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This is tl-"<=> .d .... third meeting of the Board of GOV3I1nors that 

been my privilege to attend� and my first as President of the 

I am deeply aware of the important responsibilities of this new 

post, and of the high standards of o.chievement set by my predecessor, 

Mr. Mccloy. But the sound policies and cooperative relations estab� 

lished under his leadership provide a firm foundation on which we can 

build the Bank's fut1,lre. I ,:relcom@ the opportunity to work 1.,iit�. you 

in this task. 

The past year has b�en� I think, a period of substantial 

progress and accomplishment for the Banl-<;:. Our activj_tiGs are summar"" 

ized at some length in the Fourth Annual Report, and I shall not re

peat what is said there� Dµt I do want to tm.1.ch briefly on a few 

high spots of our recent operations� and to suggest some possible 

implications for the Ianl-c of broc;l.der currents in the world economy. 

Host of our loan� during the past tv;elve months have been 

for pro,jects designed to incre2.se the output of use:fu],. goods a.nc;l 

services in"less developed countries. These developlI}�,i. ... t loans make 

up a considera 1;le total and, as is indica t2d in the ar1)l'l,�9rl report, 

negotiations for th� financing of a number of other development pro

jects are well advanced. But I must say frankly that the volume of 

development loans granted to date has not come up to our earlier 

expBctation.s, 
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This gap ')etween hopes and performance is partly the result of 

over-optimism about the length of time it would talce to g2:t the Bank 

fully organized -- to bring together a competent staff, to define our 

policies and procedures and make them clear to our member countries, 

and to gather the economic and technical data necessary for sound 

decisions. The acceleration of our activity during the past year 

shows, I think, that this preliminary phase is largely behind us� 

More important at present are the difficulties which are more 

or less universal in underdeveloped countries -- the lack of economic 

data, of experienced personnel, of weil-organized projects, of local 

capital, and e.11 the other deficienci.:�s that a.re both the cause and 

the consequence of underdevelopment. It is no accident that the 

development loans we have made thus far have been mainly to countries 

where considerable economic and teclmical advance has alreE,dy taken 

place� and to enterprises with a substantial record of experience 

behind them. The greater the progress a country has already made in 

development the easier it is for it to progress further; and by the 

same token it is almost always easier to expand a going concern than 

to start a new one from scratch. 

Yet the essence of successful economic development, and therefore 

the essential task of the Bank, is precisely to bring new enterprises 

into being and new techniques into effective use in econordcally 

retarded areas -- and the more retarded the country the more urgent 

and c:1allen�;inG is our task. 

I believe we have made good progress in overcoming some of the 

special diffic1..1_l ties of economic development w1.1ich are analyzed in 

the annual report. Through missions to most of our less developed 
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memb2r countries, we have gre0.tly enlarged our knowledge of their 

economic problems and needs, their capacity to a:-sorb and se:tvice 

external loans, and the merits of particvlar development projects. 

A better understanding now p!''3vails, I think, of the Bank's �Jolicies 

and methods; and more and more governments are eliminating legal or 

procedural obstacles to loans from the Bank by taking a�propriate 

action to ena.'r,le them to incur or guarantee such lor'.ns o 

Perhaps most important, through our surveys and discussions with 

member �overru1ents, we are better ahle to assist the less developed 

countries in diagnosing and solving their own problems. Giving advice 

is ;1ot, of co1.,1rse
,. 

our primary function. But we have an immediate and 

vital concern in trying to promote conditions favorable to the success 

of our locu1.s and to the incre2.se of productive investnent from other 

sources. I �lelieve that one of the most constructive contributions we 

can make to the progress of development, especially in the least 

advanced countries, is to help r;iake availa' 1le to them the experience 

of other nations. Moreover, the resultinr; close and continuous 

relationship ,-Ji th our members helps to speed up the preparation of 

development plans and the execution of projects for ·which :Sank 

financing is appropriate. 

The initial mltivation of the seeds of development has, ther�fore, 

been a somewhat longer task than at first we had hoped. I am con

fident, however, that we may look forward to an abundant harvest. The 

first fruits -- the loans granted during the past year -- are to me 

the souree of considerable sc1 tisfaction. 

It is also a source of satisfaction that the Bank has been able 

during the past year to make its first loan to one of its members in 
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Zastern Europe. The difficulties and uncertainti0s cited in the Third 

Annual Report still exist, and have hampered further loans by the Bank 

in this region. But these difficulties have been lessened somewhat 

by economic developments -- notably the increasing availability of 

manufactured goods in Wastern Europe urgently needed by Eastern 

Europe and the similar availability of essential materials in Eastern 

Europe which are required by the Western countries. If these trends 

continue. and .political tensions are pelaxed, the possibilities for 

constructive assistance by the Bank to its Eastern European members 

should expand considerably. 

I am also happy to report that du.ring the past month we have 

been able to conclude our first loan to one of our Asian member states, 

and I feel confident that th:i,s financing ·will be followed by other 

'---- transactions by the Bank in that great reg:i,on of the world. In the 

Middle East we have not yet consummated any loan, but, as the annual 

report shows, we have been examining a number of projects in various 

Middle Eastern countries, some of which I hope will qualify for Bank 

financing in the relatively near f1.:.ture. 

On the other side of the balance sheet for the year, I am sorry 

to say that.we have not succeeded to the extent we had hoped in 

broadening the international charact:�r of the financial re.sources at 

the disposal of tl1e Banl:. I refer in �:iarticular to our efforts to 

obtain additional consents to the use in o�r lending operations of 

the 18% local currency part of the Bank's c�pita.l. Apart from the 

United States, which has made the full amount of its 18% currency 

available, some releases have been made by Delgium, Canada, Denmark 

and the United Kingdom. They amount in the aggregate, however, to 
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only slightly more than the equivalent of 12 million dollars. 

In my judgment, it is extremely important that the Bank :-cecej_ve 

great)r help from its members in thi.s connection. The strength of 

the Bank is that it is an international coop8rative institution. Its 

o'Wnership, its purposes and its responsibilities are shared by all 

its member natj_ons. We who are familiar with the Bank and its basic 

concepts appreciate, of course, that the international character of 

the Bank•s resources is best demonstrated by the fact that no matter 

in which capital market the Bank may borrow, each member country 

pledges its credit that the JJanl': will meet i.ts obligations. This real 

but subtle point unfortunately tends to be overlooked by the world at 

large and there is an in.creasing disposition to cite the Bank's 

reliance on dollars for lending pu�poses as evidence that it has only 

limited :i.nt2rna tional participation. 

My experience has been that the most effective answer to these 

criticisms is to show that the Bank is making use of other resou.1"ces 

besides dollars and in particular of the 18% currencies of members • : ·. 

other than the United States. Accepting the reality that the United 

States must remain the chief potential source of lending capital for 

the Bank for some time to come, I still believe that it is possible 

for a. number of other member governments to make a substantial amount 

of their 18% capital subsGription available for landing. 

I do not make this plea for larger releases from the 18% sub� 

scriptions merely to underline the word_ international in our title. 

We have a definite v.se for these curre ;cies. Go long as inconverti

bili t)r continues many countries will be able to repay indebtedness in 

other currenc,ies although they may not be able to service dollar loans. 
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It is true that most of the countries from whic:1 we would like 

consent to use their 185; subscriptions ha Ie pressing investment needs 

at home and are actually net importers of c apital. Dut many of t:1em 

still invest substantial sums a1)road. I do not think I am asking too 

much if I call on these countries to make a part of their foreign 

investment through the medium of the �Jank. � 

There is anoth2:r nethod by '"'�1ich many of Q'Ur member countries 

can add to the international character of the Bank's resourc es and 

that is to increase the eligibility for investrnGnt of the Bank's 

bonds. Through legisl2.tive or administ:c8.tive action in a num1)-;r of 

countries, q. substantie.l contribution can be made by our members to 

the creation of a broader market for those bonds. I attach impor

tance to t::.1.is matter and I propose to discuss it with you in more 

detail at a later stage of the meeting. 

I should like to turn now to a matter much wider .:in s cope than 

the T]ank' s own operations but which nsvertheless profoundly affects 

the Ban),;: and is of vital conGern to a],l the countries represented at 

this ta'0le. I am speaking of the problem of European recovery. 

As was foreshadowed in the 3ank's annual report a year ago, 

problems of development have increasingly occupied our attention. 

Since the last Governors I meeting 1.1e have made only two small loans 

to Western European cxn;mtries. Neoessarlly the principal role in 

assisting 3uropean reconstruction is being l)layed by ':CA. 

Nonetheless European recovery is of vital impQ·tance to the 

operations of the Bank because of the pivotal part played by the 

great trading nations of Zurope in the functioning of the world 

economy. European purchases and seL�s a1)road have long been ? 



decisive factor in balancing international trade. ULl2ss the 

iuropean economies can be reestablished on a stable basis the economic 

position of almost every country, even of those in the dollar area, 

will be insecure. In passing upon loan applications, whether from 

countries in Latin America, Asia, the Middle East, or elsewhere, we 

always come face to face with the necessity for appraising whether 

the customary trade of these countries with Europe can be reestab-

lished on a satisfactory basis. It is, therefore� .j., .  no exaggera 1,,l.On 

to state that the soundness of all our loans is $.ffected by the out-

come of the European recovery efforts. 

The first objectives of the European Recovery Progran -- to 

expand production and restore financj_al stability in the participating 

countries -- have been achieved to an impressive extent. '.3ut we 

must face the fact that, though prewar levels of output have been 

reached and surpassed and though the menace of inflation has been 

cur11ed
5 

progress along these lj_nes alone :Ls no longer enough. It has 

become plain, I think, that the time has now arrived for making 

fundamental read,justments in present patterns of trade and pr>cductj_on. 

And if these necessary readjustm1;mts are to be made successfully� 

they m1,1st include complementary action by both the European countries 

and the United States. 

So far as roncerns the Europe�n countries, the mo$t urgent 

requirement is obviously to sell more of their product�yn abroad, 

and particularly in dollar markets. In order to accomplish this, 

many things are necessary -- but to my m:ind the most important are 

to reduce export costs and to make exports to the dollar area at 

least as attractive to individual produGers as sales either in the 
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domestic market or in other foreign areas. 

In my judgrn.ent there are several lines of action ·which mu�Jt be 

follo,,red to achieve these objectives. The first, which I need not 

elaborate before this audience, and w;1ich is ay.,propria tely dealt with 

at some length in the annual report of the International l"loneta:;.'y 

Fund, is the establishr.aent of a system of !;:lXchange rates -,.,rhj_ch will 

assist the dollar-deficit countries to compete effectively in world 

markets
? 

will furnish an incentive to exporters to increase the:Lr 

sales in the dollar area and will encourage importe"<'S to buy, to the 

extent possible, in countries ·whose currencies they can best afford. 

I do not underestimate either the complexities or the far.-reaching 

consequences of such action, lJut I fail to see how it can be avoided. 

The second line of approach must be to reduce the domestic costs 

of production, both by increasing the efficiency of management and 

la ',)or and bY limi tin::; the burden of j_ndirect cos ts, princir)ally 

government expenditures, which must tie 1::iorne by producers. In wost 

countri2s th3 level of productivity h2,s already risen substantially 

since the war, but they still lac; far behind the United States and 

Canada. 

It has been pretty well demonstrated, I think, that productive 

efficiency cannot be brought about merely through governmental edict 

or exhortation. · To make the most effective use of existing productive 

facilities, real inc en ti ves are I'equired, and perhaps most importa:i;it, 

the pressure of competition. To my mind, one of the most essential 

steps toward solution of the dollar pro�)lem is for the dollar-deficit 

countries to start clearing away the wilderness of bilateral arrange

ments, special currency controls, �1otas and similar restrictions
1

both internal �md external, ·which have grown up over the past 20 years 
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to protect inefficient production and trade practices. I don't 

suggest that this can or should be done overnight. The important 

thing is to begin now to move -- and to move rapidly -- toward a 

freer, more competitive exchange of goods. 

The problem of reducing the burden of governmental costs on 

production is a difficult one, particularly susceptible to controversy 

and misunderstanding. Since World War II many governments have 

committed themselves to extensive programs of social welfare. No 

one can dispute their right to follow this course, if they have the 

means to undertal::e i.t. Unfortunately, however, it has become 

apparent tha.t many count;ries Cp.n..n.ot now afford ambitious programs 

of social services wi. tl1ou,t either reducing their living standards 

in other respects or cutting back tiNir productive investments 

designed to make pQssible a better standard of living in the future. 

In addition to the necessary reduction in costs, it is impor

tant that the :;:�uropean countries undertake vigorous, concentrated 

measures to broaden their market in the United States and Canada. 

What is required, I believe, :i.s not only the offer of a grea.ter 

variety of goods adapted to American tastes and priced attractively, 

but also a wider and more forceful atta.ck on the attention of the 

American consuming public. 

If the European countries take energetic action along these 

lines in the months ahead, they should with eontinued ECA aid be 

able to make additional signifi<;:e.nt progress towards true recovery. 

I regard the continuance of :�CA aid essential, but I believe it 

important that the aid should be so allocated as to give the partici

pating countrfes t�1e greatest possible inqentive to pursue this new 
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course of action. However useful the present method of ERP 

programming has bean to date, I think the time has come when it, too, 

calls for review. I therefore welcome the announcement by HT. Hoffmal). 

that allocation of ECA aid during the second half of the current 

fiscal year will be directly related to the perforL1ance of the 

participating countries, acting both individually and collectively 

thro1 gh the OEEC, in effectively using the aid and :realizing the 

objectives of the Recovery Prograr. 

Up to the present time assista:nce from ECA has been allocated 

primarily on the basis of tlle anttct:pated dollar d(�fici t of the 

respective countries -- the largest shares going to those having th.e 

biggest deficits. It is true that, in estimating the deficits, it 

has becm assumed t.ha t the countr:i,.es concerned, would take effective 

action t.o reduce the dollar gap. Nevertheless, the incentive has 

tended to be a negative one since the greater the gap
5 

the greator 

the claim for aid, while the smaller the deficit, the less assistance 

was likely to be anticipated. Furthermore, so long as ECA dollars 

cannot be saved, but only used for current tmports, the ERP countries 

ha.ve difficulty in building up adequate foreign exchange reserves, 

without which they cannot rela::: their trade and currency controls 

or face with confidence the difficult years after 1952. 

I know that "2::CA J,s fl�lly conscious cf this problem and is doing 

all within its power to encourage the participating countries to 

carry out the necessary read,just:ments. I am nevertheless troubled 

about the sjtuation because I beJ.ieve thq.t the b�sic difficulties 

may not be as readily susceptible of solution if dealt with only 

within the terms of the powers now available to ECA. 
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Specifically, I suggest that careful thought be given to the 

following approach: First, that the share of 2CA aid to each 

participating country be defined as clearly as possible far the 
. 

. 
. 

·remainder of the Recovery Program, and e2.ch country be given assurance

that its �hare will not be reduced if it earns or saves more dollars

than had been expected, nor increased if its dollar d eficit grows

larger; and second
1 

that all restrictions be removed from the use to

which ECA dollars may be put so that such dollars will cease to be

"soft dollars" and each country will have the opportunity to make the

most ecoriomic use of the aid provided.

If this approach should prove fea�F)le, it may have most 

salutary effects. Each country would know how much dollar aid it 

could count on and, knowing tha:t no further aj_d could be anticipated, 

would be encouraged to husband it carefully. Responsibility would be 

squarely placed 1.
1 pon the participating nations to take the measures 

necessary for their own 1·ecovery. 

I should like to emphas:1.ze one further point. Action by the 

dollar�deficit countries, however soundly conceived and vigorously 

executed, will not suffice to solve the dollar problem unless the 

United States takes complementary measures. For desi)ite a rather 

remarkable shift in the attitude of the United States in recent years, 

�ome of its policies are still basically inconsistent with its 

posttion as the great creditor nation of the world. h�difications 

of these policies, like those that are necessary in l::;urope, may 
. ' 

. 
-

injure particular groups or interests within this country, but in my 

judgment such modifications are essential both to restore the health 

of the worl.¢1. economy·�nd to m?intai:p America's own prosperity. 
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United States tariffs provide the most important case in point. 

Their ov:rall level has been greatly reduced since the early thirties, 

i')1J.t at certain crucial points they remain a barrier to the import of 

foreign goods. Moreover, producers in other countries fear, with 

some justification, that if they should succeed in establishing a 

market for their goods in the United States, their efforts would be 

negated by new or hi:)1er protective tariffs. Even where the level 

of duties does not excl�de fereign goods, they are frequently kept 

out by unduly complex customs procedures and regulations. 

:Cn addition to tariff barriers there are also a number of other 

types of restrictions designed to protect American companies against 

foreign competition, which are hardly consistent with the expressed 

policy and long-range interests of the United States. In my judg-

,\___, ment, it does not ma};:e good sense for America to encourage the 

production of goods for the domestic market whioh could more 

economically be imported, and certainly all attempts to use the aid 

programs as a vehicle for dumping surplus goods abroad should be 

strongly resisted. 

I would like to close on a note of guarded optimism. When 

rationing :stopped after the war, there was a shortage of many classes 

of goods. In sone cases the shortage wes so acute as to drive people 

to extraordinary leni:i;ths to obtain the goods they wanted. It is 

astonishing how quickly some of these 11acute 11 shortages disappeared 

when there ·was a moderately increased flow to the mark it. To suggest 

that the dollar shortage can be compared with th�t of butter would be 

wishful thinking, but I do believe the world is somewhat in the grip 

of a 11shortage 11 psychosis. If only -... and it is no small "if" ..... if 
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only we can start on the W$.Y towards equilibrium, we may find the 

effects of roturning confidence hiehly cumulative and our difficulties 

dispelled more quickly than we dared hope. 




