2,979 million, of which
the equivalent of $800 million was invested in
U.S. Government securities.
IMF Institute
A major step toward diversifying and expanding the Fund's training activities was
taken in May last year with the establishment
of the IMF Institute at the Fund's headquarters
in Washington, D.C. The new Institute replaces a variety of training programs which
have been organized by the Fund since 1950.
One of the first tasks undertaken by the Institute was the holding between July and December last year of two new seminars, conducted
in French, for senior officials from 17 of the
newer French-speaking members. In March
1965 the Institute will begin the first of its
regular 20-week courses that are to be conducted in English. The main purpose of the
Institute's program is to provide assistance to
member countries by giving training in financial analysis, and in national and international
monetary and financial policy, to a selected
group of persons in government or central
bank employment. Up to the time of the
establishment of the IMF Institute, the Fund's
training programs had been attended by 339
participants from 73 countries. Many of the
participants are continuing to serve their governments, and a number of them now occupy
positions of high responsibility in financial
institutions in their countries.
Visits of the Fund's Managing Director
Mr. Pierre-Paul Schweitzer, the Fund's Managing Director, made an extensive tour through
several Far Eastern countries last September
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and October. His travels began with his attendance at the Fund's Annual Meeting in
Tokyo early in September and continued after
that meeting through the Philippines, Thailand,
Malaysia, India, Pakistan, and Iran. Since his
return to Washington, Mr. Schweitzer has also
visited the continent of Europe and the United
Kingdom.
The Executive Board
At its Annual Meeting in Tokyo last September, the Board of Governors approved an
increase in the number of Executive Directors
from 19 to 20. In the subsequent election, 4
new Directors were elected and 11 others reelected, for a term of two years. The five
members having the largest quotas—currently,
the United States, the United Kingdom, France,
the Federal Republic of Germany, and India
—are each entitled to appoint an Executive
Director. The Executive Board of the Fund
now consists of 3 Directors from Africa, 5
from the Far East and Pacific Area, 3 from
Latin America, and 6 from continental Europe,
in addition to Directors from Canada, the
United Kingdom, and the United States.

Recent Fund Activity
The four Executive Directors who were
elected in 1964 and took their seats on the
Board as from November 1 were Mr. Kurt
Eklof (Sweden), Mr. Luis Escobar (Chile),
Mr. Semyano Kiingi (Uganda) and Mr. Alfonso Espinosa (Venezuela). Subsequently,
the United Kingdom Government notified the
Fund that Mr. J. M. Stevens would succeed
Sir Eric Roll as Executive Director for the
United Kingdom, effective January 15.
Staff

Changes

There were an unusual number of executive
staff changes during 1964. These included the
appointment of Mr. F. A. G. Keesing (Netherlands) as Director of the IMF Institute, Mr.
Hamzah Merghani (Sudan) as Director of the
African Department, Mr. Jan Mladek (U.S.)
as Director of the new Central Banking Service, Mr. Jakob Saper (U.S.) as Acting Director
of the new Fiscal Affairs Department, Mr.
Ernest Sturc (U.S.) as Director of the Exchange Restrictions Department and Mr. L. A.
Whittome (U.K.) as Director of the European
Department.

Erratum
In the December 1964 issue, page 188, it was stated that the National
Bank of Ethiopia was created in 1945: this date should read 1963.
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DRAWINGS BY MEMBERS DURING THE FOURTH QUARTER
OF 1964 '
Member

Month

Cyprus
Dominican Republic
Haiti

December
November
October
November
November
October
October
October
December
October
November
December
October
October
December
December

Honduras
Iran
Israel
Liberia
Nicaragua
Somalia
Tunisia
United Kingdom
United States

Total drawings in the fourth quarter of 1964
Total net drawings at the end of the fourth quarter of 1964
1

Amount
($ million)

2.0
5.0
1.0
0.5
2.5
17.5
12.5
1.1
1.1
1.0
1.0
0.7
1.4
5.2
1,000.0
125.0

1,177.5
2,621.3

Drawings made under stand-by arrangements are indicated by an asterisk.
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*
*
*
*
*
*
*
*
*
*
*
*
*

MEMBERS' NET FUND DRAWINGS
END OF EACH YEAR BETWEEN 1952 AND 1964
In millions of U.S. dollars
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STAND-BY ARRANGEMENTS APPROVED IN THE FOURTH
QUARTER OF 1964
Member

Month

Haiti
Paraguay
Tunisia

October
November
October

Amount

($ million)

4.0
5.0
14.2

23.2

Total

STAND-BY ARRANGEMENTS
As at December 31, 1964
In millions of U.S. dollars
DEVELOPING COUNTRIES

INDUSTRIAL COUNTRIES
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USE OF FUND'S RESOURCES
( \t December 31, 1964)
FUND HOLDINGS OK CURRENCY
As % of Quota

NET DRAWINGS
In millions of US dollars
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ECONOMIC GROWTH AND EXTERNAL DEBT
by Dragoslav Avramovic and others
of the Economic Department of the World Bank
This factual and analytical study is concerned with the problems of external
indebtedness of the developing countries and with their debt servicing burden.
Three major areas are discussed: the liquidity aspect of debt servicing capacity,
its long-term aspect, and the problem of measurement of the debt servicing burden.
The study also contains a review of the recent increase in international indebtedness and in debt service payments. 1965, 200 pp., $6.00.
Debt studies published previously were:
Debt Servicing Capacity & Postwar Growth in International Indebtedness,
1946-1955, by Dragoslav Avramovic, 1958, 228 pp., $5.00.
Debt Servicing Problems of Low-Income Countries, 1956-1958, by Dragoslav
Avramovic and Ravi Gulhati, 1960, 74 pp., $2.50.
Bookstores should order from The Johns Hopkins Press, Baltimore, Maryland
21218, U.S.A., or Hopkins' agents.

THE INTERNATIONAL MONETARY FUND:
ITS FORM AND FUNCTIONS
by J. Marcus Fleming
This 57-page pamphlet reproduces two lectures given by Mr. J. Marcus
Fleming, Deputy Director of the Fund's Research Department, to the fifth
SEANZA Banking Course at Karachi, Pakistan, early in 1964. The first lecture
deals with the Fund's "Code of International Behavior," explaining what this is
and how it is administered by the Fund. The second, discussing "The Fund as
a Financial Institution," elaborates on the Fund's policies and procedures in
connection with drawings and stand-by arrangements.
The pamphlet is obtainable free of charge.
Apply to
The Secretary
INTERNATIONAL MONETARY
19th and H Streets, N.W.

FUND
Washington, D.C.
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