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Rapid industrialization is transforming the economic base of
Singapore—a city-state with little hinterland and no indigenous
resources—while at the same time enhancing rather than degrading
the quality of life for its citizens. Read "Singapore: Progress for
People Through Industrial Revolution."

©International Monetary Fund. Not for Redistribution

Finance and Development

EDITOR
J. D, Scott
DEPUTY EDITOR
Donald Townson

Volume 7

Number 3

September 1970

CONSULTING EDITORS
L. Ruben Azocar
Jean van der Mensbrugghe

CONTENTS

ADVISORS TO THE EDITOR
Roger V. Anderson
Barend A. de Vries
John A. Edelman
H. Geoffrey Hilton
Michael L. Hoffman
F. A. G. Keesing
Henri H..P. King

Development Finance and the Environment
Michael L. Hoffman

2

What Does It Really Mean? Fund Quotas
J. Keith Horsefield

7

Lars Lind
Samuel Lipkowitz

The Fifth General Review of Quotas
David Williams

13

A. S. Ray
Charles F. Schwartz

Livestock: The Recognition of a Stepchild
Donald J. Pryor

19

The Impact of Development: Progress for People
Through Industrial Revolution—Singapore
Peter W. Bocock

26

Crop Insurance, Creditworthiness, and Development
Bernard Oury

36

Stabilization Problems and Policies in Tunisia
Evangelos A. Calamitsis

43

Banking and Money Market Arrangements in the
United States
Frederick C. Dirks

49

Book Notices

59

Views and Comments

62

Recent Activity—International Monetary Fund

64

DESIGN
Hordur Karlsson
Fund Graphics Section

Finance and Development is published quarterly in English, French,
and Spanish by the International
Monetary Fund and the International
Bank for Reconstruction and Development, Washington, D.C., 20431, U.S.A.
A selection of its contents is published annually in Rio de Janeiro,
Brazil, in cooperation with the United
Nations Information Center.
Opinions expressed in articles and
other material are those of the writer
or writers; they are not statements of
Fund or Bank policy.
The contents of Finance and Development may be quoted or reproduced without further permission. Due
acknowledgment is requested.

Recent Activity—International Bank for Reconstruction and
Development, International Development Association, and
International Finance Corporation
66

©International Monetary Fund. Not for Redistribution

Development Finance
and the Environment
Must economic progress impose on underdeveloped economies the same
ecological penalties now being suffered by the highly industrialized countries?
The author argues that development finance institutions should give immediate attention to the dangers.
Michael L.

Hoffman

2
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F

INANCIAL INSTITUTIONS are not noted for
their concern about "the balance of nature." It is
unlikely that members of the boards of directors of
most financial institutions would even be able to attach
any very precise meaning to the phrase. But a new term
for essentially the same concept has appeared on the
scene, almost surreptitiously, and has suddenly blossomed into prominence—the human environment. And
one message not difficult to read in the tea leaves, when
looking into the 1970's, is that financial institutions,
public and private, will ignore at their peril the consequences of their operations on the human environment.

trash from the surrounding areas. Suddenly it has been
discovered that the Great Lakes are not inexhaustible.
Indeed, some of them are very nearly "biologically
dead" because of the effects of pollution. Here a grave
crisis of the environment has been recognized and is
now beginning to be dealt with.

''External Diseconomies"
The environmental impact of the industrial process
includes everything from the effects of withdrawing the
inputs for industry from nature, through the effects of
transforming the inputs into salable products, the
effects of using the products, and the effects of disposing of what remains after the product no longer has an
The World Bank Group Alerted
economic use. The heart of the problem is that almost
The World Bank Group, as part of the United Na- none of these impacts of industrial processes can readtions family of organizations, has been alerted by the ily be costed. An individual enterprise, whether it be a
Secretary-General to the growing world concern with private chemical company or a municipal corporation,
environmental problems. In response to a Resolution cannot justify to its shareholders (or taxpayers) an
unanimously approved by the General Assembly on allocation of revenue for the purpose of offsetting the
December 3, 1968, he has announced his intention to consequences of its operation on the general environconvene a "Conference on the Human Environment" ment, unless it is compelled to do so as part of some
in June 1972. It is entirely appropriate that this con- general program. Alfred Marshall, probably mainly to
ference will be held in Stockholm, in which city, in give symmetry to his theory of the costs of production,
1969, a gathering of scientists, including most living introduced the concept of "external diseconomies" of
recipients of the Nobel Prize for scientific achievement, production in his Principles of Economics (first edition
examined the consequences to humanity of the applica- 1890). In technical terms, he suggested that a cost
tions of modern scientific knowledge, and found reason curve for an industry relating output to unit costs might
for great apprehension and, in some areas, alarm. The differ from the curve that could be derived by adding
World Bank is not listed in the General Assembly up the cost curves of individual enterprises in the inResolution among those international agencies already dustry because the expansion of the industry could
doing "important work on some problems of the human create conditions that imposed costs on each enterprise,
environment." By the time the Stockholm conference whether that enterprise expanded its output or not. For
assembles, I believe that the Bank will deserve at least half a century this concept of external diseconomies
passing mention in this context. Indeed, the President remained buried in the literature of economic theory.
of the World Bank has already instructed his staff to Nobody could think of many real cases to which it apevaluate the ecological consequences of Bank-financed plied. When I studied Marshall in the late 1930's under
projects, and has initiated organizational changes to the great theorist Jacob Viner, the only example he
ensure that this will be done.
could think of—and it was still largely hypothetical—
The environmental problem can be rather simply was that of a highway used by many private truck opstated in broad terms. But this does not mean that it erations. As the highway got more congested the costs
is easy to decide how a development finance institution for each operator would rise irrespective of the scale of
operating on the world scale should attempt to meet his own operations. This is still perhaps the most obvithe problem, or to determine just what its responsibili- ous, and certainly no longer a purely hypothetical, exties ought to be in such matters. We are now fully ample. But we now see that external diseconomies must
aware that the growth of an industrial society damages be taken into account in connection with major investman's natural environment in many ways, and that ments in nearly every sector of the economy. And the
today's advanced industrial nations have not ensured essential difficulty remains—taken into account by
against these damages in any effective manner. The whom? Marshall's concept related diseconomies only to
newspapers are full of examples; threats to the human the output and costs of an "industry." We now realize
environment are now deemed newsworthy although that costs external to an enterprise in industry A (e.g.,
they were not only a short time ago. Perhaps the classic steel) may become costs internal to enterprises or "inexample, so far, is the pollution of the Great Lakes of dustries" quite unrelated to A (e.g., tourism). The
North America, vast bodies of fresh water that earlier costs imposed on the economy by carrying out this or
generations have taken for granted as being inexhaust- that industrial or agricultural project are not fully reible depositories for sewerage, industrial waste, and flected in, nor easily attributable to, the costs of the
3
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enterprises, whether public or private, that are responsible for the project. This is not a matter of goodwill
or bad will on the part of the responsible managers of
the enterprise concerned. One may be able to devise an
equitable system of sharing the costs of reversing the
process of pollution of the Great Lakes of North
America among private industry, public industry, and
the governmental units concerned. But one cannot say
that the enterprises and local governments have acted
irrationally or without a sense of their social responsibilities, when, as has been the case up to now, the
external diseconomies of industrial and urban expansion around the Great Lakes have never been costed.
It was perfectly clear to Alfred Marshall, and it
should be equally clear to us today, that cost benefit
analysis that confines itself to the returns to the enterprise (or to one out of several governmental units in
an ecological region) cannot provide an adequate
measure of the economic desirability of an investment.
It seems equally clear that most external diseconomies
can be costed and accounted for only by government.

And governments have been very slow to recognize
their responsibilities in this respect.
Sometimes, indeed, government policies can frustrate
natural corrective forces working through the market.
While the price system is not very good at registering
the true cost of external diseconomies, it does occasionally, if not prevented by government controls, encourage the recycling into the economic system of what
would otherwise be polluting trash. Recently, for
instance, the price of steel scrap in the United States
has risen to the point at which it becomes profitable
to recover and process some of the discarded automobiles that clutter the North American landscape. The
principal influence on the demand side is coming from
the booming steel industry of Japan. But efforts have
been made by American steel producers, who would
like to keep the price of scrap low, to have export
controls applied to throttle the market and break the
price. In this example, free market and ecological
principles would be reinforcing rather than conflicting,
and government intervention to prevent a price increase
would be repugnant to both.

Ecological Effects

of Development

Projects

The problem facing development finance institutions,
including the World Bank, is whether and how we can
help today's underdeveloped countries to avoid some
of the undesirable consequences on the human environment of industrial and general economic development
that are now identified in the advanced industrial societies. That these costs are tremendous can no longer
be doubted. In example after example it can be shown
that the cost of prevention (e.g., of river pollution)
would have been a small fraction of curing the disease
once it has taken hold. But the trouble is that these
costs are not normally the responsibility of anybody in
particular and they are not easy to calculate in advance.
The ecologists can tell us a great deal about unfortunate consequences on the environment of this or that
industrial, agricultural, or power project after it has
been carried out. Unfortunately, they do not seem
to be able, so far, to help us very much in predicting
such consequences, or in suggesting alternative means
of carrying out projects. The Bank, and other development finance agencies, are right, it seems to me, to
ask the ecologists to move from generalizations about
possible disasters to more specific advice about what
the ecological effects of major development projects are
likely to be, and as to how adverse consequences can
be guarded against. The World Bank seeks help from
ecologists, not just general warnings about possible
impending disasters.
One thing that the ecologists have made all respon"Suddenly it has been discovered that the Great Lakes are not inexhaustible—some of them are very nearly biologically dead." Scientists from sible organizations, including the World Bank, connew Canada Centre for Inland Waters take samples from Lake Erie, the
scious of is the fact that some changes in the environmost polluted of the lakes.
4
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"How far should a finance agency go ... in promoting projects that use natural gas or petroleum as a source of
energy; knowing that the combustion of these fossil fuel adds steadily to the carbon dioxide in the atmosphere?"

ment which man is now capable of bringing about are
irreversible. It may be that rivers or lakes that have
been polluted to the point of becoming sewers can
be cleaned up, at a cost. But man has no way of
restoring a species of bird, fish, or other form of life
that he has once destroyed. Other effects of changes
in the balance of nature, while perhaps not absolutely
irreversible, seem to be extremely difficult to cope with,
such as the steady increase in the percentage of carbon
dioxide in the earth's atmosphere. How far should a
development finance agency go, for instance, in promoting projects that use natural gas or petroleum as
a source of energy, knowing that the combustion of
these fossil fuels adds steadily to the carbon dioxide in

the atmosphere? Could this be offset, at a cost, by
increasing the forest area of countries, such as South
Korea, that have been practically denuded of trees,
nature's means of reducing CO2; and, if so, how would
one justify to a board of directors an investment in
growing forests in one country to offset atmospheric
pollution by CO. originating largely in other parts of
the world? We might be able to establish a benefit, in
the cost-benefit calculus, but it would be a benefit
which would not accrue mainly to the borrower responsible for carrying out the reforestation projects.
We may as well admit that we have no answers to such
questions today. But at least they are beginning to be
asked.
5
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A Formulation of the Problem
A formulation of the environmental problem that
seems to me to provide valuable insights into the way
we might tackle questions of the kind that concern
ecologists, and that are hardly more than hinted at in
this brief article, has been provided by Max Nicholson,
the British zoologist, in his recent book The Environmental Revolution (London, Hodder and Stoughton,
1970). The quotations are taken from extracts from
Mr. Nicholson's book published in The Times (London, January 3, 1970). He contrasts the "biosphere"
to the "technosphere," the term for the whole of the
"flows of energy through manmade structures, devices,
and economic or social channels." The striking difference between the two spheres, he writes, is "that while
the biosphere is a complete, self-contained, permanently
balanced system organized to provide all its own needs
and to break down, disseminate and re-use its waste
materials through subtle processes of dissolution and
decay, the technosphere is dependent on the biosphere
not only for much of its input, but also for important
outlets at the far end of the production chain. Many
of its demands are made on the biosphere in crude and
reckless disregard of the requirements of sustained
yield, while many of its unutilized or discarded elements are irresponsibly tossed out into a biosphere
entirely unequipped to deal with them, at any rate in
such quantity and at such a pace."

As geologists and cosmologists would be quick to
point out, the biosphere is not exactly "permanently
balanced" in any ordinary sense of that term. It can
be thrown severely off balance for very long periods
of time, in human terms, by movements in the earth's
crust or by whatever it is that causes occasional Ice
Ages. Also, nuclear physicists might point out that as
far as energy is concerned we are on the verge of an
epoch in which vast quantities of energy will be available to man with ecologically insignificant inputs from
the biosphere. Nevertheless, Nicholson's formulation is
an interesting one, and can point the way, it seems to
me, to a much better understanding of what we are up
against in dealing with problems of the environment.
For instance, it is entirely possible to make the technosphere less dependent on inputs from the biosphere and
less productive of pollutants—again, let us remind ourselves, at a cost. The recycling of waste materials is
perhaps the most promising means of proceeding immediately in this direction. As this is written, I have
before me a Renter's dispatch from Tokyo describing
a machine that makes building blocks by compacting
garbage. Good technical brains are at work on methods
for reprocessing the minerals now accumulating in
urban dumps. The time will come when these and other
techniques of conserving and protecting the biosphere
will become practical possibilities, and the World Bank
will not be indifferent to these developments in planning
its investments.

Michael L. Hoffman is Associate Director of the Development
Services Department of the World Bank. After four years in academic
posts, from 1938 to 1942, he spent four years in the service of the
U.S. Treasury. From 1945 to 1956 he was European Economic
Correspondent of the New York Times, and in 1957 joined the Bank
as Director of the Economic Development Institute. Apart from two
years with the Lambert International Corporation, he has since been
on the staff of the Bank.
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WHAT DOES IT REALLY MEAN?

Fund Quotas
"Each member shall be assigned a quota. The subscription of each member shall be equal to its quota." These provisions, in the Articles of Agreement of the Fund, are the basis for the participation of the Fund's members
in many of its activities, from the election of Executive Directors to the use
of its resources. This article explains how quotas are fixed and what is their
significance for member countries.
J. Keith Horsefield

T

HE FOUNDING Fathers of the Fund, when they
met at Bretton Woods in July 1944, had already
formed a rough idea of the way in which participation
in the proposed Fund was to be distributed among its
members. The United States, which had convened the
meeting, had made available a year or so earlier a list
of possible shares ("quotas") to be allotted to a selection of the countries that might be expected to join the
Fund if it came into being.1 This list was based on the
following formula, applied to each country:
1
A full account of the determination of quotas at Bretton
Woods is given in "Quotas in the International Monetary Fund"
by Oscar L. Altman, International Monetary Fund, Staff Papers,
Vol. V, No. 2, August 1956. See also The International Monetary Fund, 1945-1965, Vol. I. pp. 94-98.

Two per cent of its national income in 1940,
plus 5 per cent of its gold and U.S. dollar balances on July 1, 1943, plus 10 per cent of its
maximum variation in annual exports in 1934—38,
plus 10 per cent of its average annual imports in
1934—38; the total being increased in the same
ratio as that which the country's average annual
exports in 1934—38 bore to its national income*
The actual quotas suggested corresponded to 90 per
cent of the sums so calculated, in order to reserve 10
per cent of the total to make additions to the quotas of
any countries whose economic weight might not be
adequately reflected by the formula.
2
If national
appropriate.

income on this date was available

and
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The background of the whole plan was an understanding between the U.S. Treasury, represented by
Mr. Harry White, and the British Treasury, for whom
Lord Keynes spoke. This understanding was to the
effect that the total of quotas should be about $8 billion, and that the quota of the United States should be
about $2.5 billion. It was also accepted that the quota
of the United Kingdom should be about half that of
the United States. The U.S. Treasury undertook, in
discussions with representatives of the U.S.S.R. and
China, that the quotas of these two countries should be
such as to give them, respectively, third and fourth
places on the list.
Armed with these stipulations, Professor Raymond
Mikesell, who was then attached to the U.S. Treasury,
evolved the foregoing formula, which was found by
trial and error to give approximately the results
wanted: it provided quotas of $2,929 million for the
United States, $1,275 million for the United Kingdom,
$763 million for the U.S.S.R., and $350 million for
China. At the same time, the formula failed in one

respect to achieve the desired object, as the quota for
India (including Burma) on this basis, $367 million,
turned out to be greater than that for China. There
was, however, some justification for increasing both the
Russian and the Chinese quotas because of some
uncertainty in the figures used in applying the formula:
since Soviet authorities declined to disclose the amount
of the U.S.S.R.'s gold reserve, the contribution which
this would make to the calculation could only be
guessed; China's national income did not cover its
large agricultural population living on a subsistence
basis. In consequence, in a tentative list of rounded
figures distributed by the U.S. Treasury in January
1944, the suggested quota for the U.S.S.R. was shown
as $900 million. Nevertheless, these proposals were not
among those put forward at Bretton Woods, where the
United States distributed a list repeating the original
calculations and adding suggested quotas for certain
European countries, notably France ($620 million),
the Netherlands ($325 million), and Belgium ($250
million).

F=\>ir^ol G^Ljo-tais
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Negotiating Quotas
It was on the basis of this list that an Ad Hoc Committee on Quotas, appointed at Bretton Woods, began
its labors. These were conducted in secrecy, and no
record has come down to us of the reasons for the
Committee's decisions, except that the Mexican delegation agreed to relinquish $10 million of its quota in
favor of $5 million each for Colombia and Chile. For
some of the major changes introduced, however, it is
possible to divine the influences which swayed the
Committee. The quota for the U.S.S.R., for example,
was increased from $763 million to $1,200 million in
fulfillment of the pledge given by the U.S. Treasury to
Soviet representatives during a series of discussions in
Washington in the spring of 1944. The quota for
China was raised from $350 million to $550 million in
order to ensure its place as the fourth largest member.
France (which was represented at Bretton Woods by
the French Committee of National Liberation and not
by an elected government) was given a quota of $450
million" instead of $620 million. India (including
Burma), with a quota of $400 million (rounded up
from $367 million), came sixth in the list. Apart from
the U.S.S.R., which did not join the Fund, the quotas
allotted at Bretton Woods totaled $7,600 million.
The many differences between these quotas and
those calculated according to the formula make it clear
that, as Mr. White said on a later occasion, the formula was little more than "a point of departure" for the
negotiations. This was important. The Fund did not
then, nor does it now, rely on any formula for determining quotas. Nonetheless, when Italy, Lebanon,
Syria, and Turkey joined the Fund in 1947 the quotas
which they were offered were based on the formula,
and it has continued to be used for this purpose, with
some modifications described below.
It should be added that the Articles of Agreement
signed at Bretton Woods provided that every five years
the Fund should review the quotas of all members,
and, if deemed appropriate, propose adjustments in
them. Individual quotas may be reviewed at any time
at the request of members concerned.

Importance of Quotas to Members
Before considering the changes which have been
brought about since 1946 it will be well to point out
briefly the important part that quotas play in the
Fund's activities, since this explains why increases in
quotas have been sought.
In the first place, each of the five members with the
largest quotas is entitled to appoint an Executive
Director. (In the absence of the U.S.S.R., the five largest quotas, in the Fund's early years, were those of the
United States, the United Kingdom, China, France,
and India. Subsequently Germany replaced China.)
Moreover, if these five do not include the two coun-

tries the holdings of whose currencies had been
reduced in the greatest absolute amount below 75 per
cent of their quotas, as a result of sales of their currency by the Fund, during the two years preceding
each biennial election of Executive Directors, these two
countries are also entitled to appoint Directors; Canada
did so in 1958 and Italy in 1968.
In addition to the appointed Directors, and in order
to complete a Board which now comprises 20 Directors, other Executive Directors are biennially elected
by members who are not entitled to appoint Directors.
Those members form groups, within a prescribed range
of voting strength, to participate in the elections. Since
the voting strength of a member is related to the size
of its quota, the relative size of a member's quota is
reflected in the influence which the member bears in
the formation of a group to elect a Director.
Second, the votes which a country can exercise in
the Fund are related to its quota. This applies both to
the votes cast by the Governor at Annual Meetings or
by mail, and to the votes cast by the Executive Director appointed or elected by the country. The relationship of votes to quotas may be described as a
"damped" one: a member has 250 votes plus one
additional vote for each $100,000 of its quota. Thus
the quotas allotted at Bretton Woods gave the United
States 27,750 votes, the United Kingdom 13,250 votes,
China 5,750 votes, and France 4,750 votes. Panama,
which had the smallest quota ($500,000), received 255
votes. The total votes corresponding to the quotas fixed
at Bretton Woods, excluding the U.S.S.R., was 86,750,
so that the United States, with 36.2 per cent of the
quotas, had 32 per cent of the votes. Panama, on the
other hand, with 0.007 per cent of the quotas, had 0.3
per cent of the votes.
Third, the amount which a member country has the
right to draw on the Fund in case of need is proportioned to its quota: the Articles of Agreement limit
this amount to 25 per cent of the member's quota per
annum, and .to such a total amount as will increase the
Fund's holdings of its currency to not more than 200
per cent of its quota, unless the Fund agrees to waive
these limits. In practice, the annual limit is very frequently waived, but the 200 per cent limit is generally
only waived in connection with the compensatory
financing of export fluctuations or the buffer stock
scheme, both of which are described below.
A member's quota also affects the rate at which it
pays charges to the Fund on the Fund's holdings of its
currency in excess of its quota. The minimum rate is 2
per cent per annum, after a period of three months
which is free of charge; it increases according to the
proportion between the member's quota and the Fund
holdings in the member's currency, and the length of
time that the drawing is outstanding. The increases
amount to l/2 of 1 per cent per annum each six

9
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months, but the point at which these increases begin
depends upon the relationship between the amount
drawn and the member's quota.
The member's quota determines also the degree of
conditionally applicable to any individual drawing. A
member is free to draw, without being subject to challenge from the Fund, such an amount as will increase
the Fund's holdings of its currency up to the amount
of its quota. If the member has, as it is the general
rule, subscribed 25 per cent of its quota in gold, the
amount it can draw within the gold tranche will be
equal to 25 per cent of its quota. If the original gold
subscription was less than 25 per cent, the amount
which it can draw without challenge will be correspondingly smaller. Beyond that, policy requirements
are imposed which become progressively stiffer as
drawings fall into successively higher "tranches" of the
quota (the word "tranche" is French for "slice," and a
tranche is equal to 25 per cent of the quota). Hence,
the larger the quota, the larger the amount that a
member may draw with no, or with relatively little,
conditionality attached to it.
The size of a member's quota is also a determining
factor in the extent to which members might be obliged
to repurchase their currency from the Fund under
Article V, Section 7 ( b ) , with gold, special drawing
rights, or-convertible currencies, if the Fund holds that
member's currency in excess of 75 per cent of its
quota. Under the amended Articles, a member will not
have to discharge a repurchase obligation which would
reduce its monetary reserves below 150 per cent of its
quota. Furthermore, the maximum amount of its currency that a member might be required to repurchase
from the Fund in any year is limited to 25 per cent of
that member's quota.
There are, therefore, several reasons why each individual member country would wish to seek the largest
possible quota. But, on the other hand, the member
has to subscribe 25 per cent of its quota in gold, or,
sooner or later, reduce the Fund's holdings of its currency to 75 per cent of its quota through repurchases
of its currency from the Fund in currencies acceptable
to the Fund. Hitherto 25 per cent of any Increase in
quota has been payable in gold. Accordingly, a country
will not seek an increase in its quota unless it considers
that the potential rights that it will acquire will be
more valuable to it than the gold which it must surrender. That many countries did think just this was made
clear at Bretton Woods itself, where ten countries protested that the quotas allotted to them by the Ad Hoc
Committee were too small. Among these were France,
Egypt, and Iran, whose quotas were increased in 1946
and 1947. The increase for France was limited to $75
million, so that its quota should not exceed that of
China. In the years since Bretton Woods, wishes to
increase quotas have frequently been expressed, especially by countries with small quotas.

In 1955, the Second Quinquennial Review of
Quotas revealed that a considerable number of members with small quotas wished to increase them. The
Fund was cautious in its response. It agreed only that
quotas below $5 million could be increased, on
request, to $7.5 million; quotas of $5—8 million to $10
million; those of $10 million to $15 million; and those
of $15 million to $20 million. Effectively, this set a
minimum limit of $7.5 million to any quota if the
member wished to claim this figure, regardless of how
much less the quota would have been had the formula
been applied. (In fact, however, a number of small
countries joining the Fund in the 1960's were offered
and accepted smaller quotas.)
General Increases in Quotas
The next major development in relation to quotas
came in 1958, when the Executive Directors came to
the conclusion that quotas in general were too small to
enable the Fund to carry out the intentions of the
Founding Fathers. They therefore proposed, and the
Governors agreed, that all members should be allowed
to increase their quotas if they so wished by 50 per
cent. The only members that did not take up the
offered increase were China (which now meant the
Republic of China), Cuba, and Panama. On the other
hand, 30 countries were allowed to increase their
quotas by more than 50 per cent. Three of these—
Canada, Germany, and Japan—were countries whose
relative economic size had greatly increased since they
joined the Fund, and whose currencies were likely to
be needed by the Fund. The quotas of 13 countries
were increased because it was agreed either that their
quotas at Bretton Woods had been too small, or that
their subsequent economic growth had been substantially greater than the average. The remaining 14 countries had quotas which they were free to increase under
the scale agreed in 1955; these were permitted to add
50 per cent to the figure to which they were entitled
under that scale. As a result, no member needed thereafter to have a quota of less than $11.25 million.
The last point became of great significance when,
during 1961-63, a large number of small, new countries joined the Fund. For many of them, the quotas
calculated according to the formula (insofar as data
were available) would have been very much less than
$11.25 million. Accordingly, the formula used for
apportioning votes and drawing rights between members has tended to favor these new, small countries.
Revision of Formula
During 1962 and 1963 the Bretton Woods formula
which was used as a basis for determining quotas was
revised. The revisions were undertaken largely in
connection with the Fund's decision on the compensatory financing of fluctuations of export receipts. The
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revision of the formula was also intended to increase
the relative share of small quotas in the total of Fund
quotas. Two important amendments were made to the
formula presented at the beginning of this article. First,
the measurement of variability, which was originally
defined as 10 per cent of maximum variation in annual
exports on the period 1934-38, was replaced by a concept of variability which was not largely determined by
the trend of export receipts. The new factor for variability is now calculated as one standard deviation from
a five-year moving average based on a period of 13
years. It was felt that this formulation gave a more
appropriate measurement of the genuine variability of
members' export receipts for purposes of quota calculations.
The second modification of the Bretton Woods formula was to take account of the multiplicative factor
which increased the total of the four additive factors
by the ratio between exports and national income. This
multiplicative factor could have the anomalous effect
that countries with exports that are large in relation to
their national incomes might have larger quotas than
countries with greater relative economic strength but
relatively smaller exports. Consequently a "linear" formula was developed by eliminating the ratio of exports
to national income as a separate multiplicative element;
in addition, the weights of national income and
reserves in the new linear formula (as well as in the
old formula) were progressively decreased. A further
modification was to substitute in the formulas total
receipts from exports, services, and private transfers
for export receipts, and to substitute total payments for
imports, services, and private transfer payments for
imports alone.
As a result of these modifications to the original
Bretton Woods formula, a large number of quota calculations for each country are now made on the occasion of a revision of a member's quota or on the determination of a new member's quota. However, as
previously, the results of the calculations based on various formulas are only one, though perhaps the most
important, of the considerations taken into account in
determining members' quotas. Further important considerations are how the resulting quota calculation fits
into the over-all structure of Fund quotas and the
extent to which the calculated quota for a member
compares with the quotas of members which are in
similar over-all economic positions and have similar
economic structures.

Quotas and Compensatory Financing
During 1963 the Fund made a further move to assist
members with small quotas. Examination of the problems of members dependent on primary products for
their exports had shown that the variability of these
receipts called for exceptional assistance to be available

in order to enable the members concerned to tide over
sudden shortfalls. The facility which the Fund established for this purpose, known as "Compensatory
Financing of Export Fluctuations,"3 included two provisions that are relevant to quotas. In the first place, it
was decided that a country might draw up to 25 per
cent of its quota beyond the normal limit. This meant
that the Fund's holdings of its currency would be
allowed to increase to 225 per cent of its quota.
Second, the Fund promised to give sympathetic consideration to requests for special increases of quotas from
members whose exports were subject to fluctuations of
this kind, and whose quotas were too small for the permitted 25 per cent to be an adequate alleviation of
their problems.
This facility was reviewed in 1966 and it was then
decided that drawings under it might total 50 per cent
of quota, normally at the rate of 25 per cent per
annum. Moreover, in future such drawings not only
would be allowed to exceed the normal upper limit for
drawings, but would be disregarded when the policy
requirements in connection with requests for subsequent drawings would be considered. This, of course,
lessens the stringency of the conditions under which
such other drawings may be granted. Following this
change, a number of member countries made use of
the facility, and practically all countries which could
have their quotas increased under the facility have
obtained it.
Meanwhile, the Fourth Quinquennial Review, in
1965, showed that the over-all size of quotas had again
become inadequate in relation to potential needs for
the Fund's resources, and the Fund approved a further
general increase, of 25 per cent, with some rounding of
the resulting figures. As in 1958, special increases,
which in this instance exceed 25 per cent, were
approved for some countries (on this occasion, 16)
whose quotas were, for one reason or another, disproportionately small; Canada, Germany, and Japan were
again on this list. The normal minimum now became
$15 million, although a few countries opted for less.
The total of quotas at the end of 1969 was approximately $21,300 million, there then being 115 members.

Quotas and Votes
As pointed out above, the voting system in the Fund
is based on the size of the quota: each member is allotted 250 votes plus one vote for $100,000 of quota. In
that respect the voting system in the Fund is different
from most other international agencies and of the
United Nations itself. Furthermore, changes in the
membership of the Fund and, perhaps more importantly, changes in the relative size of a member's quota
3
See J. Keith Horsefield, "The Fund's Compensatory Financing," Finance and Development, December 1969.
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these was a decision by the Governors, on the recommendations of the Executive Directors, to distribute
part of the Fund's net income for the year. This was
done in 1968 and again in 1969. The recipients were
members that were "creditors" of the Fund. A member
is regarded as being a "creditor" of the Fund if the
Fund's average holdings of its currency during the year
are less than 75 per cent of its quota, and the distribution was proportioned to the shortfall below 75 per
cent of quota of each such member.
The second development was that a new facility,
somewhat like the compensatory financing of export
fluctuations, was introduced in 1969. This offered to
those members that were subscribing to maintain international buffer stocks of raw materials the right to
draw on the Fund to meet contributions to such
schemes. The right was limited to 50 per cent of the
member's quota, and an overriding limit of 75 per cent
of quota was applied to drawings under this facility
and the compensatory financing together.
The third development, the most important of all,
was the decision to credit a supplement to international
liquidity, called special drawing rights, thus creating
unconditional international liquidity as a supplement to
members' gold and foreign exchange reserves. Special
drawing rights are distributed to participating members
in proportion to their quotas in the Fund. It was
agreed to allocate $3.5 billion special drawing rights
early in 1970, with further allocations of $3 billion in
1971 and 1972; for the first allocation, figures ranged
from about $800 million for the United States to about
$50,000 each for Botswana and Lesotho.
In July 1969 some changes in the Articles of Agreement were adopted. One important change was to
require that for certain purposes (e.g., general
increases in quotas) decisions of the Board of Governors need to be approved by 85 per cent of the memRecent Developments
bers, whereas previously no decision needed to be supIn the last three years four further developments ported by more than 80 per cent of the Governors'
have increased the importance of quotas. The first of votes.

alter the relative voting power of other members in the
Fund. For example, the relative share of the developing countries in the Fund has increased since 1945, not
only because a large number of developing countries
have joined the Fund since that time but also because
at certain periods the developing countries have had
larger-than-general quota increases as a result of the
small quota policy or of increases under the compensatory financing decision. A further consideration which
has tended to increase the share of the developing
countries in the voting power of the Fund has been
that certain large industrial members have not always
taken the quotas to which, on statistical grounds, they
were entitled. The results of the many shifts in voting
power that have occurred in the Fund is well illustrated by the position of the United States, which in
1945 cast 32 per cent of the votes while in December
1969 it cast 21.4 per cent of total votes. Nevertheless,
perhaps the most important factor in determining the
voting structure in the Fund is not the change in
quotas but the absolute size of the quotas; substantial
increases in a large number of comparatively small
quotas can still be swamped by a change in one relatively large quota.
Changes in the distribution of votes among members
of the Fund are of significance in two major respects.
First, as-mentioned above, the voting power of members determines, to a large extent, the groupings of
countries which are formed to elect Executive Directors. Second, special majorities are required for certain
Fund decisions; for instance, any amendment to the
Articles of Agreement needs the support of at least
three fifths of the membership, having four fifths of the
voting power. However, in practice, the Fund rarely
resorts to voting and is almost always able to reach a
consensus by discussion.

J. Keith Horsefield taught at the London School of Economics
from 1939 to 1940, and from 1940 to 1960 was a member of the
British Civil Service. He was on the Fund staff from 1947 to 1951,
and Deputy Assistant Secretary-General of NATO from 1952 to
1954. From 1960 to 1966 he was Chief Editor of the Fund, and
until November 1969 was engaged in writing its history.
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The Finn
General Review of Quotas
The author gives an account of the increase in Fund quotas that wasapproved by the Governors in February.
David Williams
HE FUND has undertaken a general review of
T
quotas every five years since its establishment.
During the latter part of 1969 the Executive Directors

of the Fund initiated its fifth general review of quotas
in accordance with a Resolution of the Board of Governors which was adopted on the occasion of the
Annual Meeting in September 1969. The Resolution
stated "that the Executive Directors proceed promptly
with the consideration of the adjustment of the quotas
of members of the Fund and submit an appropriate
proposal to the Board of Governors not later than
December 31, 1969."
The Executive Directors submitted a proposed Resolution and a Report, both of which are entitled
"Increases in Quotas of Members—Fifth General
Review", to the Board of Governors on December 26,
1969. The Executive Directors proposed in their
Report to the Governors that Fund quotas might be

increased from the present total of $21.3 billion to
approximately $28.9 billion as a maximum—an
increase of about 35.5 per cent; an Annex to the Resolution which would give effect to the increase in quotas
listed proposed maximum quotas for each member. On
February 9, 1970, the proposed Resolution was
approved by Governors representing more than the
required 85 per cent of total voting power of the Fund.
Consequently, a member will now be able to consent to
an increase in its quota up to the proposed maximum
quota listed in the Annex to the Resolution at any time
on or before November 15, 1971. The date for consents to quota increases can be extended by the Executive Directors. However, no increase in quotas will be
effective before October 30, 1970.
The General Review
The increase in member quotas which was approved
by the Board of Governors in February 1970 was
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made within the context of a general review; this was
only the second of five general reviews conducted since
the establishment of the Fund which has led to an
increase in quotas. The increase in quotas which took
place in 1959 was outside a general, or, as it was formerly referred to, a quinquennial review of quotas.
The maximum increase in the size of the Fund as a
result of the fifth review is, at 35.5 per cent, only
slightly larger than the increase which resulted from the
fourth review of quotas undertaken in early 1965.
Indeed, taking into account the increased membership
of the Fund—from 102 members in 1965 to 115 members at the end of 1969—the over-all percentage
increase is about the same size of increase as was
approved in 1965.
A number of considerations have influenced the size
of the increase in quotas. First, when measured by
most criteria the world economy has grown very substantially since the previous increase in quotas. Though
it is difficult to be precise in referring to "the growth of
the world economy," it is sufficient to note that of the
four economic elements used in the quota calculations,
three—exports (and current receipts), imports (and
current payments), and national income—showed substantial -increases. New calculations of quotas thus
reflected the rise in world trade and income. For example, the average level of total exports of Fund members
for the period 1963-67 (the relevant period used in the
fifth review) was 51.4 per cent higher than in the
period 1958—62 (the reference period used in the
fourth review); the average level of imports for the
period 1963—67 showed a rise of 51.9 per cent over
the average for the previous five-year period; national
income for 1967 was 49.8 per cent higher than in
1962. The fourth element used in the basic quota formula—reserves—showed a growth of only 14.8 per
cent between 1962 and 1967.
Second, while the over-all growth of world trade and
income indicates a prima facie need for an increase in
Fund quotas, the growth of trade and income of individual countries might diverge, sometimes sharply,
from the average increases of world trade and income.
For those countries whose average economic growth is
considerably faster than the average for the whole
membership of the Fund, a general review of quotas
offers an opportunity to take into account the increase
in the relative economic and financial position of members in the world economy. This can be achieved by a
relatively greater adjustment of some individual
member quotas than might be regarded as appropriate
for all members.
Third, as noted in J. Keith Horsefield's companion
article on quotas in this issue, an increase in quotas
results in an increase of conditional liquidity—i.e.,
credit made available to members subject to the Fund's

policies on the use of its resources—which, for individual members, is about four times larger than the
amount of gold paid to the Fund with the increase in
quotas. Consequently, an increase in Fund quotas has
to be regarded in the light of the potential need for
conditional liquidity in the immediate future. It is
difficult to be precise in forecasting the need for conditional liquidity in general and, in particular, the
demands of individual members on the Fund's
resources. In the last resort, demands on the Fund's
resources depend not only on members' balance of
payments deficits, but on the availability of other
resources to finance deficits and also on members' preferences as to how their deficits could be financed—for
example, by drawing on their own external reserves
(i.e., using unconditional liquidity), or by borrowing
directly from other countries or by utilizing any existing swap network to which countries might be partners. Increases in conditional liquidity that take place
through an increase in the Fund's resources must also
be viewed, then, in the light of developments of, in particular, unconditional liquidity. It is, perhaps, significant that when the Executive Directors decided not to
recommend an increase in quotas in both 1950 and
1955, not only had members drawn on the Fund's
resources to only a limited extent but the level of the
world's reserves of gold and foreign exchange had been
increasing rapidly. However, world reserves have risen
very slowly since the early 1960's. Furthermore, the
increase in quotas which will come into effect in late
1970 should be placed within the context of the activation of the special drawing rights scheme and the allocation of the equivalent of about $9.5 billion to participants of that scheme for the first basic period of three
years from January 1, 1970.
In recommending an increase in Fund quotas,
account was taken of the need to maintain a balanced
distribution of quotas within the whole membership of
the Fund. In this regard, it was important to weigh a
number of considerations: • in the first instance, and as
noted above, account needed to be taken of those
members whose relative economic position had
increased since the last quota review; second, as quotas
also determine the voting rights of members in the
Fund, it was also important to adjust quotas in such a
manner that the voting structure in the Fund, which
encompasses members in widely different stages of
development and with large differences in quota size,
was broadly and equitably maintained. This last consideration was important because quotas determine the
relative voting strength of members, and this has significance not only for the election of Executive Directors but also for the particular geographical composition of the Executive Board which results from the
election of Executive Directors. Furthermore, it was
also of significance, from the point of view of the
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Fund's liquidity, that the quotas of those members
whose currencies were in relatively short supply in the
Fund should be increased to an extent that might
broadly be expected to accommodate the increased
drawing possibilities of members that might need to
use the Fund's resources in the future without unduly
straining the Fund's liquidity. In other words, it was
important to increase the quotas of potential creditor
countries as well as potential debtor countries in the
Fund.

Size of Quota Increases
The individual adjustments of members' quotas were
based on extensive and rather complex calculations
resulting from the quota formulas, bearing in mind that
the formulas and the resulting calculations are only a
guide to the determination of quotas. The Articles of
Agreement of the Fund do not provide any guidance
or advance any criteria for the determination of members' quotas or of changes in them. However, the
quota calculations made in connection with the fifth
review were based on the same formulas as were used
on the occasion of the fourth review and, indeed,
which were derived from the original quota formula
which was developed at the time of the establishment
of the Fund at Bretton Woods. Quota calculations
based on the formulas and using recent economic data
could then be compared with present quotas which
could provide a guide in assessing not only whether
members' present quotas were adequate in light of the
growth of members' national income, trade, and
reserves, but also the extent to which members' quotas
had changed in relation to one another. In that respect,
the calculations were a guide not only for selecting
members whose present quotas could be regarded as
unduly low relative to their economic growth but they
were also a measure of the extent to which some
quotas could be regarded as low in comparison with
other members' quotas. In other words, apart from any
adjustments that might be regarded as appropriate for
all members, and which would be based on a generally
applicable criterion, the new calculations provided a
basis for further adjustments for those members'
quotas that seemed out of line.
It may be useful to trace some of the steps which
influenced the size of the adjustments in individual
quotas. As already mentioned, member quotas were
recalculated using data ending in 1967 (the Fourth
Quinquennial Review was based on data ending in
1962). The amount by which the newly calculated
quotas exceeded current quotas was then totaled and
the percentage share for each member of the total was
determined; if the calculated quota was less than the
present quota it was assumed equal to the present
quota. It was thus possible to increase the over-all size
of the Fund by a given amount and then distribute that

total between those members whose calculated quotas
exceeded current quotas in a generally equitable
manner. A member's increase would be proportionate
to its share in the total of the excess of calculated over
present quotas; if a member's calculated quota was
smaller than or equal to its present quota, it could not
share in the distribution.
A comparatively large number of members would
have been excluded from being offered increases in
quotas if this method alone had been followed. Consequently, all quotas were first raised by a uniform percentage and further adjustments were made to a large
number of quotas following the technique described
above.
In addition, some members were still eligible to
request an increase in their quotas under the Fund
Executive Board Decision on "Compensatory Financing of Export Fluctuations" of 1963. The increases in
quota under that Decision were incorporated in the
Annex to the Resolution for those members still eligible to request an increase. Finally, calculated quotas
below $250 million were rounded upward to the next
$1 million; quotas between $250 million and $1 billion
were rounded upward to the next higher multiple of $5
million, and quotas in excess of $1 billion were
rounded to the next higher multiple of $10 million.
The calculations were made on a consistent basis for
all members and in that respect could be regarded as
providing a technique by which a desired calculated
maximum in the over-all increase in the size of the
Fund could be achieved. Further upward adjustments
in individual quotas could be achieved, in terms of
equity, only by adjusting the percentage increase which
could be applied to all members or by adjusting the
total to be allocated to those members whose calculated quotas were greater than their present quotas.
Broadly, then, the aggregate increase in quotas—and,
therefore, the increase in the size of the Fund—was
determined by increasing present quotas proportionately, and also by distributing a further amount between those members whose quotas could be regarded
as low in relation to other members; the basis of the
distribution was the extent to which the newly calculated quota exceeded present quotas.
As pointed out above, the resulting increase in Fund
quotas totaled about $7.6 billion. Almost all members
—the exceptions are China and the United Kingdom
—have been offered an increase in quotas of at least
25 per cent. About 75 members (out of a total of
116) have been offered increases in quota in excess of
30 per cent of their present quotas. Of these 75 members, 30 were offered increases of 50 per cent or more
of their present quotas and included members such as
Japan (an increase of 65.5 per cent), Italy (an
increase of 60 per cent), Denmark (an increase of 59.5
per cent), Ivory Coast (an increase of 173.7 per
15
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cent)1, Sierra Leone (an increase of 66.7 per cent),
and Singapore (an increase of 106.7 per cent). On the
two previous occasions when quotas were increased,
some members were offered increases in quotas which
specifically incorporated a selective increase in quotas
as well as a general increase.2 On this occasion members have been offered a single maximum quota to
which they might choose to consent; members can,
however, choose less than the maximum quota shown
in the Annex to the Governors' Resolution; furthermore, they may consent to parts of the increases up to
the maximum at different times up to November 15,
1971.

Gold Payments
For an increase in a member's quota to become
effective, the member must pay an additional subscription equal to the increase in its quota. Twenty-five per
cent of the amount of the increase in quota is payable
in gold and the remainder in the member's currency.
The payment of gold to the Fund can, however, be a
burden to some members.
Some members might, for example, have difficulty in
accommodating a fall in the total of their external
reserves of gold and foreign exchange to the extent
needed to- pay gold to the Fund. This burden is, of
course, lessened for those members whose currencies
are held by the Fund in amounts equivalent to less
than 100 per cent of quota, for, in that case, a member
simply substitutes a "reserve position in the Fund" for
the gold paid to the Fund. Under these circumstances,
a change in the composition of a member's reserves
occurs, but there is no loss in the total of available
reserves. A member could, if it wishes, make a drawing
within the gold tranche which would provide it with
immediately usable foreign exchange.
If the Fund holds a member's currency in excess of
100 per cent of quota, a payment of gold to the Fund
for payment of quota increases will cause an effective
decline in reserves and, therefore, cause some strain on
them. The increased gold payment to the Fund would
be accompanied, of course, by a reduction in a member's indebtedness to the Fund and, therefore, would
increase its potential drawing power from the Fund.
Where difficulty arises in accommodating the fall in
reserves to pay the gold subscription—the so-called primary burden—the Fund has, in the past, provided two
forms of alleviation. First, members might take their
quota increases by installments. That is, a member can
1
A number of large percentage increases in quotas under the
fifth review incorporated increases in quotas for which members were eligible under the Fund's compensatory financing
decision.
2
In 1959 all quotas were increased by 50 per cent and the
larger adjustments were offered to a further 17 members. In
1965, a general increase in quotas of 25 per cent was approved
and a further 16 members were offered larger adjustments.

consent to the full increase in quota to which it is entitled, but could decide to take only a part of the
increase in any one year, and only pay to the Fund
that part of the increase taken each year. In this way
the effective increase in its quota, as well as the burden
of paying its subscription for the increase, would be
spread over a number of years.
Second, the Fund also permitted members to make
special drawings from the Fund, thereby obtaining foreign exchange up to an amount needed to replace or
buy gold for payment of gold subscriptions to the
Fund.
For purposes of the Fifth General Review, the
Board of Governors has provided in two ways for the
alleviation of the primary burden on members' reserves
which might result from the payment of quota
increases. However, members cannot make special
drawing of an unconditional character in the credit
tranches for the purpose of paying for quota increases
on this occasion, as this is no longer permitted by the
Articles. However, members might again consent to
their increase in quota by installments. Furthermore,
the Board of Governors has decided to use their discretion, as permitted by the Articles, to reduce the
proportion of the increase in quota to be paid in gold.
This is the first time in the Fund's history that this
discretion has been exercised.
Under Article III, Section 4 (a), the Fund permits
members to pay in gold only that proportion of 25 per
cent of the increase in quota which the member's monetary reserves on the date of consent bear to the new
quota. For example, if a member's monetary reserves
on the day it consents to the increase in quota are only
half the amount of its new quota, it will pay only 12l/2
per cent of the increase in quota in gold; the balance
of the increase will, of course, be paid in the member's
currency. Any member which pays less than 25 per
cent of the increase in gold undertakes to repurchase
from the Fund over a period of five years the balance
between the amount of gold actually paid and the
equivalent of 25 per cent of quota, unless the Fund's
holdings of that member's currency are otherwise
reduced. By this means, not only will the burden of the
gold payment be spread over, say, five years, but a
member could repurchase its currency not only with
gold but could also use convertible currencies, as
determined by the Fund, or special drawing rights,
under a general decision that is applicable for the discharge of other repurchases. It is, perhaps, of interest
to note that the Articles of Agreement do not provide
for special drawing rights to be used for the payment
of increases in quotas in substitution of gold.
The two techniques of alleviation just described concern, essentially, the distribution of the burden of
paying for quota increases over a number of years.
The effect on members' reserves would be minimized
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QUOTA INCREASES, 1946—JANUARY 1, 1970
(In billions of U.S. dollars)
Quotas, December 31, 1946
1947-50: New members
Special increases

7.1
9
03

Quotas, December 31, 1950
1951-55: New members
Special increases

8.03
71
02

Quotas, December 31, 1955
1956-58: New members
Special increases

8.75
40
04

Quotas, December 31, 1958
Quotas, January 31, 1959
1959 general quota increases:
First Resolution 1 (excluding China)
Second Resolution Third Resolution 3
Fourth Resolution 4

9.19
9.2
4.4
04
52
44

14.6
February 1959-June 30, 1962:
New members
Special increases

5

27
18

15.05
July 1962-February 26, 1965:
Special increases
Compensatory financing increases
New members
Quotas, February 26, 1965:
Increases relating to Fourth Quinquennial Review:
First Resolution "(excluding China)
Second Resolutionr
Compensatory financing increases plus 25 per cent
New members
Quotas, January 1, 1970
Maximum increase under Resolution 25-3,
Fifth General Review of Quotas:

31
04
48
15.88

3.83
93
54
16
21.34
7.6

1
Adopted by Board of Governors February 2, 1959, provided "the quotas of members of the International Monetary Fund as
of 2January 31, 1959, shall be increased by 50 per cent for each member."
Provided for increases for 24 small-quota countries to obtain a quota equal to the amount available under the smallquota
formula increased by 50 per cent.
3
Special increases for Canada, Germany, and Japan.
4
Provided for special increases for Argentina, Brazil, Ceylon, Cuba, Denmark, Ghana, Iran, Mexico, Norway, Saudi
Arabia,
Thailand, Turkey, and Venezuela.
6
June 30, 1962, date of expiration for consents to 1959 general quotas increases.
0
Increases proposed in First Resolution of 25 per cent of quota in effect on February 26, 1965.
• Provided for special increases for Austria, Canada, Finland, Germany, Greece, Iran, Ireland, Israel, Japan,
Mexico, Norway, Philippines, South Africa, Spain, Sweden and Venezuela.
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in any one year, though, over time, the total amount of
the increase in quota would be paid in the proportion
of 75 per cent currency and 25 per cent gold (or convertible currencies or special drawing rights).

Secondary Mitigation

is sometimes induced by a fall in a country's gold holdings. Furthermore, to the extent that members buy
gold from, for example, the United States, then a payment of gold to the Fund tends to reduce the level of
international liquidity. Sales of gold by the Fund to the
United States would offset the decline in liquidity.

Some members do not hold sufficient gold in their
Conclusion
reserves to pay for their increases in quotas. Consequently, these members might need to purchase gold
The increase in the Fund's resources through
for this purpose from other members, in particular increased quotas will place the Fund in a stronger
reserve centers like the United States and the United position to meet the needs of its members during the
Kingdom. The "burden" of the loss of gold is, thereby, early part of the 1970's. The Fund can, however,
transferred to other members.
undertake a further general review of quotas at any
In the past the Fund has alleviated in two ways the time within the next five years, if circumstances would
impact of the loss of gold experienced by those mem- seem to warrant it, and is in any event required to
bers which sold gold to other members to permit the review members' quotas again not later than the end of
latter to pay their quota" increases. First, the Fund has 1974.
sold gold to the gold selling members in replenishment
In addition, the burden of the gold payment to be
of its currency holdings, thereby replacing the gold made in connection with the quota increases seems to
they had sold to others. At the time of the last review be considerably reduced not only by the mitigation
of quotas the Fund sold almost $150 million of gold to provisions but also as a result of the allocations of spemembers. A second form of mitigation was used at the cial drawing rights, the first of which was made on Jantime of the Fourth Quinquennial Review when the uary 1, 1970, and the second of which is expected to
Fund made provision for gold to be placed on general be made on January 1, 1971. Members with comparadeposit with the United States and the United Kingdom tively low reserves will pay a lower proportion of gold
up to a total amount not exceeding the equivalent of than hitherto and the balance of the equivalent of 25
$350 million. The Fund thereby redeposited the equiv- per cent of the increase in quota can be paid in other
alent amount of gold that the United States and the media over a period of five years. Furthermore, the
United Kingdom had sold to members in connection first two allocations of special drawing rights will be
with their quota increases.
only slightly less than the amount of gold to be paid to
For the Fifth General Review of Quotas the Fund the Fund in connection with the increases in quotas.
will follow only one form of alleviation of the secondThese provisions mean that payments for quota
ary impact on members' gold reserves. The Fund will increases will not cause an undue strain on members'
sell gold for replenishment purposes up to the equiva- external reserves. This is important not only from the
lent of $700 million to those members which sold gold point of view of individual members' holdings but also
to other members for purposes of their paying gold in light of the fall in members' gold holdings that has
subscriptions to the Fund. By this means the Fund will occurred since 1965. Indeed, as a result of the activareplenish its holdings of usable currencies which it can tion of the special drawing rights scheme and the
then use in financing demands made by members on its increase in members' quotas, the Fund is now likely to
resources. The sale of gold by the Fund also lessens be the vehicle for supplying the bulk of the world's
the fall in countries' gold holdings—thereby reducing increased needs for both unconditional and conditional
the possibility of an adverse psychological reaction that liquidity.

David Williams is Chief of the Financial Relations Division of the
Treasurer's Department of the Fund. Educated at the London School
of Economics, University of London, he has taught economics at the
University of Leeds and the University of Hull, England, and has
contributed to a number of economic journals.
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NTIL RECENTLY, the ranch has been a forgotten stepchild of agriculture in most developing countries, and its potential has been even more neglected than that of the field and paddy. Now it is gaining recognition, and this may have wide implications
for the food supply, nutrition, and general progress
of less developed countries.
The extraordinary possibilities for growth of this
agricultural subsector have already been demonstrated
in a number of Latin American countries, and successful methods employed there are spreading gradually to
other nations and continents. It has been learned, for
example, that output can be at least doubled through
investment in relatively simple improvements, provided
that government policies favor expansion and that credit
and competent technical services go hand-in-hand. It
has also been shown that the necessary services can be
provided in most cases by domestic financial intermediaries when appropriate institutional arrangements
can be agreed upon.
Chile, Colombia, Mexico, Paraguay, and Uruguay
have laid the foundation for an upsurge in output that
can give a significant lift to their levels of nutrition,
export earnings, and total economic activity within the
next few years. This has been achieved through the
directed financing of such elementary things as fencing,
corrals, water points, a minimum of pasture and herd
improvement and, above all, through better manage19
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Disease is a constant problem: "Livestock productivity is extremely low in almost all developing countries, at a time
when most of the world is said to suffer from a deficiency of high-quality protein."

ment. Ample room remains for the adoption of more
advanced technology through further investments that
promise high rates of return, both to the economy and
to participating ranchers.
Meanwhile, some 15 additional countries in Latin
America, the Caribbean, Africa, the Mediterranean region, and the Middle East have initiated programs capable of similar results within the decade. And by the
time this article appears in print, one or more countries
of Asia may have started on the same road, thus involving all major developing regions in this badly retarded
but promising field of growth.

Long Neglect
The long neglect of livestock can be explained in part
on simple economic grounds: compared with other
opportunities, it has not been a very attractive investment. But psychological and political reasons may have
been more important.
General agricultural expansion in less developed
countries suffered until almost the mid-1960's from a
popular tendency to equate development with industrialization, and the farm, per se, with backwardness.
Thus, a disproportionate share of governmental concern
and of investment went to industry, and relative backwardness in agriculture was perpetuated. In most developing countries, however, the crucial role of agriculture is now well recognized and priorities have been
realigned.

But within the agricultural sector, further disabilities
have affected the production of livestock. In much of
India, religious taboos have seemed to raise insurmountable obstacles. In large areas of Africa, constraints are imposed by tribal customs and traditional
attitudes, as well as by particularly intractable problems
of disease control. And almost everywhere else action
to improve and expand production has been impeded
by the widespread popular image of ranchers and ranching: of the rancher as a rich man, well able to take care
of himself; of ranching as a highly capital-intensive
enterprise occupying vast expanses and offering little
promise as a mechanism for the more equitable distribution of land and income.

A Truer Picture
As with so many popular images that affect public
policy, the picture is incomplete. For many political
leaders, and even some economists, the image obscured
certain relevant considerations:
• While some ranchers in developing countries
are rich, and all, by definition, are relatively large
holders of property, few if any have been producing
as much as they could. Livestock productivity is extremely low in almost all developing countries, at a
time when much of the world is said to suffer from
a deficiency of high-quality protein.
• While it is true that investment in ranching
creates relatively few jobs and is hardly a suitable
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vehicle for "land reform," it can employ land for
which there is little alternative use, increase and
improve the food supply, augment export earnings, and give important impetus to the total development effort. In most areas, beef production on existing ranches can be increased significantly in two or
three years and doubled in seven or eight. Over a
longer period, using more sophisticated techniques
that are already common in Australia, New Zealand,
North America, and Western Europe, it can probably be increased by a much larger factor. At the
same time, quality can be sharply improved. Less
extensive experience indicates a similar potential for
milk production, and in some areas for pigs and
sheep.
• With a proper combination of finance, technical
services and government policies, ranching can be
made to pay a rate of return sufficient to reverse the
tendency of both capital and talent in some countries
to abandon livestock for more lucrative fields. The
unimproved ranch today often pays less than a good
bond, and is far more risky and demanding. It becomes much more attractive with better management
and relatively simple improvements.
• According to most accounts, the world market
for meat, especially beef and veal, is rising and likely
to continue upward.
• As Dr. McMeekan has pointed out in his recent
articles in Finance and Development, the supply of
unused land that is readily suited to cattle and sheep
production exceeds any foreseeable demand.

Increased Lending
Today, these factors are better recognized in a growing number of developing countries, thanks to the
pioneering work of other institutions as well as to efforts
of the World Bank Group. By now, the volume of both
domestic and international lending for livestock development has reached very large proportions and is
growing. By May 30, 1970, the World Bank and the
International Development Association (IDA) had lent
about $230 million for this purpose, and this had
been more than matched by borrowing governments,
private banks, and the ranchers themselves. Large additional sums have been committed by other institutions,
notably the U.S. Agency for International Development
and the Inter-American Development Bank.
The great bulk of World Bank and IDA funds for
livestock has been committed only in the last three and
a half years, and only the programs in Chile, Paraguay,
and Uruguay have been in operation five years or more.
But enough experience has been acquired to demonstrate the potential and to evolve a pattern of loan administration that seems well adapted to the livestock
industry, and perhaps to others.

The Bank's first loan for the improvement of livestock production was made in Uruguay more than 10
years ago. This early experience has been invaluable.1
In Uruguay, where ranching had long been a way of
life and excellent grazing land was so clearly an important national resource, a more receptive attitude toward
livestock development prevailed than in most other
countries. Thus it was possible for the World Bank,
beginning in 1959 in cooperation with the Government
and the Banco de la Republica (which then was the
Central Bank as well), to develop a practical and effective technique for lending in this field. It has since been
extended, improved, and adapted to the needs of other
countries.
There are many variations of detail from country to
country. The precise form of administration depends on
the structure and technical capabilities of local financial
and agricultural institutions, the level of training in
economics, finance, and livestock-related sciences, and
the physical and technical characteristics of the industry.
In this account, specific illustrations will be drawn
chiefly from the World Bank's experience in a few
countries where the mechanism has been inspected personally by the author, but it should be borne in mind
that each country is unique and that the pattern in
every instance must be cut to fit the cloth.

Finance and Technical Services
While the approach is highly flexible, it has one invariable characteristic: finance is tied inseparably to the
acceptance and effective use of technical services. This
tie is maintained at every stage and every level, although
the Bank's direct involvement in providing the technical
service component is normally confined to assistance in
assuring sound project management, plus aid when
necessary in recruiting outside consultants or specialist
staff.
The central administrative feature of the Bank's
approach has been the establishment of a system of
directed credit that could be operated effectively by
domestic financial institutions themselves. This has been
accomplished, building on the experience of other institutions, both national and international, with many
innovations agreed to between the Bank Group and its
borrowers. It may constitute one of the more important
advances in the field of agricultural financing.
The object of the entire program, of course, is to
get adequate credit to the individual rancher in a way
that will assure a permanent increase in productivity
commensurate with the credit, rather than a short-term
1
Unfortunately, the Uruguayan program's demonstration
effect for other countries has been limited by economic stagnation through much of the 1960's and by policies that inhibited
investment to improve livestock productivity. It is hoped that
Uruguay's economic stagnation may be ended by recently
adopted policies and by a substantial increase in beef exports
that began in 1968.
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windfall to the producer. This requires use of the credit
for relatively long-term investments that will permit
the adoption of more productive techniques of livestock management. Yet to most ranchers, this may not
seem the most desirable use of funds; there are so
many ways to employ capital more quickly and, in the
short run, more profitably. Furthermore, only a minority of ranchers in developing countries are acquainted
with modern management methods or prepared to
adopt them without persuasion and advice. The availability of credit on reasonable terms provides persuasive leverage. But what of the fulcrum—a method for
providing the necessary advice in a way that assures
its acceptance?
Theoretically, such advice could be given by ministries of agriculture through their extension programs,
but this approach has certain flaws. Few ministries of
agriculture in developing countries have adequate technical field staffs, especially in livestock production, nor
do they have good prospects of obtaining budgetary
support to build and maintain them. Their technicians
are seldom adequately trained in the financial and management aspects of agricultural production. Perhaps
even more important, inherent institutional problems
make it difficult, if not impossible, to devise such an
arrangement that would not break or seriously weaken
the essential link between finance and technical advice.
The technical services fulcrum, therefore, is built
directly into the financing program itself. On the advice
of the Bank, and as a condition of its lending, the
tecnicos, as they are known in Spanish-speaking countries, are usually employed by the public financial institution that administers the program. In a few cases,
however, as in Ecuador, Honduras, and to some extent
in Mexico, they are employed by participating private
banks.
In every instance, the program's success hinges on
the relationship between the rancher and the tecnico
who helps him work out a detailed investment plan
that becomes the justification for his loan, advises him
on technical and management questions, and visits him
regularly to assure the timely and effective execution
of the plan.
Thus, together with appropriate policy commitments
by the government, which will give the rancher a
credible inducement to invest, and administrative arrangements to insulate lending decisions from political
or other nontechnical influences, the recruitment, training, and supervision of technicians to provide these
services constitute the most critical factor in the program.
Institutions in a few countries, such as Mexico, are
well able to perform these functions with locally recruited personnel. There, it is only necessary for the
Bank, in its loan negotiations, to reach agreement with
the government on the principles, standards, and

administrative methods to be employed. But these
occasions are rare. In the more usual situation, it is
necessary to require the employment of internationally
recruited specialists to supervise this aspect of the
operation until an adequate domestic staff has been
trained.
Thus in Bolivia and Paraguay the technical staffs are
headed by specialists recruited in Argentina and New
Zealand, respectively, on the advice of the Bank and
with its assistance. In Colombia, which has a larger and
more complex program, the Technical Director and two
regional Chief Technicians are recruited from abroad;
here, the Technical Director is an Australian. In all
three countries, the director is not only responsible for
the recruitment, training, and supervision of tecnicos
but also must give his approval of the ranch development plan before the consideration of each loan proposal; no plan he recommends may be rejected except
on the basis of the borrower's creditworthiness. He
also sits on the committee that makes the final loan
decision, the composition of which is agreed to between
the Bank and the government.

Success of the System
In practice, this system has produced more impressive results, and in a shorter time, than staff members
of the World Bank's Agriculture Projects Department
considered likely when they appraised the projects for
consideration by the Bank and IDA. Paraguay offers a
good example. By last fall, loans had been made under
the first of three IDA credits to Paraguay for the improvement of nearly 700 ranches with 2,000,000 head
of cattle, or one third of the country's national herd.
Both commitments and disbursements to ranchers were
at least a year ahead of the appraisal mission's forecasts, and less than %0 of 1 per cent of interest and
amortization payments due to the National Development Bank were behind schedule.In terms of production, sample data gathered a year
ago from 50 ranchers who had completed a full twoyear investment program showed that numbers of
cattle had increased by an average of 30 per cent. The
liveweight of animals sold for slaughter had risen by
55 pounds or more, an average increase in weight of
more than 7 per cent.
These, of course, are rough averages taken from a
sample that may not be representative. Specific examples may be more revealing. Two involve small
Paraguayan ranchers who were involved in a struggle
for existence when the IDA program began; the other
illustrates the short-term potential of a well-managed,
medium-sized ranch when adequate finance and sound
technical guidance are available simultaneously.
2
While the government benefits from the "soft" terms of
IDA's credits, the rancher repays his loan on conventional
terms: in this instance at 9 per cent over 12 years.
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Examples in Paraguay
Fifty-five kilometers southeast of Asuncion, Francisco Talavera, 32, has a spread of-1,300 acres—a very
small ranch by Paraguayan standards. He borrowed
about $5,000 under the IDA program three and a half
years ago, with which he carried out an extremely modest program of improvements on the advice of Royden
M. Gallagher, the New Zealander who serves as Technical Director.
At that time, he had 300 head of cattle and 5 sheep,
and was branding only about 25 calves a year. He
relied exclusively on natural, virtually unmanaged
pasture. Each winter his animals lost much of the
weight they had gained in the summer and fall, partly
owing to deficiency in the natural pasture, and those
with the least resistance died. Three years later, Mr.
Talavera had more than 600 cattle, including about
100 breeding cows. He claimed an effective calving rate
of more than 95 per cent, which is extremely high.
Last winter, using one artificial pasture of 15 acres
and feeding bone meal as a dietary supplement, he had
no deaths and little loss of weight.
During the same period, Mr. Talavera's brother-inlaw and neighbor, Oscar Acuna, also began to prosper.
He borrowed about the same amount, with which he
built a corral and essential fencing and purchased 43
breeding heifers. Starting with 143 head of cattle, 14
sheep, 6 goats, and 5 milk cows, he now has 250 adult
cattle, 97 sheep, and 77 goats. In 1966 he branded
25 calves; in 1969, 100. He milks 35 cows, and sells
both milk and cottage cheese. And last fall he opened
a small meat market in Asuncion, "El Mercado
Moderno," which he supplies in part from his own
herd.
Economically, Mr. Talavera now says things are
improving "poco a poco." "It's just as Mr. Gallagher
told me: If you work hard, you can float. But you
have to work hard." Both he and his brother-in-law
are floating now. And if all other ranchers in Paraguay
had done as well, the country's production of livestock
would have more than doubled.
Farther east, in the midst of what looks from a lowflying plane like an endless swamp alive with birds of
every color, Jorge Luis Saccarello has created "Belen,"
one of the most progressive ranches in Paraguay. Starting in 1954 with virtually nothing but 17,300 acres of
swamp and a few broken-down fences, he had built it
up by 1966 to the point where it could carry 2,000
head of poor cattle averaging 780 pounds at four years
of age. During that time, he had invested about
$175,000 in land and improvements, including some
drainage and enough fencing to enclose 10 paddocks.
In 1966, Mr. Saccarello borrowed nearly $48,000
under the IDA program, with which he carried out an

investment plan agreed to in consultation with Mr.
Gallagher and his chief Paraguayan tecnico, Dr. Miguel
Angelo Cano, a veterinarian. He now has 5,000 head
of cattle averaging 1,000 pounds at three years of age.
His usable land carries one animal on 2.5 acres, as
against 9 acres when he began, and he expects this to
drop to 1.25 acres within the next two or three years.
Each year he is able to sell between 900 and 1,000
head, a figure he could double if he had enough cattle
to feed.

And Elsewhere
On an inspection tour through the heart of Latin
America, I found many similar examples in Bolivia,
along the humid northern coast of Colombia, and in
the tropical expanse of southeastern Mexico, where

an intensive new Bank-financed program is now gathering momentum.
In the hot lowlands of Bolivia's Beni River region,
ranchers using funds under a small IDA credit program beginning late in 1967 have shown remarkable
determination and skill in overcoming natural obstacles
of jungle and swamp and in adopting the technical improvements on which their loans are predicated.
In Bolivia, as in Paraguay, IDA's first credit was exhausted much sooner than expected. A second was approved late last year, to maintain the program's
momentum while IDA considered a more comprehensive project in the Beni Department and for the expansion of sheep and wool production on the high
plateau, the Altiplano. Side by side with this program,
the Inter-American Development Bank (IDE) approved a loan to finance improvements on beef cattle
ranches in the Departments of Santa Cruz, Chuquisaca,
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and Tarija. At the same time, steps to improve the
country's inadequate, poorly organized transport, processing, and marketing systems for livestock and livestock products were under consideration.
Colombia is also about a year ahead of schedule in
carrying out its program to raise production of beef,
milk, sheep, and wool. Since 1967, some 700 ranch
development plans have been approved, involving investments of about $25 million. Complete statistics
are not yet available, but information on 65 ranches in
eight Departments of the north central and Caribbean
coastal area give a rough indication of results so far
achieved.
Taken together, their carrying capacity had been
nearly doubled by the end of 1969, and the actual
number of animals had risen by 60 per cent. Dairy
farmers in the program had increased their average
daily output of milk per cow from three or four liters
a day to seven or more. In fact, Oscar Rodriguez,
whose place fronts the road to Cartagena southwest of
Barranquilla, is getting 11 liters a day, not counting
milk taken by the calves during the 40 days before
weaning. The calf gets one teat, while the other three
supply the market.

Progress in Mexico
Similar stories can be told of achievements in
Mexico, where the largest loan the Bank has ever made
The Bolivian livestock program, in which the
activities of many agencies interlock in mutually
supporting ways, illustrates the importance of international cooperation in development.
For example, the effectiveness of IDA's program is enhanced because of previous support and
technical assistance provided by the U.S. Agency
for International Development in reorganizing the
Agricultural Bank along more efficient lines. Proposals for new lending include agreement by IDA,
IDB, and the Agricultural Bank that the project
director in charge of the IDA program will also
administer the IDB project. The IDA project
itself was originally prepared and appraised with
the aid of specialists of the Food and Agriculture
Organization (FAO) of the United Nations, under FAO's regular cooperative program with the
World Bank Group. FAO is also carrying out a
project, financed by the United Nations Development Program, to conduct an agricultural census
in Bolivia and to develop some sorely needed
basic statistics. And a British mission on tropical
agriculture has been conducting a study of special
Bolivian problems, some of which may have an
important bearing on the future growth of cattle
and sheep production.

"Few ministries of agriculture in developing countries have adequate
technical field staffs, especially in livestock production."

for agricultural credit was approved last December—
$65 million toward a nation-wide investment program
totaling $200 million, predominantly for livestock development. It provides for the vast extension, over
a five-year period, of a program that began late in 1965
with a loan of $25 million.
The main story in Mexico, however, is not so much
of impressive production results achieved in the last
four and a half years as of that country's remarkable
recent progress in gearing its financial institutions to
deal effectively with the problems of agricultural development. While this is properly the subject of a full
article, perhaps certain aspects of the story will fit
into the space available here. It begins and ends with
the private banks.
Private bankers—and many public financial institutions, for that matter—have not been immune to the
infectious belief that agriculture is a poor risk, compared with industry. This has been especially true in
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Mexico, where land reform policies are fixed in principle but have sometimes been uncertain in practice;
and these uncertainties have tended to cloud the future
of holdings large enough to lend to on an economic
basis.
On the other hand, the Mexican Government and the
Central Bank have pursued a policy of encouragement
to the private banking system in financing developmental enterprise. Not surprisingly under the circumstances, this policy has borne less fruit in agriculture
than in industry, and least of all in livestock.
While the future of large ranches suited to arable
agriculture is still not entirely clear, much of the former
uncertainty has been dispelled. Moreover, the Government is fully aware of the cost entailed in failure to
develop the potential of its grazing lands.
In the normal situation, growing population and incomes result in rising demand for meat, which is met
by increased production or imports. In Mexico, as in
many other countries, population has been growing
faster than livestock production, and per capita income
has also been rising. The country needs the foreign
exchange it earns through cattle exports and can hardly
afford to import meat that it can readily produce. Yet
per capita consumption of meat is extremely low and
demand is rising, despite high prices that defy efforts
to control them. Pressure on supply is growing. If these
trends were to continue, further sacrifice of export
earnings would be necessary to meet domestic demand.
The Mexican response has been an aggressive combination of incentive, demonstration, and technical
assistance, which is beginning to show impressive
results. In part, it has grown out of consultations with
the World Bank in connection with its livestock loans
in 1965 and 1969, as well as from a long history of
pragmatic experimentation with financial mechanisms
to speed development.
The main incentive, aimed at involving private banks
in livestock development lending, is provided through

the rediscounting facilities of the Guarantee and Development Fund (the Fondo). The demonstration is
provided by the National Agricultural and Livestock
Bank, also a government institution, and its seven regional banks, which make direct loans to ranchers.
These operate in much the same way as private banks,
although they specialize in lending for livestock and
agriculture and their loans are tied to technical services.
Approved loans qualify for rediscounting by the Fondo,
a facility which is also open to private banks.
The main technical assistance component, which also
has an important demonstration effect, is provided by
the technical staff of the Fondo—a young, competent
staff of some 300 agricultural and other specialists,
many of whom are also trained in financial, accounting, and management problems of ranching. The Agricultural and Livestock Bank, however, also has its own
staff of technicians, at least half of whom have taken
additional training given by the Fondo to qualify them
for preparing and supervising ranch investment plans
to be financed under the World Bank program.
While relatively sophisticated, all of this is in the
general Bank and IDA pattern of technical assistance
as an integral part of financing, except that here the
total function at the operating level is performed by
domestic personnel. The important new departures are
in the growing participation of private credit institutions—well over 100 are involved—and in the realization by progressive bankers that agricultural development is good business when finance and technical
services go together. Today the more progressive banks,
such as Banco Nacional de Mexico and Banco de Comercio, have organized their own technical staffs to
analyze and evaluate agricultural credit proposals.
This trend is worth watching. If such practices continue to spread and be fruitful, they may prove to have
opened another avenue to more dynamic growth. In
part, this will have been accomplished through the
belated recognition of a long-neglected stepchild.

Donald J. Pryor, a citizen of the United States, is in the Information and Public Affairs Department of the World Bank. He did graduate work in economics at the University of Iowa and his career
includes service as a foreign correspondent, newspaper editor, and
Assistant to the Administrator of the U.S. Federal Security Agency.
Mr. Pryor was also Director of Information for the International
Refugee Organization, Director of Information and Liaison with the
U.N. Korean Reconstruction Agency, and a consultant for governments and international agencies before joining the World Bank staff
in 1964.
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Singaporeingapore
THE IMPACT OF DEVELOPMENT

Progress for People

Singapore entered the 1960's facing the problems common to all great urban centers, and, in addition, the problem of being a developing country with
an economy dependent on increasingly precarious entrepot and service earnings. Today, rapid industrialization is transforming the economic base of
this city-state with little hinterland and no indigenous natural resources—
while enhancing rather than degrading the quality of life for its citizens.
Peter W. Bocock

P

ERCHED at the hub of Southeast Asia, midway
between the Indian and Pacific Oceans, the tiny
island-state of Singapore has benefited since its earliest
days from its strategic position on one of the world's
great trade routes. Within a few years of its foundation
in 1819, the trading post had become a major entrepot
center. Here, in the warehouses which backed onto its
superb natural harbor, were stored the exotic products
of the region—such as cloves, cinnamon, and sandalwood from Java, tortoiseshell, nutmeg, and pepper
from Sumatra; here too were stored the more mundane
products of Europe, India, and China including iron,
firearms, cloth, and porcelain—all to be exchanged at
a profit by Singapore's thriving merchant community.
The opening of the Suez Canal, the introduction of
the telegraph and the steamship, and the development
of Australia, Japan, and the American West provided
new trading opportunities. Singapore prospered; its
port and its trading houses grew.
Meanwhile, the British Government, which had early
recognized Singapore's strategic value, took over in

1867 control of the island's affairs from the East India
Company (on whose behalf it had been founded by Sir
Stamford Raffles). Singapore became the administrative capital of all the territories Britain controlled in
Southeast Asia. Subsequently, the British began to
create a complex of defense installations on the island,
making it a vital link in the world-wide chain of naval
bases which Britain then maintained. The British
defense "presence" (in earlier days a charge on the
citizens of Singapore, and therefore a cause for complaint) had become by the 1920's a major source of
employment and income for the island's rapidly growing population.
Problems at Independence
The physical destruction and economic dislocation
caused by the World War II broke the pattern of
almost uninterrupted prosperity and growth: rehabilitation programs undertaken during the postwar period
did not significantly reduce the dependence of Singapore's economy on earnings from entrepot trade and
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T hrough

Industrial Revolution

who make up the bulk of Singapore's population, are
enormously family-conscious, and it is not unusual to
see a party of 10 or 12 people representing four generations, ranging in age from 8 months to 80 years,
crowded round a single table.
Thanks to a vigorous family planning • program
(which cut the rate of population increase to 1.5 per
cent a year by 1968), combined with carefully controlled immigration and sustained economic growth
(gross domestic product—GDP—has nearly doubled
in real terms since 1961), the per capita income of
today's 2 million Singaporeans is the second highest in
Asia—about US$700 a year, compared with US$400
a year in 1961. Slums have been razed, the streets (as
a result of an ordinance prescribing heavy fines for
littering) are among the cleanest in the world; millions
of dollars have been poured into a public housing program which now provides apartments for nearly a
third of the population.
Singapore's excellent network of financial institutions
Prosperity Today
—commercial banks, finance houses, government-sponAnd yet the Singapore I saw on a recent visit is a sored savings institutions, a 49 per cent governmentbustling, confident boomtown. Bright new buildings— owned development bank, insurance companies, and an
apartment blocks, towering office buildings, and hotels active stock exchange—is expanding rapidly with
—are springing up everywhere, the crowds thronging general prosperity. Bank deposits rose by 19 per cent
the streets are well, if lightly, dressed (Singapore is to S$2.75 billion during 1969. The existence of a
only 80 miles from the equator), and there is a general highly sophisticated financial sector, including 36 comatmosphere of ebullience and optimism, both in the mercial banks of which 10 are indigenous (and
luxurious new American-style hotels and in the little account for nearly half of all bank deposit business)
Chinese restaurants where the ordinary Singaporean has been an important reason for the dramatic surge of
takes his wife and family out to dinner. The Chinese, economic growth experienced in recent years.

services. By 1958, when the island attained internal
self-government within the British Commonwealth, its
prosperity seemed seriously menaced by the pressures
of rapid population growth and urban decay.
In 1958 the population was more than 1.5 million,
and was largely concentrated in the built-up area
around the port on the southern tip of the island. By
1960, the annual rate of growth of population was the
highest then known in the world, 4.6 per cent—of
which 3.6 per cent represented natural increase. The
employment situation was already unsatisfactory, and
was bound to worsen as the high birth rate shifted the
age distribution of the population toward youths entering the labor market for the first time. About a third of
the population lived in slums, either in the congested
city center, or in squatter settlements on its outskirts.
It was clear that the rate of growth of Singapore's traditional sources of income would be insufficient to
cope with the island's economic and social needs.
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Prices have been stable throughout the last decade,
averaging an increase of about 1 per cent a year,
reflecting the responsible attitudes of both labor and
management, which have been encouraged by rapid
economic growth, rising labor productivity, and sound
government financial and labor relations policies. One
businessman described Singapore's new labor laws,
adopted in 1968 after extensive discussion with both
labor and management, as "an industrialist's dream,"
and I found widespread amazement, among workers as
well as employers, at the gloomy strike record of the
so-called "advanced" countries.
Singapore's education system has been greatly
improved in recent years. At least ten years' schooling
is now provided for every child from the age of six;
primary education is free, and arrangements can be
made for remission of fees at the secondary level in
cases of need. Increasing emphasis has been placed on
technical and vocational education at the secondary
and post secondary levels; the great majority of the
students at Singapore's four institutions of higher education specialize in the physical, mechanical, or social
sciences, or in technical or vocational courses.
The Government rightly regards Singapore's welleducated and highly motivated labor force as one of its
most precious national assets and considers further
improvement of the educational facilities available to
be a top-priority investment in the country's future.
Estimated 1969 government current expenditure on
education represented 22 per cent of the total of such
expenditure. This was actually a slight percentage
decrease compared with levels in earlier years, caused
by new and pressing needs in other sectors. Spending
on education continues, however, to rise rapidly in
absolute terms and is expected to increase still further.
Unemployment still exists, but has fallen steadily
since the mid-1960's to a current rate of 7 per cent
(estimates are hard to obtain, and certainly include
some "voluntary" unemployment—people living with
their families while they look for jobs that suit their
aspirations). The Singapore dollar (S$3 = US$1) is
one of the strongest currencies in the world, backed
more than 100 per cent by Singapore Currency Board
holdings of gold and "hard" reserves. GDP has grown
at an average rate of 10 per cent a year since 1965,
and is on an accelerating trend, although the Government expects a temporary slowdown in the early 1970's
resulting from Britain's decision to withdraw its defense establishment from the island.
Industrialization
It has been said that the history of Singapore is written in statistics. A statistical comparison or two certainly helps to provide a clue to—and the measure of
—the dynamic changes that have occurred in Singapore's economy during the last decade. In 1961,

entrepot trade and manufacturing contributed 18 per
cent and 9 per cent, respectively, to Singapore's GDP.
By 1968 the combined contribution of trade and industry was providing 27-28 per cent of the total.
But their respective shares in the new total had
shifted sharply, now representing 16 per cent and
12 per cent respectively, with industry on a strongly
rising trend. This is reflected in employment figures.
Over the period, 50,000 or more new jobs had been
created in the economy as a whole; in 1968, 14,000 new
jobs were created in industry alone. Output statistics are
equally revealing; between 1961 and 1968 the value of
output of Singapore's manufacturing sector quadrupled,
as did the value of manufactured exports. Meanwhile,
the composition of manufacturing output and the direction of manufacturing exports also shifted dramatically.
In 1961 the emphasis was on relatively unsophisticated
goods, mostly for domestic or regional consumption. By
1968 the most rapidly growing industries included
chemical and petroleum products, machinery, electrical
products, shipbuilding and ship repairing, and motorvehicle building and assembling; at the same time
Singapore's exports were booming in the United States
and Japan as well as in regional markets.
Why Industrialize?
The decision to go all out for industrialization in the
1960's was based on three main premises. First, even if
rapid expansion of the entrepot trade proved possible,
the direct effect on unemployment would be small
since the import-export business was not particularly
labor-intensive. Second, Singapore was heavily dependent on income from trade and from the British defense
bases (which together contributed nearly a third of
GDP); both these sources might be subject to fluctuations caused by political and economic factors outside
Singapore's control. (Subsequent events in the 1960's
confirmed apprehensions on this score—luckily after,
rather than before—the decision to industrialize was
taken.) Diversification of the economy was seen to be
essential; with no indigenous raw materials to exploit,
intensive industrialization was the only answer. Third,
Singapore's existing advantages—a traditionally hard
working and adaptable labor force, a strategic geographical position, and an already existing sociopolitical, financial, and physical infrastructure—put
it in a good position to become a successful manufacturing center if the process of industrialization was
properly managed.
Thus industrial development seemed both necessary
—to provide a foundation for soundly-based long-term
economic growth as well as to ease immediate problems—and feasible. But the smallness of Singapore's
domestic market limited the scope for industrial development based solely or mainly on import substitution;
it was clear that the long-run growth of the manufac-
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turing sector would have to depend on export sales. It
was also clear that industrial development would have
to be carefully organized, so as to avoid turning the
island's tiny land area (225 square miles) into a single
industrial slum. How was this aim—the orderly development of an economically viable and socially acceptable manufacturing sector—to be achieved?

The Economic Development
wife of Industry

Board—Mid-

My first appointment in Singapore was at the
Economic Development Board (EDB), a statutory
body set up in 1961. EDB has been the midwife—with
all the range of activities and skills the term implies—

of Singapore's industrialization drive. During the past
decade, EDB has set itself to import an industrial revolution, by encouraging firms, from the industrialized
countries to set up plants in Singapore. This policy was
designed to ensure both that the physical and human
resources employed in Singapore's industrial sector
would be tuned to a high level of technical refinement
from the start, and also that the goods produced would
either have assured markets in the parent company's
country, or would be of sufficient quality to sell competitively anywhere in the world.
But promotional activities were only the beginning
of EDB's work. It was set up not only to attract foreign industry to Singapore, but also to help firms—for-

The building boom is impressive: 28 hotels with a capacity of 13,000 rooms are currently under construction.
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eign and domestic—to establish themselves on a satisfactory long-term basis. To this end, EDB works with
other statutory bodies and the Government on all
aspects of policy concerning industry—ranging from
tax and tariff policies to industrial training and recruitment, from supporting services (such as economic
evaluation of proposed projects) to the establishment
and enforcement of industrial standards. (It is typical
of the forethought of the Singaporeans that they have
established a highly active Institute of Standards and
Industrial Research at the beginning of their industrialization processed.)
Until mid-1968, EDB was also the main institutional
source of long and medium-term industrial and commercial financing—a function now exercised by the
Development Bank of Singapore (DBS) which began
operations on September 1, 1968. DBS, which is 49
per cent Government owned, took over a loan portfolio
of S$45 million from EDB; in its first year of operation it approved 52 new loans totaling over S$100
million. It also approved equity participations in 20
projects to a value of nearly S$24 million. The work of
DBS is an important part of Singapore's over-all industrialization effort; it has recently received a World
Bank loan of US$5 million (S$15 million). Together
with a sophisticated and entrepreneurially-minded private financial sector, it is providing the essential seed
capital on which future industrial growth will depend.
The establishment of DBS had been preceded a
month earlier by the hiving-off by EDB of another of
its former functions—the management of industrial
estates. This job is now undertaken by the Jurong
Town Corporation (JTC), so named after the most
important of these estates, located at Jurong nine miles
from Singapore city. Though the increasing diversity
and volume of EDB's activities have required it to vest
direct responsibility for estates in a separate body
(JTC), Jurong township nevertheless represents perhaps the most impressive single manifestation of EDB's
contribution to Singapore's industrial development.
Jurong
Nine years ago the Jurong site was a wasteland of
scrub and marshes. Today, it is a thriving industrial
complex with nearly 300 factories in operation, and
with plans for ultimate expansion to accommodate up
to 500. The industries already established produce
items as diverse as steel, Pharmaceuticals, textiles, electronics components, and books, but Jurong is broadly
a heavy and medium industry complex (light industries
and crafts can locate in so-called "flatted factories"—
high-rise buildings on the new public housing estates
near or in Singapore itself, where an individual can
rent a floor or part of a floor for his business).
Jurong was meticulously planned from the start.
Over S$200 million has been spent on the site and its

facilities, which include all the necessary infrastructure
—electricity (Jurong has its own power station, the
second stage of which is currently well along in the
planning stage), telephones, four-lane highways, water
(including industrial water), sewage, and a rail link
to the main Singapore-Malaysia railway. JTC employs
500 permanent staff, and a further 300 on a day-rated
basis. The Corporation has spent S$60 million on land
reclamation alone; it is currently moving a million cubic
yards of earth a month. JTC also builds factories to
its own standard designs for firms without special requirements; in urgent cases, it will work on a 24-hour
a day basis to complete a factory.
Jurong has its own port, with a 3,000-foot, five-berth
wharf for deepwater vessels; using bulk handling by
conveyors, 250 tons of general cargo can be unloaded
in an hour. There is also a 1,260 foot wharf for lighters
and coastal vessels. One of the largest firms in the
township is Jurong Shipyards Ltd., (JSL) a firm jointly
owned by the Singapore Government and a Japanese
company. Most of JSL's earnings, which are expected
to reach S$45 million in 1970, come from ship repairing, but it plans to set up a subsidiary to undertake
more shipbuilding in the years to come.
The combination of Japanese expertise and a highly
educated and motivated Singapore labor force has
helped JSL to become a thoroughly successful and forward looking business: apart from expanding the shipbuilding side of its operations, the company is also
planning to extend its ship repairing facilities to take
300,000-ton supertankers (today it can take vessels of
up to 90,000 tons). I met the company's Japanese
general manager, who told me that prices for repair
work were still slightly higher than in Japan, and labor
productivity rather lower (though he put this down
partly to Singapore's much hotter climate).
But these slight disadvantages are more than offset
by Singapore's ideal geographical location; the general
manager pointed out that Singapore was the only port
between the Middle East and Japan with dry docks
capable of taking the really big ships that owners now
favor.
Shipping is a natural industry for Singapore, not only
because of its geographical position, but also because
of the infrastructure facilities it can offer and its traditional connection with the entrepot trade. Geography,
infrastructure, and Singapore's long-standing experience in the import-export business were among the
factors which led another firm I visited in Jurong to
locate there. This was Caterpillar Far East Ltd., whose
Jurong depot is the main distribution center for South
and East Asia—from India to Taiwan—of Caterpillar
parts. Its managing director was emphatic in his endorsement of Singapore as an operational base. He
stressed the excellence of the facilities at Jurong: the
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The Port of Singapore Authority's new container facility, constructed with the assistance of World Bank funds.

high level of locally available skills, the high degree of
motivation of his locally hired staff, and the entrepreneurial attitude of both the public and private sectors.
(The Government had the foresight to set in hand the
building of a container terminal in the port of Singapore—which Caterpillar was the first company to use
—and a local trucking firm was ready to undertake the
transshipment of goods between Caterpillar's depot and
the docks.) He also noted Singapore's refreshing freedom from corruption and "red tape."
It would be reasonable to find businesses connected
with shipping and distribution located here at the hub
of Southeast Asia; some of the firms at Jurong are a
little less predictable. There are electronics component
assembly plants, whose U.S. parent companies find
it more economical to transport parts to Singapore
for assembly than to assemble them in the United
States. There is a factory which both mints Singapore's
coinage and makes ammunition and small arms for its

armed forces—currently being built up to give the
country an effective self-defense capacity following the
phased rundown of British defense personnel, to be
completed in 1971. There is an integrated book printing and publishing company, one of the most advanced
in the world, whose export sales are expected to
amount to S$7-10 million in 1970; the firm sells text
books and dictionaries to countries all over the world,
from Japan and the Philippines to the West Indies and
Canada. .
Jurong is more than just an industrial estate: it is a
complete city in the making. Already about 18,000
people (roughly a quarter of the current labor force of
25,000, together with their families) live in new housing estates within the township, and the JTC management plans to attract a much larger proportion to settle
locally over the next few years. Apart from housing,
existing or planned amenities designed for this purpose
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include schools, shops (over 100 already exist), a
community center, a swimming pool, two cinemas (one
conventional, one drive-in), sports grounds, a golf
course, and even a night club.
This combination of practicality and concern for
people's welfare is something one finds continually in
Singapore. Jurong is an outstanding example of a practical solution to the problem of attracting industry to
Singapore; it is also an outstanding example of the
extent to which the authorities are working to humanize the industrialization process—to make it enlarge
rather than degrade the experience of the ordinary
worker. Perhaps the greatest achievement of the Singapore Government over the last decade lies in the fact
that quantitative goals in the form of higher national
income, more jobs, better infrastructure, and so on

have been attained—but at the same time, material
prosperity has been seen as a means, not an end in
itself.
Expansion of Infrastructure
Apart from the work of the Economic Development
Board, the factors contributing to Singapore's industrial
growth during the 1960's have included the availability
of trained labor and excellent financial and commercial
services, together with wage and price stability fostered
by the openness of the economy and sound government
policies. But new industries could not have flourished
in Singapore as they have if they had not been able to
depend on a generally excellent network of physical
infrastructure—the skeleton of power, transportation,

General service berths are open to ships of any line.
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and communications facilities upon whose basic strength
the growth of any country's industrial superstructure
depends. Most of the infrastructural expansion in
recent years has been financed by locally provided
funds: the World Bank has, however, provided essential assistance through loans totaling $115 million for
port development, electric power, water supply, telecommunications, and development banking.

The Port of Singapore
The Port of Singapore is the fourth busiest in the
world. In 1968, 32,000 ships comprising a total of 129
million tons used its facilities; cargo handled reached a
record level of 35 million tons. Of this total, 27 million
tons was accounted for by oil. Singapore is one of the
world's most important oil distribution centers; five
major oil companies have refining or storage bases
there, of which the largest has a refinery capable of
producing 6 million tons a year. Oil shipped to Singapore is re-exported to users throughout South and East
Asia and to Japan, Australia, and New Zealand.
General cargo, which made up the remaining 8 million tons of the port's 1968 total, is unloaded either at
the wharves of the Port of Singapore Authority (PSA)
—three miles of them, with berths capable of handling
30 ships simultaneously—or in the "roads" of the outer
harbor, where cargo is unloaded onto small lighters,
which in turn are unloaded at wharves in the inner
port.
Up to 200 ships a day may call at Singapore. PSA's
wharves consist entirely of "general service" berths,
none of which is reserved for the exclusive use of any
one shipping line. This makes for a high utilization
factor—currently over 90 per cent—as no berth has to
stand empty waiting for a ship belonging to "its" line
to dock.
PSA has met rising demand by building a new container port. Containerization offers important advantages in speed and efficiency of cargo handling. The
maximum amount of freight that can currently be
loaded and unloaded in an hour by conventional work
gangs (using six gangs simultaneously) is 120 tons an
hour; with containerization, two cranes will be able to
load and unload a total of 800 tons an hour. By 1977
PSA expects 10-15 per cent of general cargo handled
to be in container form. The construction of the container port is being assisted by a US$15 million World
Bank loan.

The growth of industry, and the rising general prosperity it has brought with it, have created a surge of
industrial, commercial, and private demand for power
and water facilities for whose provision PUB is responsible.
Singapore's per capita consumption of electricity—
950 kilowatt hours a year—is the second highest in
Asia after Japan's. The island's small land area, with
most consumers densely packed in urban areas, means
that PUB is constrained for space in the building of its
distribution substations, and must observe very high
safety standards since substations are often placed
immediately adjacent to the public housing projects
whose power needs they serve. I saw some of the
Board's new SF 6 (sulphur hexachloride) insulated
switchgear installed in a substation at one such housing
estate. The equipment is extremely compact and airtight—important advantages in a crowded and humid
urban area—and PUB is one of the first electricity
authorities in the world to use it. The substation itself
was built on three stories, a practical solution to the
problem of land use (and, incidentally, to that of occasional floods which occur when the rains are particularly heavy)—and an elegant contrast to the sprawling
masses of cables, transformers, and other equipment
which disfigure the environment in many western countries.
The substation I visited was one of a number
equipped with the assistance of a World Bank loan.
Although PUB's total revenue—from electricity and
water—has doubled since 1963 (from S$80 million in
that year to S$162 million in 1969, a figure which represents a current rate of return of 11 per cent), the
expansion of demand has been too rapid for the Board
to find all the capital it needs from its own resources.
The Bank has made four loans totaling US$60.5 million to PUB for electricity generation and transmission
since 1963; it has also made two commitments totaling
US$15 million for PUB's other main activity, water
supply.

Water Supply
Until very recently, Singapore obtained barely a
quarter of its water requirements from its own reservoirs; the rest was supplied from the Johore River
Waterworks (whose development was assisted by a
US$6.8 million World Bank loan, made in 1965) on
the Malaysian mainland. But the new reservoir at Seletar, built with the assistance of a US$8 million World
Bank loan, will increase the domestically obtained
Electricity
supply to somewhat nearer 40 per cent of Singapore's
The foresight, adaptability, and willingness to make total water consumption (which averages about 100
use of new facilities to meet rising demand demon- million gallons a day). There had previously been a
strated by both management and labor at PSA are small reservoir here, with a total capacity of 150 milequally evident in another of Singapore's "infrastruc- lion gallons; the new reservoir, which covers 800 acres,
ture" authorities, the Public Utilities Board (PUB). holds 5,400 million gallons.
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Low cost housing: '"Instant Asia' sums up Singapore's strengths and weaknesses, its problems and its potential."

Seletar is an extraordinarily beautiful spot, huge and
glittering, its irregular edges surrounded by thick
woods into which little boys rushed as our boat
passed; they had been fishing, currently an illegal pastime at Seletar, although PUB hopes soon to restock
the reservoir with algae-eating fish and to permit
anglers to try their luck legitimately. The Board has
other plans, too, to make Seletar a recreation center
for the people of Singapore. Two hundred and seventy
acres bordering on the reservoir have been set aside as
a zoological garden, where animals can roam freely in
their natural habitat, and plans are afoot to allow oarsmen to make use of the reservoir for boating. These
facilities should notably increase the Seletar's recreational drawing power, which already brings as many
as 600 visitors a day on weekdays, and up to 3,000
a day over weekends.

Housing, Urban Renewal, and Environmental
Planning
When the Housing and Development Board (HDB)
took over the function of providing public housing in
1960, demand for new housing in the decaying urban
areas far exceeded supply. Applicants were liable to
have to wait three years for rehousing, and were forced
to live in the interim in squalid slum houses subdivided
into tiny cubicles. A Singapore Government publication
of the time has a prophetic ring for many European and
American cities today, ". . . rapid unplanned growth
has led to urban sprawl and a general exodus of the
upper and middle income groups . . . to the suburbs.

As the wealthier classes have moved out, so the poorer
sections of the community, in search of employment
opportunities and a roof over their heads, have moved
in. And inevitably with them have come the criminal
elements. . . ."
The scale of the problem was enormous, and no
time was wasted in tackling it. In its first full year of
activity, 1961, HDB completed 7,320 new housing
units, over four times the average for the period since
1948. By the end of 1965, HDB had built the staggering total of 54,430 units, well over twice the total built
in the 33 years between 1927—when the first public
housing authority for Singapore was set up—and 1959.
By the end of 1968, the total of one, two, and threeroom units completed had reached over 93,000; nearly
a third of Singapore's population of 2 million now
lived in public housing (compared with less than one
tenth of the 1960 population of 1.6 million).
The Board's chief aims have been first to clear the
backlog of the homeless, and then to improve upon the
relatively austere standards of the early years, providing tenants with more room, more privacy from their
neighbors, and a wider range of community facilities.
The architecture of the buildings, which are grouped
into neighborhoods of tower blocks of apartments, is
never unpleasing and at best it is quite spectacularly
good. Each neighborhood forms a self-sufficient unit,
complete with its own shops, parking facilities, schools,
community centers, playgrounds, and other amenities.
Occupancy rates have fallen since the early 1960's
from about seven people per unit to about four people
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per unit today. Light industry, in the form of "flatted
factories" is located on or near the estates and HDB
works closely with other bodies (such as the State and
City Planning Organization, which is concerned with
long-run, over-all planning of Singapore's physical
development, involving questions of land use, transportation networks, air and water pollution) in planning
the location and design of its sites.
HDB's first task was to deal with the priority needs
of Singapore's poorest citizens. It still regards this as a
prime responsibility, and there is still much to be
done; resettlement of the squatter shantytowns on the
outskirts of the city has now taken the place of clearing city-center slums as the Board's chief target. But it
and other statutory authorities are also beginning to
develop Singapore as an attractive place for foreigners
to visit as well as a civilized environment for Singaporeans themselves. A number of projects are being
undertaken to make Singapore a popular tourist spot,
including a "golden mile" development along the
waterfront involving the creation of new commercial
and office facilities and the provision of sites for hotels.
The current hotel-building boom reflects the rapid
recent rise in the number of visitors to the city, from
just over 90,000 in 1964 to over 200,000 in 1967 and
over 250,000 in 1968. Twenty-eight hotels with a combined capacity of 13,000 rooms are currently under
construction.
The world-wide growth of the package tour business, and the rapid development of air travel, have
encouraged the Singapore Tourist Board to undertake
ambitious plans for resort facilities on a 700-acre
island, a ten-minute boat ride from the city center.
Currently a military base, the island will be converted
into a complete tourist center, with a golf course,
beaches, hotels, restaurants, and night clubs. Lacking
the ancient attractions of its neighboring countries,
Singapore, with typical pragmatism—a favorite word
in the Republic—has decided to turn its smallness, its
ethnic and cultural diversity and its relatively short
history to advantage with the slogan of "Instant Asia."
Model areas reflecting the traditional cultures of Singapore's four main ethnic groups—Chinese, Malay,
Indian, and Tamil—are planned. Here, the promotional

argument runs, you can see all Asia at a glance, and
play golf as well—a shrewdly calculated bid for the
custom of today's Grand Tourists from Manchester,
Milan, Minneapolis, and Munich.

Conclusion
I confessed myself a little unhappy about "Instant
Asia" to a Singaporean friend, and his reply seemed to
me to sum up Singapore, its strengths and weaknesses,
its problems and its potential. I should remember, he
said, that this was not an ancient society like those of
Europe, not even one of moderate antiquity like the
United States. Singapore was "instant everything"—instant trade in its early days, instant industry, instant
public housing, instant ethnic integration. "We are a
small island," he said, "and a small population; we
have to make our way in a world of giants. We do our
best to make our society humane as well as efficient,
and we think we succeed in this. But you must realize
that we have very many problems still, and very little
time or space in which to solve them. So we must
work harder, give better service, be more honest, clean
and polite than everyone else. In Europe, you can
afford quaintness; in America, there is enough space
and wealth for mistakes to be made. But we must get
things right first time, and we must do things quickly.
We have so little time."
Although I still had some doubts about the specific
concept of "Instant Asia," I left Singapore with quite
unreserved admiration for all that its people had
achieved in a few short years, and with the' thought
that perhaps reservations about "instant everything"
were those which only the old, rich nations of the
developed world could afford. Indeed, perhaps even we
could no longer afford such reservations; perhaps the
developed nations as well as the developing ones could
benefit from my friend's warning that we do indeed
have "so little time" in the global effort to make our
planet a tolerable place for all its people to live. It is
this proper sense of urgency which makes Singapore
such an exciting place to be, and which, tempered as it
is with humanity and concern for the well-being of the
individual citizen, lies at the heart of Singapore's outstandingly successful development achievements.

Peter W. Bocock joined the World Bank's Department of Information and Public Affairs in April 1968. He graduated from Oxford
University in Philosophy, Politics, and Economics in 1964. After
working some months with a management consultant firm, he was
with the Conservative Party Research Department in London from
1965 to 1968. During 1967-68 he taught at Oxford University, where
he was Junior Lecturer in Politics at Magdalen College.
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In an article on "Weather and Economic Development" in Finance and
Development, (June 1969), Bernard Oury touched on the possibilities that
crop insurance offers to economic development. His references aroused
widespread interest, and in this article he enlarges upon this theme.
Bernard Oury

T

HE FIRST reference to multirisk or all risk crop
insurance appears to have been made by the
American statesman and scientist, Benjamin Franklin,
in 1788. In that year France suffered the loss of crops
over much of the country due to a severe storm. When
Franklin heard of this he wrote to one of his correspondents in France saying: "(It must have been a terrible tempest that devastated such an extent of the
country. I have sometimes thought that it might be well
to establish an office of insurance for farmers against
the damage that may occur to them from storms, blight,
insects, etc. A small sum paid by a number could repair
such losses and prevent much poverty and distress."1
About 110 years were to pass, however, before any
organized effort would be made by an insurance group
to do in the United States what Franklin had in mind
for agriculture. Insurance on buildings and equipment,
against specified risks such as fire, windstorm, and hail
have been available to farmers for a long time from
farmers' mutual insurance societies and commercial
companies, both in Europe and in the Americas. Insurance on crops, though only against fire and hail, and
insurance on livestock are the oldest forms of insurance against agricultural risks. Yet these are not the
most important single risks in agriculture. In the
United States, several attempts were made around the
turn of the century by private insurance corporations
to write multi-risk or all risk insurance on crops. They
failed because of the heavy liabilities involved. Such
contracts were written against loss of income from the
crops for any cause including prices; and price declines
were, on the whole, more important causes of loss than
crop failures.
Interest in crop insurance revived in the 1920's. The
International Institute of Agriculture, forerunner of the
Food and Agriculture Organization, made studies on
the subject. Aside from numerous schemes and proposals for commodity price stabilization through control or
support of prices or production, commodity price stabilization by means of insurance was discussed in the
United States as early as 1928. The first world survey
of existing agricultural insurance systems was initiated
in September 1937 by the Assembly of the League of

Nations when it asked its Economic and Financial
Organization "to undertake a study of systems of agricultural credit and insurance with a view to the elaboration of principles calculated to strengthen internal
and external credit and suitable for adoption by countries contemplating a modification of their existing legislation." A report on these systems by Louis Tardy
was submitted and discussed in 1938.2 In the same
year, crop insurance laws were passed in two countries,
the United States and Japan; these created the first
government-operated multi-risk or all risk crop insurance schemes in the world. These first two systems
served as examples to many other countries, even
though their development was not untrammeled.
Today, against the background of tremendous
accomplishments of technology both on earth and in
space, and the world food/population balance prospects
in the not-so-long run, crop insurance assumes new
and added importance. The possibility of stabilizing
producers' earnings and encouraging production in a
large and essential segment of the world economy and
narrowing the food gap through a powerful combination of appropriate technologies and appropriate financial techniques of crop insurance/re-insurance is itself
of great importance for the masses affected. Furthermore, by helping to prevent, or to compensate for,
losses arising from adverse supply-induced movements
in producers' earnings and avoid disruption of their
development programs, it is relevant to the assistance
which appears necessary in the future in order to
ensure a reasonable hope of sustained and eventually
self-sustaining growth in a number of countries.

1
Neas, B.C. Antecedents of Crop Insurance in the United
States, Lecture given at the Central American Seminar on Crop
and Livestock Insurance, Mexico, October 1966.

2
Tardy, Louis, Report on Systems of Agricultural Credit and
Insurance (submitted by) League of Nations, Geneva, December 14, 1938.

Crop Insurance and Economic Development
Insurance, generally, has indeed become in modern
times one of the major instruments of economic policy
for stability and growth. Considered from the general
point of view of development, crop insurance may be
regarded as an instrument of partial mobilization and
earmarking of savings, and, when compulsory, as an
instrument of income redistribution among the farming
community, and sometimes among the whole community, when there is some form of government support,
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in sharing the burden of the losses occurring in agriculture in times of distress.
When family labor is included in the calculation of
production costs, multi-risk or all risk crop insurance
may provide some of the elements of a minimum
income guarantee scheme. When diversification from
one or two major export crops toward import substitution or production of other export crops is a foremost
goal, crop insurance with appropriate premium subsidies where needed may provide an incentive to
increase production of domestic food or other needed
crop, thus helping to redress a difficult structural balance of payments situation. As indicated earlier, stabilization of farm income also helps to keep the flow of
farm supplies even, thus in turn helping to maintain,
establish, and increase demand for industrial development. Crop insurance, therefore, can be conceived as
part of a comprehensive program of incentives for
development. This implies the existence of an extension
service or some comparable means of helping the
farmer by demonstrating to him practical means of increasing productivity. This may be by encouraging him
to use better seed, fertilizer, irrigation, and other inputs
and equipment, and to use appropriate credit terms so
that he may purchase the necessary inputs. Effective
implementation of crop insurance during the process of
development would be conducive toward creating a
food buffer reserve and promoting stability of food
prices.
Crop insurance has played a role in meeting the
impact of crop yield risks in the Great Plains of the
United States. This illustrates how crop insurance,
where feasible, can be expected to be a major instrument of programs of development of rain-fed agriculture. This role has been further illustrated in Mexico.
Hsieh 3 reports, for example, that the lack of irrigation
facilities in most parts of the 116,000-hectare corn
project in a highland rain-fed area with a considerable
drought hazard, in the State of Puebla, would have
constituted a serious deterrent to inducing additional
expenditures by smallholders on farm inputs, if it had
not been for the availability of the Mexican crop insurance program. Despite certain limitations of the latter,
such as the small coverage (equivalent to only 1,100
kilograms of shelled corn per hectare) and high,
though government-subsidized premiums, crop insurance was probably indispensable to achieving the rapid
initial success of the Puebla project.
In addition to providing direct incentives, crop
insurance may have some important catalytic effects
that would also contribute to development. Lipton 4
3
S.C. Hsieh, On the Puebla Project, Mexico, Asian Development Bank, Manila, 1970.
4
Michael Lipton, "Strategy for Agriculture: Urban Bias and
Rural Planning," in P. Streeten and M. Lipton, Editors, The
Crisis of Indian Planning: Economic Planning in the 1960's,
Oxford University Press, London, 1968.

argues that it could contribute to the transformation of
the structure of property relations as well as lead indirectly to a reduction in the birth rate of peasant families through an increase in security. There is little
doubt that in many lower-income countries the tenant
and the landless laborer will continue to defer to the
landlord, the merchant, or the money lender until the
government provides (1) substitutes for the old trade
credit, (2) adequate employment, and (3) appropriate
contact with officials. Such substitutes as crop insurance, loans secured against the harvest, and open
employment opportunities, may be costly, "but it might
be truly self-defeating to act as if such substitutes
already existed and to ignore the effects on newly
enacted agricultural legislation of the real, feudal
power still prevailing at the grass roots." Examples of
such situations are many in the lower-income countries.
The predominance of large families in subsistence
societies illustrates the insurance principle. Traditionally, a farm couple was well advised to have a number
of children to ensure one surviving son; many children
also mean availability of no-wage family labor as well
as insurance against destitution in old age; today a
smaller family will do. Many practices now standing in
the way of economic progress similarly were attempts
to provide built-in insurance. Among them are tenants'
preference for share-rents over fixed rents; borrowers'
preference for repaying in kind over repayment in
cash; hoarding of marketable surplus, etc. Alternative
sources of security, especially crop insurance, could
contribute to overcome these obstacles.

Crop Insurance and Creditwor thin ess
One of the most important contributions of a good
crop insurance system to development is its strengthening of the financial stability and soundness of farmers
and hence their creditworthiness for borrowing funds
needed for development. We should certainly expect
that well-devised and administered systems of crop
insurance would increase farmers' creditworthiness.
The ever-present element of risk in farming is a major
consideration in establishing creditworthiness. When
considering the extension of agricultural credit, primary
attention may have to be given to the objectives of
increasing domestic agricultural production and to
improving farmers' real income; yet, the repayment
ability of applicants is always a major consideration in
reaching decisions on loan applications. The matter of
collateral is important too, but it stands next to repayment ability. In the financing of major crops the
absence or presence of an insurance program is therefore often fundamental because of its implications for
improving the ability of farmers to repay.
Less developed countries are currently faced with
the challenge of rapid agricultural development within
a context of generally declining world agricultural
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prices (except for a few commodities); it was generally
the opposite for their counterparts of yesteryear, some
200 years or so ago, which are now among today's
advanced countries. The result in several developing
countries has been a dramatic increase in farm output
in recent years, but profits went only to a relatively
few well-to-do landowners, while aggravating the financial position of a great many other peasants or farmers
and their discontent. For example, Wharton 5 reports
that studies conducted at the International Rice
Research Institute indicate that whereas the total cash
cost of production for the average Filipino rice farmer
using traditional methods and varieties is about $20
per hectare, the cost rises to $220 when the new highyielding variety IR-8 is grown. Although the yield may
increase threefold leading to a net return four times
greater than with traditional varieties, the farmer must
have access to substantially greater credit to finance his
operations.
Hence, farmers in less developed countries are currently bearing a relatively heavier burden of rapid
credit absorption and consequently there is a larger
amount of defaulting on repayment on the part of
farmers suddenly stricken by adverse weather conditions. Governments are faced with disruption of development programs, balance of payments problems, and
financial crises when the agricultural sector is stricken
by adverse weather conditions. They then may have to
turn to their international creditors to present them
with moratoriums on their international debts.
Crop insurance and re-insurance may contribute to
easing such recurring situations. In countries where it
already exists, crop insurance often is closely tied in
with credit. This is because banks and other credit
institutions may be reluctant to lend money to a peasant or farmer whose only security is the crop he plans
to raise. Crop insurance, used as collateral for loans,
can help to overcome this reluctance to lend by
improving farmers' creditworthiness, i.e., crop insurance and credit are mutually reinforcing. However, the
credit system must be adequate to needs: thus, crop
insurance is not likely to accomplish very much if the
proceeds to farmers are ultimately dissipated in repaying loans to small local traders and money lenders at
excessively high rates of interest.
Much is to be learned from the early experiences of
the U.S. Federal Crop Insurance Program. At its
inception in the late 1930's it had a very ambitious
threefold objective, namely (1) the protection of individual farmers' income against the hazards of crop failure, to enhance their creditworthiness, (2) the protection of consumers against shortage of food supplies
and extreme prices, and (3) a measure of assistance to
5
Clifton R. Wharton, Jr., "The Green Revolution: Cornucopia or Pandora's Box?" Foreign Affairs, Vol. 47, No. 3
(New York, April 1969).
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Locusts can devastate a grain field: "Insurance on crops, though only
against fire and hail, and insurance on livestock are the oldest forms of
insurance against agricultural risks."
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depending on the risks, which are measured to the
extent practicable by losses experienced in the previous
years. The insuring of many kinds of crops in many
areas brings diversification of risks. Even so, an important reserve fund is generally required as a cushion to
spread the losses over several years.
The insured farmer will know the area designations
of his farm or fields, the yield guaranteed per hectare,
and the amount of the premium rate per hectare. Each
year after planting he must report the number and location of hectares planted to the several crops insured
under the crop insurance program. He reports any serious damage during the growing season and reports
shortfalls and losses after harvest. He must keep
records and evidence to prove the amount of his production. An adjuster, who might be a farmer, a retired
farmer, a member of a village cultivation committee, or
a government agricultural officer, inspects the farm,
measures the stricken fields, verifies the production,
determines the cause of loss and, if not caused by
neglect, poor farming practices, or some other uninsured cause, helps the farmer to prepare his claim. It is
important that the farmer be paid promptly after the
loss is accurately assessed. Consequently, the legal and
political status, as well as the structure and organizaEstablishment of Crop Insurance Systems
tion of the system, must be such as to assure the necThe problem of crop insurance has many ramifica- essary rapidity in the functioning of the system.
Appropriate legislation is needed to establish the
tions which must be considered within the context of a
bases
for a sound scheme and to create the crop insurparticular economy. In most lower-income countries,
before proceeding with the design and implementation ance agency to carry it out. Multi-risk or all-risk
of any crop insurance system, a thorough examination crop insurance schemes are usually operated by a
of activities in the agricultural sector may be needed government-sponsored agency. Credit institutions and
with a view to ascertaining whether the necessary agri- farmers' organizations might, however, in some incultural programs and policies exist; if they do not, stances contribute to capital needs. Nonetheless, in most
coherent new policies would be needed to provide a countries, financial ^support has to be provided by the
government in the form of participation in the reserve
sound basis for such a crop insurance scheme.
A multi-risk or all-risk crop insurance scheme pro- fund and possibly of subsidization of the cost of prevides essentially a specified yield guarantee. Under miums to farmers.
most schemes in effect the maximum yield guaranteed
Of course, difficulties are to be expected in establishper hectare does not generally exceed 75 per cent of ing a crop insurance program in lower-income counthe average yield computed for the period of reference tries. They should not be underestimated, but they are
(generally the five previous years); and in any case the not insuperable as time passes. In view of the current
amount of the indemnity is usually limited to the shortage of basic agricultural statistics in most of these
amount of expenditures committed to the insured crop. countries, preliminary experimentation on a small but
Under voluntary crop insurance the insurance has to appropriate scale would be essential to build an adebe sold and in some systems the farmer may choose quate actuarial basis for a crop insurance scheme. The
from among several options the amount of indemnity objectives of a pilot scheme would be (1) to study the
he wishes to receive per bushel or quintal and this technical aspects of crop insurance so that suitable feaamount is a major element in the calculation of the tures could be tested in terms of their relative effectivepremium he will have to pay. Under compulsory crop ness and popularity and to evolve a suitable actuarial
insurance, a form of crop insurance generally advisable grid; (2) to develop the appropriate machinery for
in less developed countries, there is necessarily less flex- efficient administration of the scheme and factor out
ibility and the premium, which is lower due to a wider the costs of the various operations; (3) to develop
distribution of risks, has the characteristics of a com- programs for educating farmers, farm organization
pulsory levy. Nevertheless, in both types premium rates leaders, extension workers, and agricultural officers in
may vary widely between areas and between crops, the technique of crop insurance and to demonstrate its

business and employment at large by stabilizing farmers' buying power with a view to sustaining economic
activity and growth. Thus, it was hoped in the United
States, during the Depression, that a crop insurance
scheme combining its effects with those of a commodity reserve scheme—both major instruments of the program established under the Agricultural Adjustment
Act of 1938—would partially level out the economic
effects of fluctuations in production, provide the farmer
who suffers a crop failure with some income upon
which to live, and in years of surplus prevent the
added supplies from lending their full force to depressing the prices of farm commodities. The objectives of
the U.S. crop insurance program had, however, to be
later reassessed (1947) and emphasis placed on the
promotion of the national welfare by improving the
economic stability of agriculture through a sound
system of crop insurance and providing the means for
the research and experience helpful in devising and
establishing such insurance. Nevertheless, this change
of emphasis does not preclude that a well-conceived
crop insurance program might in the years ahead play
a major role in the stabilization of the economies of a
number of countries.
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workability; and (4) to train a nucleus of skilled personnel for possible future generalization of the scheme.
Pilot schemes would, however, in their nature, be limited. Thus, because crop insurance is closely connected
with prevailing local conditions, a pilot crop insurance
scheme would best be confined to limited areas in a
limited number of villages. A pilot scheme should be
confined to a few major crops. The data for demarcating homogeneous risk areas should, wherever possible,
be obtained from village revenue records showing frequency of crop losses over a period of years, land revenue revision records, data on yield of crops, soil fertility, and agroclimatic factors. A compulsory scheme
would have several advantages. On the other hand a
pilot scheme, if further consideration convinces a country to go ahead, should be operated for a sufficient
number of years in order for it to yield adequate information on which to base conclusions.
Financing of Crop Insurance Schemes
The financing of sound crop insurance programs,
varied as they might be as to crops insured, amounts
of coverage, premium levels, and degrees of appropriate government subsidization, if justified, would not,
however, appear to raise insuperable problems. I am
well aware that in dealing with areas and peoples of
different nationalities and cultures, methods usable in
certain places may not be suitable in others. Ultimately, however, the major financial problem is twofold, namely (1) the size of the domestic crop insurance fund and how it should be provided for, and (2)
the easing of the financial stress upon domestic
finances through some form of external re-insurance,
either total or partial.
On the problem of domestic financing, it should be
made clear that crop insurance programs can be initiated only in countries, or states or provinces thereof,
with a sufficient agricultural and institutional structure.
This prerequisite being met, and where the principle of
development assistance is recognized and applied,
appropriate arrangements might then be made to
enable eligible countries to use, for instance, unused
Public Law 480 accumulated balances on some matching basis with domestic resources to put together
reserve funds. Noteworthy features of U.S. P.L. 480
are indeed its provisions for local currency sales and
for granting or lending substantial portions of these
accrued funds to the recipient country. The World
Food Program of utilizing agricultural surpluses to
meet food deficits may also generate counterpart funds
that could likewise be merged under appropriate terms
in a recipient country's agricultural insurance reserve
fund.
In modern insurance practice, re-insurance is generally a necessity, and re-insurance for crop insurance
schemes would be essential for most developing coun-

tries. Through re-insurance, the insurer having accepted a risk that is beyond its own means, will cede
part of the risk to another insurer. This is particularly
the case in the insurance of high risks requiring sizable
reserves, as is multi-risk or all risk crop insurance. The
re-insurance of crop risks is not new. It has been practiced commercially for a long time for selected plantation crops, such as coffee, tea, and sugarcane. Private
underwriting of crop risks may be authorized in a
country with re-insurance protection being available
from the government. This is illustrated by a little
known and never used provision of the U.S. Federal
Crop Insurance Act. A government-sponsored underwriting of crop risks may be authorized with reinsurance protection being secured on the commercial
market. This is illustrated by the Mauritius Sugarcane
Insurance Scheme and the Puerto Rico Farm Insurance Scheme seeking re-insurance (total or partial) on
the international market. In 1957, the U.S. Federal
Crop Insurance Act was amended to permit the U.S.
Federal Crop Insurance Corporation to provide reinsurance for crop or plantation insurance in Puerto
Rico when such re-insurance is not available from private sources at reasonable cost. This provision was
used for the first time in 1968, but the larger share of
the re-insurance was even then obtained from commercial sources. A central government may authorize state
or provincial government underwriting of crop risks
Tornado: "In modern insurance practice, re-insurance is generally a
necessity, and re-insurance for crop insurance schemes would be essential
for most developing countries."

41

©International Monetary Fund. Not for Redistribution

with the central government standing behind state or
provincial schemes through re-insurance. An example
of this is provided by Canada where multi-risk or all
risk crop insurance was introduced in 1959 with provision for each province which so desired to establish its
own independent provincial crop insurance corporation, these being in turn re-insured at the federal level.
The Canadian scheme also has the peculiarity that it is
voluntary, with the Government of Canada subsidizing
25 per cent of the cost of premiums to farmers and
paying one half of the administrative costs and the
provincial government the other half. Provincial governments in some cases also subsidize a portion of
premium costs. The experience in Canada where the
Federal Government assists the provincial governments
in the development and operation of crop insurance
plans, separated provincially, could be quite relevant to
large countries with a decentralized administrative
structure. It could be quite valuable also in any study
toward establishing an international crop insurance
system.
In any sound development strategy the functions of
prevention and of assumption of risks are closely associated. The objectives are first to tame the environment
so as to make nature yield more than it would otherwise do through sound agricultural development projects of one kind or another, and then to provide insurance protection against damages which cannot be
avoided. The appropriate balancing of these objectives
is at the center of the effectiveness of long-run agricultural development aid credits, some of which are made
available for 50 years or so, a time span over which
any agricultural development project is liable to be
repeatedly disrupted by heavy losses due to adverse
environmental conditions, notably weather, the risk
probability of which can generally be calculated. (Even
irrigation projects are not immune to weather risks.)
Crop insurance and re-insurance might provide some

of the necessary criteria on the basis of which several of
the countries concerned could be eligible for and rapidly receive more effective assistance. The possibility
of channeling a portion of the resources committed
each year to multilateral aid soft lending operations
through the reserve fund that an international crop
insurance/re-insurance scheme would require, and thus
ultimately to eligible countries in proportions consistent
with the importance of their agricultural sector and
their self-help efforts, deserves careful examination. So
does the possibility that an existing soft loan multilateral aid fund could be made to fulfill the role of
such international crop insurance corporation through
annual allocation of a portion of its resources for this
purpose, and the collection of appropriate re-insurance
premiums. In such studies it should be borne in mind
that a portion of the substantial indemnities to be paid
out by such international crop insurance schemes could
be paid in surplus commodities.
An international crop insurance corporation would
operate by re-insurance rather than by direct insurance. Hence, it would undoubtedly require the crop
insurance legislation, plans, and contract provisions of
interested countries seeking re-insurance protection to
be working on a sound basis, and their agricultural
development programs and policies to be developing so
as to become appropriate to their needs and coherent
in purpose and method.
I hope it will be clear from what I have written that
the introduction of crop insurance schemes is possible
only in countries where a suitable governmental, institutional, and administrative framework exists; that
even in such countries it requires careful preparation
and exploration by means of a pilot scheme; and finally
that crop insurance provides no panacea. What it does
offer is one possibility, which needs to be further
examined, of stabilizing agricultural earnings and thus
promoting development.
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Stabilization Problems
and Policies in Tunisia
The experience of Tunisia since 1956 is typical of many recently independent countries; this article discusses some of the problems that have
been encountered and how they have been met.
Evangelos A. Calamitsis

T

UNISIA attained independence in 1956 as a beylik or monarchy, and was proclaimed a republic
the following year. Lying at the crossroads of the
eastern and western Mediterranean, between Algeria
and Libya, it is the smallest of the North African countries in land area. In 1969, its rapidly growing population reached an estimated 4.9 million, and the gross
domestic product (GDP) per capita amounted to about
$240, well above the average of Africa as a whole,
Though endowed with relatively modest resources,
Tunisia has made considerable progress in mining,
manufacturing, and in the development of tourism into
a thriving industry. Gross receipts from the tourist industry are at present the most important single source
of foreign exchange earnings, followed by receipts from
petroleum and phosphate exports. Yet farming is still
the mainstay of the economy, and fluctuations in agricultural output continue to have a major impact on the
country's economic performance.
Following independence, the Tunisian Government
devoted much of its attention to the tasks of defining
and consolidating the country's economic and political
relations with the rest of the world. It also set out to
bring local institutions in line with modern, essentially
western-oriented practices. During the period 1956-61,
various judicial and social reforms were undertaken,
and a number of new national institutions were set up.
Among the first to be established was the Central Bank
of Tunisia, which began its activities on November 3,
1958, replacing as bank of issue the Bank of Algeria
and Tunisia. On November 1, 1958, the Tunisian dinar
was introduced in lieu of the old Tunisian franc at the
rate of 1 dinar per 1,000 francs. The introduction of
this new monetary unit left unchanged the existing
parity with the French franc. However, when the latter
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was devalued in December 1958, the Tunisian authorities decided to maintain the value of the dinar in terms
of other currencies; the dinar was thus denned as the
equivalent of US$2.38095 or old F 1,175.
This decision was guided in part by social considerations, but it was also inspired by the prevailing
financial situation, which was characterized by a much
improved trade balance, rising foreign exchange reserves, and a comfortable budgetary position. Besides,
the authorities were anxious to avoid a devaluation of
the dinar that would tend to exert an upward pressure
on domestic wages and prices. For similar reasons,
they refrained from following the devaluation of the
Spanish peseta in July 1959, and of the Moroccan
franc in October 1959.
In this period after independence, some steps were
taken to increase public investments and promote the
expansion of the economy; yet these did not yield the
desired results. Owing largely to difficulties of a structural nature as well as the lack of a coordinated development effort, the rate of growth of the economy
remained rather modest, living standards improved
only slightly, and unemployment persisted on a large
scale throughout the country. In view of this situation
the authorities resolved to accelerate the pace of
economic development within a framework of economic planning and centralized policy formulation. In
1961, a far-reaching study of the nation's development
problems and prospects was prepared,1 and soon thereafter the Government launched its first operational
plan, the Three-Year Plan, covering the period 1962
through 1964.

and marketing cooperatives aimed at integrating the
traditional farms with those taken over from foreign
settlers. With the implementation of a progressive educational policy, there was also a rapid extension of education at all levels.
Growing Financial

Difficulties

These achievements were due mainly to the intensive
efforts of the authorities to expand public investments,
but the drive with which these efforts were made soon
gave rise to growing financial difficulties. As the Government attempted to implement with speed a whole
range of ambitious projects, it overtaxed available
resources and incurred sizable over-all treasury deficits.
At the outset, these deficits were covered essentially
by increased savings generated through ordinary budget
surpluses, and by foreign loans and grants. However,
as the flow of such financial resources fell short of
the rising requirements of the capital budget, there was
substantial recourse to borrowing from the banking
system.
In this respect, Tunisia's experience was characteristic
of the problems confronting many developing countries.
Faced with a shortfall in both domestic and foreign
financial resources, the Tunisian authorities resorted increasingly to deficit financing rather than correspondingly reducing their planned investments. At the same
time, some investments of public and private enterprises
were financed by bank borrowing, further aggravating
the internal financial situation. Consequently, the
economy experienced a large monetary expansion. Total
domestic credit nearly doubled during the Plan period
1962-64, and despite a sharp decline in foreign exPerformance Under Planning
change reserves, money supply increased by 33 per
Tunisia's performance under the Three-Year Plan cent, compared with an increase of 14 per cent in real
was marked by a number of significant achievements. GDP.
During the Plan period, the GDP at market prices
In order to check the resulting pressures on the
increased at an annual rate of 4.6 per cent in real
domestic price level, the Government intensified the
terms; although this was well below the planned target
existing comprehensive system of price controls. Howof about 7 per cent, it represented a considerable imever, the methods used to suppress inflation had some
provement over the record of 1956-61. Important gains
distinct disadvantages. By the end of the Plan period, a
in output were registered by the mining sector, power,
parallel market had developed for several controlled
transportation, and telecommunications, and particucommodities and for foreign exchange. Furthermore,
larly by the tourist industry. At the same time, there
the structure of prices and costs had become distorted,
was a notable improvement in living standards, and in
thus
probably impairing incentives for a rational allocathe level of employment.
tion of economic resources.
Moreover, substantial progress was made toward
With mounting pressures on the domestic economy,
the qualitative objectives of the Plan. By late 1964,
Tunisia's
external payments position also suffered over
the "Tunisification" of the economy had been largely
the
years
of the Plan. This was due largely to a lag in
completed, and various structural reforms had been
exports,
an
increase in imports associated with the
carried out in agriculture, commerce, mining, and the
development
program, and the emergence of a conhandicraft industry. The agricultural reforms included
siderable
deficit
on account of various services and
the formation and promotion of production, service,
transfer
payments.
The "export lag" was attributable
1
See Republique Tunisienne, Secretariat d'Etat au Plan et mainly to a weakening of the competitive position of
aux Finances, Perspectives Decannales de Developpement,
1962-71 (Tunis, 1961).
several Tunisian products in foreign markets. While
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exports such as olive oil remained competitive in world
markets, other commodities including phosphates, wine,
and citrus fruits lost substantial ground. Moreover, the
prospects for some of these export products were unsatisfactory, in view of the loss of preferential treatment
in the French market subsequent to the termination in
September 1964 of the financial and trade agreement
with France.
These factors contributed to growing current account
deficits that were only partly offset by the net inflow of
foreign capital, both official and private. As a result, the
balance of payments showed persistent deficits, leading
to a considerable loss in official reserves and to an accumulation of a large volume of short-term foreign
liabilities. By the end of July 1964, the gross foreign
exchange reserves of the Central Bank of Tunisia had
fallen to a point equivalent to less than two months'
imports, and amounted to $31.2 million, against $74.3
million at the end of 1961. In addition, Tunisia's heavy
reliance on foreign borrowing had resulted in a marked
increase in its medium-term and long-term external indebtedness, which was to place a heavy debt-servicing
burden on the economy in future years.
The Stabilization Program
Tunisia's critical financial situation in mid-1964
posed a grave threat, not only to the gains already
achieved under the Three-Year Plan but also to the
prospects of further efforts to promote the growth of
the economy. Faced with this situation, therefore, the
Tunisian authorities undertook in October 1964 a comprehensive stabilization program for the gradual restoration of internal and external balance. In support of this
program, the Fund approved a one-year stand-by
arrangement for Tunisia in the amount of $14.25 million, which was fully utilized.
The stabilization program consisted of three main
lines of action: the containment of the over-all treasury
deficit within limits compatible with the restoration of
economic stability; the application of prudent monetary
policies; and the adjustment of the rate of the dinar.
These lines of action were to provide the necessary
financial controls and incentives at a time when the
authorities were about to embark on their second development program, the Four-Year Plan, covering the
years 1965-68.
The containment of the over-all treasury deficit aimed
at controlling the expansion of aggregate demand,
thereby reducing the existing pressures on the domestic
price level and the balance of payments. Since the rapid
growth of expenditures under the capital budget had
been the major cause of the tight treasury position, the
stabilization program called for limiting such expenditures to a level that would not entail excessive borrowing from the banking system. In particular, it emphasized that the Government would not start new invest-

Traditional crafts continue, but the Tunisian economy is rapidly modernizing.

ment projects for which foreign assistance had not been
secured, unless additional domestic means of financing
could be found. The program also called for measures
to restrain the growth of ordinary budget expenditures,
including the freezing of government wages and salaries
for at least a year.
Consistent with the measures envisaged in the fiscal
field, the program placed separate ceilings on net central bank credit to the Government and on direct
government borrowing from the commercial banks. It
also placed a global ceiling on central bank credit to the
commercial banks, with a view to curbing the expansion
of credit to the private sector. This ceiling was supported by other appropriate provisions affecting commercial bank lending, such as the imposition of marginal
reserve requirements varying from 10 per cent to 30
per cent depending on the rate of increase in deposits.
In devising the stabilization program, the authorities
considered, inter alia, whether action on the exchange
rate was needed to correct the disparities between domestic and foreign prices. The same political and social
considerations that had operated earlier to prevent
devaluation still applied. Nonetheless, following a
thorough assessment of this matter, it was concluded
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The NPK Engrais Phosphate Factory in Sfax, a major source of Tunisia's fertilizer, was financed in part by IFC loans.

that the dinar was overvalued, and that an exchange
rate adjustment was indeed necessary. Since the country
was faced with an inflationary situation, it was difficult
to determine the extent of the necessary adjustment;
but after careful evaluation of some key indicators, the
authorities decided upon a devaluation of the dinar by
20 per cent and sought Fund concurrence on an initial
par value. The par value of D 1 = US$1.90476 was
agreed with the Fund and became effective on September 28, 1964.
The new rate of the dinar was expected to stimulate
the growth of exports, and to promote the expansion of
foreign exchange earnings from tourism and other services. In addition, it was expected to help limit the
demand for imports and service payments, and also lead
to a saving in foreign exchange on outward private
transfers.
The exchange rate adjustment was accompanied by
certain changes in export and import duties. For a few
export products, such as phosphates and olive oil, additional export duties were levied to absorb part of the
windfall profits brought about by the rate adjustment.
On the import side, the change in the exchange rate was
expected to yield additional revenues to the Govern-

ment. However, in order to minimize the impact of the
devaluation on the cost of living, import duties on some
essential commodities, like sugar and textiles, were
reduced.
Short-Run Effects

of the Program

With the implementation of the stabilization program,
the Tunisian authorities were able to initiate the difficult process of correcting the existing disequilibria in
the economy. The exchange rate adjustment and the
changes in export and import duties soon yielded substantial fiscal revenues to the Government, resulting in
a considerable reduction in its indebtedness toward the
banking system in the last quarter of 1964. Subsequently, in 1965, there was a further increase in government revenues and in the ordinary budget surplus; but
as capital expenditures were still at a high level, the
Government had recourse to bank credit to cover its
over-all treasury deficit. However, such credit remained
within the established ceilings, and money supply rose
only slightly.
At the same time, owing mainly to an excellent
harvest, the growth of total output continued unabated.
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This helped improve the supply situation in domestic
markets, thus offsetting some of the effects of increased
import prices on the cost of living. The increases in
prices and costs in the economy were also moderated by
the fact that the wage line was held in the public sector.
Accordingly, the advantage gained by the devaluation
was largely preserved, notwithstanding the rapid expansion of consumption and investment expenditures.
The short-run effects of the program on the balance
of payments were on the whole rather favorable. As a
result of the devaluation, Tunisia was able to maintain
the competitive position of most of its agricultural exports in the French market, though they were made
subject to full tariff rates following the termination of
the trade agreement between the two countries. Moreover, the devaluation encouraged the growth of mineral
exports, and fostered the development of the tourist
industry. On the import side, it also appears to have had
a restraining influence. Nevertheless, due to a sharp
decline in wine exports to France and larger payments
for certain services and transfers, the balance of payments remained under pressure.
In the first year of stabilization, Tunisia benefited
from a large inflow of foreign private and official capital, which helped finance a greater part of the investment program. It also contributed to a modest improvement in official reserves, hence permitting the authorities
to take measures to relax restrictions and reduce discrimination. These measures included some liberalization of current invisible transactions, the abolition of
advance import deposits, and a reduction in reliance
on bilateral payments agreements.

fered a setback in 1966 and 1967. This was due in
large measure to a prolonged drought which adversely
affected agricultural production and, in turn, fiscal
revenues and the balance of payments. In addition, the
performance of the economy fell short of expectations
owing to the fact that the stabilization program was not
carried out with sufficient flexibility. Faced at the same
time with a sharp decline in foreign aid, the authorities
were unable to make all the necessary cutbacks in investment expenditures; some development projects were
already at an advanced stage, while others could not be
held back for social and other reasons. Also the execution of certain development projects was carried out at
an accelerated pace, and entailed substantially higher
costs than originally envisaged.
Consequently, the investment expenditures planned
in the economic budgets for 1966/67 were largely exceeded, bringing renewed pressures on the internal and
external financial situation. During 1966, in particular,
the authorities experienced serious difficulties in adhering to the established credit ceilings, and as a result
there was a marked increase in total domestic credit
and money supply. In that year, the balance of payments deficit almost doubled to $14.2 million; it would
have been even larger but for an import policy made
more restrictive through delays in the issue of import
licenses.

Temporary Setback
In tracing their course of action for the years 196667, the Tunisian authorities were guided essentially by
the experience gained in formulating and administering
the first stabilization program. On balance, this did not
suggest any fundamental changes in monetary and fiscal
policy. But it did stress the importance of greater flexibility in economic and financial planning, and the need
for caution in contracting additional foreign loans, particularly of short-term and medium-term maturities. In
the light of these considerations, in 1966 the Government introduced for the first time an annual economic
budget incorporating the country's investment targets
and their financing into a framework of national income
accounts. The Government also stipulated that all enterprises should obtain prior approval for the use of suppliers' credits, and subsequently placed quantitative
limitations on such credits in order to improve the
foreign debt structure.
With these adaptations of policy, it was hoped that
further progress would be made toward economic stability. However, in contrast to 1965, the economy suf-

This new technical school in Tunisia was built with the assistance of a
World Bank loan.
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Progress Toward

Stability

Throughout the latter half of the 1960's, Tunisia
obtained much valuable assistance from a number of
friendly countries and international organizations. The
technical and financial assistance provided by members
of the Consultative Group for Tunisia, headed by the
World Bank, was particularly helpful. The Fund also
provided much needed and important support through
five additional stand-by arrangements, totaling $38.3
million, in the expectation that progress toward economic stability would help establish a sounder basis for
future economic development.
With this support, the authorities were able to make
further and more determined efforts to stabilize the
economy in 1968/69. Toward this end they resolved
to adhere to a flexible approach in the implementation
of the annual economic budgets and, in particular, to
curtail investment expenditures if financial resources
should fall short of expectations. Moreover, they took
steps aimed at improving government finances, including higher taxes, stricter controls on recurrent expenditures, and a better selection and surveillance of investments. As a result of the new fiscal measures and a
strengthening of the tax administration, the ratio of tax
revenue to GDP at market prices was expected to reach
22 per cent in 1969, against 19 per cent in 1965. Steps
were also taken to improve the financial operations of
public and semipublic enterprises, with a view to mobilizing additional domestic savings for development
purposes. Finally, new measures were devised to enhance the effectiveness of monetary policy, to improve
the allocation of foreign exchange resources, and to
alleviate the foreign debt-servicing burden.
After two years of relative stagnation there was considerable progress in 1968 and in 1969 toward a combination of economic growth with stability. Spurred on
by a marked recovery in agricultural production and
further growth in other sectors of the economy, GDP

rose by about 9 per cent per annum in real terms. Concurrently, the authorities were able to limit the investment program to a level consistent with available financial resources, thus contributing to price stability and a
marked improvement in the external payments position.
This improvement was also the result of higher exports
of agricultural commodities and petroleum and of increased earnings from tourism. Hence, for the first time
since 1959, the balance of payments showed a surplus
in 1968; a further surplus was achieved in 1969.
Though reserves remained low during these years, the
authorities were able to eliminate the backlog of import
licenses awaiting payment authorization and to follow
a more liberal policy regarding certain current international transactions.

Conclusion
Tunisia's experience has been typical of the problems
confronting many developing countries. Clearly, the major lesson to be learned from this experience is that
there are distinct limits within which a country can
accelerate its economic development. Though the propensity to invest may be high, the implementation of
development projects has to be kept under close surveillance; it should be flexible, and above all it should
be in tune with available means of domestic and foreign
financing.
In recent years Tunisia has made considerable progress toward growth with stability. However, it still faces
many difficulties, including a low level of official reserves and a high foreign debt-servicing burden. Moreover, in the autumn of 1969, the country suffered froni
severe floods, which inflicted heavy damage on roads,
railways, irrigation dikes, and rural housing. Concerted
efforts are still required to ensure continued economic progress in a climate of internal and external
equilibrium.

Evangelos A. Calamitsis, a Greek national, is an economist in the
African Department of the Fund. A graduate of the American University in Cairo and Stanford University, he received his Ph.D. in
economics at Harvard University. He joined the staff in 1965, and
has served as the Fund's resident representative in Sierra Leone since
1968.

48

©International Monetary Fund. Not for Redistribution

Banking and Money
Market Arrangements
in the United States
A modern economy requires a financial network responsive to the varying needs of its producers and consumers. In this article the author explains
how an unplanned collection of institutions in the United States responds to
these financial needs.
Frederick C. Dirks

M

ODERN COUNTRIES need a medium of exchange—the money supply—in amounts that are
appropriate to the economy. They also need a network
of financial institutions to facilitate the mobilization of
savings so as to make these available to prospective
investors. This requires in turn a variety of credit instruments involving differing degrees of safety, yield,
and maturity in order to attract individual savers with
various preferences, and a financial network that can
transfer these savings rapidly to the points where they
are wanted.
Such flexibility in the arrangements is not available
through any one kind of credit institution, and most
industrialized countries have evolved in the course of
their history a variety of institutions to meet those
needs, with channels among them so that funds may
flow from one to another. In the United States the
variety is perhaps greater than in most countries, partly
because of the size of the country and the diversity of
industry, partly because of an early bias against a

centralized government and governmental control. This
tradition has also resulted in a "dual" banking system
under which both the Federal Government and the
individual states charter and regulate banks, with only
informal coordination among the various regulatory
authorities.
Probably no government would deliberately plan
such a heterogeneous collection of institutions, but it
has evolved in response to economic pressures into a
network capable of responding sensitively to the financial needs of the production sectors.
A Money Supply with Flexibility
The concept of the money supply in the United
States consists of currency outside banks and demand
deposits of the private sector, adjusted to exclude interbank deposits and cash items of banks in process of
collection. It includes balances held in U.S. commercial
banks by domestic and foreign individuals and business
firms, and by state and local governments, and also
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The Wells Fargo & Co. express, familiar in U. S. western movies, helped provide banking services in frontier days.

foreign demand balances held at Federal Reserve
Banks (i.e., in banking offices of the central bank). 1
At the end of December 1969 the money supply according to this concept amounted to $206 billion, equal
to nearly one fourth of the annual gross national
product.- Of this total, 23 per cent was currency in
circulation, while 77 per cent was demand deposits.
About nine tenths of the currency is in paper form,
consisting almost entirely of Federal Reserve notes
backed mainly by Government securities. No money is
redeemable in gold within the United States, and no
gold circulates as money. (All gold coin was withdrawn
from circulation by a series of Executive Orders in
1933.)
The overwhelming volume of private payments in the
economy are effected by means of checks drawn on demand deposits. These checks are deposited by the
recipients in their own bank accounts. The banks effect
the collection of these checks by a clearing process
which, for checks drawn on and deposited in banks in
the same city, may be undertaken through a local
clearinghouse. Most of the checks drawn on out-oftown banks are sent for collection to the Federal Reserve Bank or branch which serves that district. The
balances which each of the 12 Federal Reserve Banks
find to be due to and from other districts are cleared
daily by telegraphic advice. A relatively small volume
of checks—those deposited in banks which are not
"members" of the Federal Reserve System—are collected by being sent to correspondent banks in one of
the larger cities.
The money supply is flexible in the sense that it
responds to the needs and desires of the private sector.
Currency needs are expressed seasonally and cyclically
by withdrawals from banks by individuals and business
1
The organization of the Federal Reserve System is described
below.
2
Outside this concept of the money supply are U.S. Government deposits (largely held at commercial banks) and domestically owned time and savings deposits in commercial and
savings banks. At the end of 1969 these amounted to $7.2
billion and $260 billion, respectively.

firms having deposit accounts there, and by the banks
replenishing their supply of currency from the nearest
central bank office (Federal Reserve Bank or branch).
Following seasonal peaks there is a return flow of currency into the banks. That part of the money supply
that consists of demand deposits reflects mainly the
lending activities of the banking system in response to
consumer and business needs, but important variations
in it arise from fluctuations in the Government deficit
(or surplus), in the balance of payments, and in the
shift of deposits between demand and time categories.

The Assortment of Banks
The commercial banking structure of the United
States comprises about 14,200 head offices, with more
than 20,000 branches and additional offices. Most of
these are relatively small single-office banks but a considerable number, both small and large, have branches
within their own state. Banks are not permitted to have
branches in more than one state,3 but a bank may
solicit accounts from business firms that operate in
many states. Bank charters may be issued by either
federal or state authorities, and two thirds of all commercial banks hold state charters. Banks are regulated
and supervised by the chartering authorities, but the
majority of state-chartered banks are also under joint
supervision by a state and federal agency. About 43
per cent of the banks, holding 82 per cent of all private
demand deposits, are "members" of the Federal Reserve System and are thus directly subject to some
central bank control. (These percentages imply that
member banks are typically much larger in size than
nonmember banks.) In addition, about 98 per cent of
the banks have the funds of their depositors insured
(up to a maximum of $20,000 per depositor) and are
subject to supervision by the Federal Deposit Insurance
Corporation. For this protection to depositors, each
bank pays a small insurance premium.
3

Though a bank holding company may own and operate
banks in several states.
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Each of the 50 states can establish its own require- basis had only limited success. During the Civil War of
ments for bank operation, although convenience and 1861-65 (between the northern and southern states)
self-interest have led to considerable informal coordi- the financial pressures on the Federal Government
nation among them and with the nationally chartered led to the establishment of a system of national banks
banks that also operate in their territory. A state- with the power to issue banknotes backed by Federal
chartered bank that wishes to be a member of the Government bonds. Establishment of the new notes
Federal Reserve System must, however, observe Fed- was assisted by the levy of a tax on the use of notes
eral Reserve requirements, which may be more exact- issued by state banks, but the new notes also gained
ing than its state requirements. This multiplicity of acceptability through their uniform quality, in contrast
authorities arises from the fact that the U.S. Constitu- to the miscellany of existing currency which traded at
tion reserved the right to coin money to the Federal varying discounts. The basis of the new currency was
Government, but made no similar reservation about equally unresponsive to seasonal and cyclical needs,
bank charter or regulation. Federal regulation has since however, and repeated experience with cyclical crises of
been imposed upon this heterogeneous system, but the confidence led eventually to the establishment of the
fact of state sovereignty works to limit the scope of Federal Reserve System in 1913.
the regulation.
This System provided flexibility in the money supply
U.S. banks render a wide range of services. While by enabling member banks to discount their commera few of them confine their operations to very large cial and agricultural paper at the central bank (thus
corporations and are called "wholesale" banks, and replenishing their lending ability as business expanded),
some others cater especially to small businessmen to it established an interregional system for clearing
whom they also offer a variety of advisory services, checks and currency, pooled the reserves of large nummost banks extend credit to wide groups of borrowers. bers of commercial banks to assist in mobilizing the
Small banks, by maintaining a correspondent relation- flow of funds to points of strain, and provided more
ship with a big city bank, are able to offer many of adequate banking facilities for the Federal Governthe same services as large banks. The big city cor- ment. Central banking functions are in the hands of
respondent may be .used to collect checks drawn on 12 operating regional Reserve Banks, with a central
other big city banks, and to make remittances to or policymaking Board of Governors in Washington.
All nationally chartered commercial banks are recollections from other countries; it is often asked to
participate in business loans that are too large for the quired to be members of the Federal Reserve System,
small bank to handle alone, and is also a source of but membership for the state-chartered commercial
information for customers of the small bank who may banks is optional. Member banks assume the obligabe seeking new commercial connections in the big city. tion to meet certain minimum requirements as to the
In recent years nearly all banks have accorded in- amount of their capital, the centralizing of their recreasing attention to small individual depositors, and serves with the Reserve Bank in a stipulated ratio to
the bank credit extended (directly or indirectly) to deposits, and other operating regulations which include
consumers in some years has exceeded the amount of the payment at par of checks drawn on them and
credit going to finance business operations. Banks that
provide savings facilities—and most do—have to meet
the competition of other (nonbank) institutions operating in the same general field. Commercial banks also
compete with other lending agencies, some of them
sponsored or regulated by the Government.

The Evolution of Monetary

Control

Monetary control over commercial banking operations, which is now exercised by the Federal Reserve
System, has evolved from experiments over nearly 200
years.
During most of the first 90 years of independence
(which began in 1776) banknotes were issued mostly
by banks chartered by individual state governments,
sometimes with no restrictions as to collateral. Overissue led to widespread and sharp currency depreciation. A series of efforts at national and regional levels
to put the privileges of money issue on a more orderly

Bundles of checks arrive at the Federal Reserve Bank of New York to be
collected and credited to the accounts of the sending bank. This operator
is verifying the amount to be credited.
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observing certain ceilings on interest rates payable
on deposits. Reciprocating these obligations, membership in the System carries the privilege of borrowing
(usually referred to as "discounting") from the Reserve Bank and of using certain services, such as the
supply of day-to-day currency needs of the member
banks and the collection of checks drawn on other
banks.
Although reserve requirements were originally imposed for safety reasons—i.e., to protect depositors
from excessive note issue and to provide a pool of
funds for meeting irregularities in the ebb and flow of
bank liquidity—it became apparent over the years that
reserve requirements also provided an instrument of
control for the central bank, whereby it could regulate
the rate of credit expansion and thus restrain business
activity from expanding at an unsustainable rate. This
possibility arises because an expansion of bank loans
entails a corresponding expansion of bank deposits
and, when reserves are required to be held in a stipulated percentage of deposits, the level of bank reserves
becomes a limiting factor in the growth of loans. The
need for reserves is a limiting factor, not only for
the banking system as a whole, but also for the individual bank, since it tends to lose reserves if it ex-

pands more rapidly than surrounding banks, or if its
customers incur a local or regional payments deficit
vis-a-vis the customers of other banks.
The contrast between the U.S. philosophy of central
bank control and that of other countries can be understood in the light of these payment flows among unit
banks in a structure of thousands of independent banking offices. This structure, plus the emphasis given by
history to the importance of domestic reserve assets, explains why changes in the availability of bank reserves
have been considered a more strategic control device
than changes in the discount rate, on which some other
central banks have traditionally relied. In the United
States changes in the discount rate may occasionally
initiate a new policy phase; more typically they confirm a change already visible in market interest rates.
(The volume of discounting has been regulated in recent times by specific principles for its use, as well
as by the discount rate.)
Thinking has also evolved as to the most useful
channel through which bank reserves could be influenced. During the first 20 years of Federal Reserve
operations, reserve funds from the central bank were
made available principally by discounting for the
individual banks; the proportion of total reserves sup-

52

©International Monetary Fund. Not for Redistribution

plied via discounting ranged between 37 and 80 per
cent during the 1920's. Gradually, however, the more
impersonal "open market operations" began to displace discounting as a means of supplying reserves.
With this mechanism, when the Reserve Banks wish
to add to the reserves of member banks, they purchase
Treasury bills (occasionally other Government securities or bankers' acceptances) from dealers in this paper;
the purchases are paid for with Reserve Bank funds
which the dealers deposit in their accounts with the
member banks. Thus open market purchases add

directly to member bank reserves, and they also put
the dealers in a more liquid position, enabling them
to take up more Treasury bills or other paper that individual member banks may wish to sell in order to
increase their reserve positions. Changes in dealers'
positions are quickly reflected in the interest rates at
which they offer to buy or sell, and, through these
rates, changes in money market ease or pressure
quickly spread to other janks in the System. As a
corollary to the existence of these arrangements, individual banks facing temporary pressures are expected
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Table 1.
FLOW OF SAVINGS THROUGH MAJOR FINANCIAL INTERMEDIARIES
(Totals for calendar year 1969, in US$ billions)
Net Increase in Loans and Investments *
Savings
Accumulated

Banks:
Commercial
Mutual savings
Savings and loan associations
Credit unions
Insurance and pension reserves
Open-end investment companies
Finance companies

11
3

4
1
19
6
—

Securities
Mortgages

5
3
10

Consumer Business
credit
loans

3
0

17

Government
U.S.
Other

-11
-1
0

Business

1

-0

0

1

1

16

1

3

3

1

3

1
4

-1
-0

3

1
Except for investment companies (which did not reinvest all funds received), net growth in total loans and
investments exceeded the total of savings accumulated because of funds obtained in other ways.

to adjust their reserve positions mainly through their
own resources, with no more than temporary discounting at the Reserve Banks.4
During the 1930's, another instrument of policy—
the adjustment of percentage reserve requirements—
was devised as the only apparent way to neutralize
the undesirable impact of very large gold inflows. Since
then, occasional resort to adjusting reserve requirements has come to be regarded as a blunt but appropriately powerful instrument for influencing the rate
of credit expansion in some circumstances. Day-to-day
adjustments by the Federal Reserve to maintain the
degree of reserve ease or tightness considered appropriate continues to be accomplished mainly through
open market operations.
The Channels for Mobilizing Savings
Commercial banks, by their lending activities, affect
the total amount of the money supply and facilitate
changes in spending and investment patterns. These
patterns are shaped also by accumulations of savings
from the national income stream and their subsequent
relending. A comprehensive presentation of the flows,
and the channels through which they move, is available
4
These resources include the sale of Government securities
from their portfolios and (since the early 1950's) the borrowing of reserves directly from other banks that are in an excess
position at the Reserve Bank. Trading in such excess reserves,
known as "federal funds," is conducted through certain dealers
in Government securities acting as brokers between the interested banks.

in a statistical cross-classification of the flow of funds
which has been compiled and published for many years
by the Board of Governors of the Federal Reserve
System. Although too extensive to be shown and explained here, a rough picture of the major flows is
afforded by looking at two condensed sectors.
In Table 1 are listed a group of financial intermediaries, through which $40-50 billion a year of savings
have accumulated in recent years. On the average,
commercial banks have accounted for about 30 per
cent of this flow; in 1969, however, their time and
savings deposits actually declined by $ 11 billion, owing
in part to large business savers shifting funds to higher
yielding market investments. The banks adjusted to
the outflow by reducing their holdings of U.S. Government securities; their lending to business and consumer
sectors was maintained at a high level.
The flow of savings into other intermediaries, being
almost entirely from the household sector, was less
affected. Mutual savings banks (mostly under state
charter) and savings and loan associations (mostly
under federal charter) are both cooperative types of
institution; the great bulk of their funds goes into
building mortgages. Credit unions, another type of
cooperative, are limited in membership to persons
working or living close together. Their loans are largely
for consumption purposes.
Insurance and private sector pension funds also have
directed considerable amounts of savings into housing
and commercial mortgages, but the bulk of savings
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accumulated by them has gone into business securities. Finance companies are a financial intermediary
but not a savings institution, since they raise loan funds
by selling their own securities and commercial paper
(negotiable short-term notes), with peak needs being
covered by borrowing from the banks. Most of their
funds are extended as short-term credit to consumers
and business firms (the latter for working capital and
purchase of equipment).
In addition to the flow through such institutions,
personal savings are invested directly in various financial assets. The size of these direct transactions, in

comparison with total personal income, personal consumption, and the flows through financial intermediaries, is illustrated in Table 2. The first column of the
table shows the distribution of total personal income
in 1969—largely into consumption expenditures and
taxes, but leaving gross savings of about $47 billion.
While real investment in housing totaled $27 billion,
the lower part of the table shows that about three fifths
of this was financed by borrowing through mortgages;
other (shorter-term) borrowing was incurred to finance
part of the consumption expenditures shown above.
Borrowing thus supplemented gross saving by $30 bil-

Table 2.
SAVINGS, INVESTMENT, AND FINANCIAL CLAIMS IN TWO SECTORS
(Calendar year 1969, in US$ billions)
Households

Nonfinancial
Business

747
118
592
10
—

47

146
37
97
66
-3
75

Real investment
Housing, plants and equipment
Inventories
Total

27
—
27

103
8
111

Net financial investment or borrowing (— )

20

-36

Income before taxes
— Tax accruals
— Consumption expenditure, business withdrawals 1
+ Capital consumption allowances
+ Adjustments and discrepancy
= Gross saving

Increase in financial assets
Currency, bank deposits
Savings at other financial institutions 2
Life insurance and pension reserves
Securities
U.S. Government
State and local
Corporate
Mortgages
Investment in unincoporated business 3
Trade and consumer credit
Total
Net increase in liabilities
Corporate securities
Housing/commercial mortgages
Short-term credit
Banks
Other financial institutions 2
Business
Other liabilities and capital (net)
Total

7
8
20

13
4
1
1
-5

n

9
—
-j
2
—
—

—
50

5
19
27

—
17

16
10

5
7
2
-1
30

13
9
11

4

63

Source: Federal Reserve Bulletin, May 1970, p. A 71. In the present abstract, consumer durable goods are
classified
with household consumption rather than investment.
1
Includes dividends paid by corporate business and a conceptual transfer of all income from unincorporated 2 business to the household sector.
For business sector, consists largely of commercial paper.
3
Mainly appreciation on farm land which is realized and withdrawn at time of sale.
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The floor of the New York Stock Exchange: "The greatest number of equity securities are not listed on the exchanges,
but are traded on a less liquid basis through over-the-counter transactions with brokers and dealers."

lion, permitting an accumulation of financial assets by
$50 billion during the year. Most of this accumulation
was in financial intermediaries, as the table shows, but
substantial amounts were also invested directly in Federal and local government securities.
In the nonfinancial business sector, gross saving was
exceeded by real investment, so that this sector was a
net borrower. The need for $ 111 billion for real investment was augmented by substantial sums used to extend trade credit and to finance the rising values of
farm land. The shift from time deposits in commercial
banks, mentioned earlier, was reflected in a decline of
bank deposits and a rise in commercial paper holdings.
These uses of funds were met by internal saving plus a
net increase in liabilities by $63 billion. Nearly half of
the latter sum was obtained through the sale of corporate securities and mortgages, some of which were
bought by banks and other financial institutions. In
addition, these institutions provided another $22 billion
of short-term credit.

The Role of Markets for
Financial Assets

Trading

The role of financial intermediaries in directing new
savings for investor convenience is supplemented by
markets in which outstanding financial assets can be
traded. These not only enable individuals and business
firms to change the direction of their portfolio investment; they also help them to shift from saving in some
years to dissaving in other years.
The most important market for such shifting is that
in U.S. Government securities. Banks typically add to
their holding of Government securities in years when
business demand for loans is slack, and dispose of
them later in order to expand their business loans.
The larger business corporations also utilize the Government security market as a channel for investing temporarily idle funds. Insurance companies, which accumulate liquid funds at a more or less steady pace,
necessarily bought very heavily of Government securities during World War II because business securities
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and housing mortgages were then in short supply.
Since that time they have been liquidating these holdings in order to diversify their portfolios more broadly.
The Government security market also operates, as
mentioned earlier, to equalize pressures for funds
among individual banks in various sectors of the
country. The volume of trading in this market alone exceeds in value the entire gross national product.
Trading in more varied corporate securities takes
place on the national securities exchanges with their
ancillary networks of brokers and dealers which cover
most of the large and medium-sized cities of the United
States. In these markets it is possible for investors to
buy or sell a wide range of equity securities within a
few minutes merely by making a telephone call. The
greatest numbers of equity securities are not listed on
the securities exchanges, however, but are traded on a
less liquid basis through "over-the-counter" transactions with brokers and dealers. Over-the-counter trading also predominates for trading in corporate bonds.
The characteristic market liquidity of what are
legally long-term investment securities makes them attractive vehicles for a much greater number of savers
than would otherwise be interested. Over one fourth
of the adult population of the United States is reported
to hold corporate securities of one kind or another.
There is also substantial participation by investors from
other countries in these financial markets. This participation accelerated after the removal of exchange restrictions in the major industrial countries a decade
ago. The substantial flows of short-term and long-term
capital in both directions every year suggest that
these markets are not only U.S. markets but also world
markets.
The effectiveness of these markets in attracting
domestic savings, in mobilizing them for producer and
consumer convenience, and in responding to central
monetary policy all depends heavily on their capacity
to react sensitively to variations in interest rates and
market prices. This does not mean that these markets

Bankers' landmark: Across from the New York Stock Exchange on Wall
Street, George Washington's statue stands where he was inaugurated as the
first U.S. President in 1789.

are entirely free; government regulation began a century ago to correct demonstrated abuses, and has
adaptively faced new problems when they became
acute. The system of mixed freedom and regulation is
not perfect, and many feel there is much room for improvement. On the whole, however, it appears to have
met the practical test of facilitating the mobilization of
resources for a highly productive economy.

Frederick C. Dirks, Senior Advisor in the Treasurer's Department
of the Fund, came to the Fund in 1950 as Chief of the North American Division. He was named Chief of Training in 1958 and continued as Assistant Director of the IMF Institute after its establishment in 1964. The present article incorporates material discussed
during those years with many participants from less developed countries, and reflects also his decade of experience on the research staff
of the Board of Governors of the Federal Reserve System. Mr. Dirks,
a native of the United States, was educated at Middlebury College
and the University of Pennsylvania, and then spent five years as
graduate fellow in economics at Tufts University and Columbia
University.
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The primary purpose of this study is to present a feasible method for evaluating
the riskiness of investment projects. A second objective is to show how
quantitative evaluations of the riskiness of projects might be used in various
decision problems. Throughout, the emphasis is on methodology and problems of
measurement, not on description of various kinds of uncertainty problems, nor is
much attention paid to theories which have no immediate applicability to project
appraisal. Uncertainty is everywhere, as anyone knows; hence a general descriptive
study of uncertainty is unnecessary and the specific sources of uncertainty must
be identified for each specific case. In general, however, the uncertainty
conditions relevant for this study are those unique to a particular project, and not
to "global" uncertainties which affect the outcomes of all projects within a
country.
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ference in 1967 which brought
together academic economists, central
bank officials, and leading dealers and
other practitioners in the exchange
markets. The core of the book consists
of nine chapters describing the foreign
exchange markets of seven European
countries and of the United States and
Canada. These chapters were prepared
in each case by the central bank
concerned, and describe in a sysBooks based on the proceedings of tematic manner the participants, pracacademic conferences are often of tices, and regulations of the market
limited interest to those who were not and, most valuably, the policies of
there. The two books under review, official intervention. In a number of
each associated with a conference cases, these latter descriptions are a
organized by the University of
prime source, and these descriptions
Chicago, are notable exceptions. The alone will make this a reference
Mundell and Swoboda volume is based volume for specialists. These accounts
on a conference held in 1966 and was disclose, for example, that the Swiss
originally designed as a forum for authorities aim to avoid intervention
younger theorists to isolate the under- while the rate is in a specified central
lying theoretical problems of the inter- range (viz., between 4.3150 and 4.34
national monetary system. In the francs to the dollar). The Bank of
event, the participants declined to France states that it avoids any interabstract from practical problems as vention in the forward market, and
rigorously as the sponsors had in- confines its intervention in the spot
tended.
market to dealings in the Paris market,
The resulting application of sophis- as it believes that "above the board,
ticated analytical technique to current open intervention is more efficient and
problems is particularly illuminating in less costly than geographically disthe discussion of 'The Seignorage persed and covert operations, which it
Problem and International Liquidity," is impossible to keep secret for any
in contributions by Herbert Grubel, significant length of time."
W. M. Corden, and Harry G. Johnson.
The volume also contains some
The discussion of how seignorage, the analytical chapters of exchange market
"net value of resources accruing to problems, and an intriguing offering
the issuer of money," should be on "Psychology of the Exchange Mardistributed within the international ket" by Professor Helmut Lipfert, who
community in connection with fiewly is among the select few to have
created international money has gained combined theorizing about foreign exrather than lost in relevance through change with dealing in it. Unlike many
the establishment and activation of accounts of foreign exchange practice
the SDR facility. Other aspects tinctured with a public relations defencovered include optimum currency siveness, Professor Lipfert tells it
areas; adjustment and the assignment straight. Thus, in dealers' business conproblem; and stability and the crisis versations: "Normally, a deliberate
problem, together reflecting the ap- falsehood is not told, as the possible
proach of the convener of the con- exposure of a misleading statement
ference, Robert A. Mundell.
may impair standing."
The volume edited by Robert
Fred Hirsch
Aliber contains the fruits of a con-

British Financial Institutions (Central
Office of Information Reference Pamphlet No. 24), London, Her Majesty's
Stationery Office, 1969, 76 pp., 7s.
6d.; Burgess, Norman, How to Find
Out About Banking and Investment,
Oxford, England, Pergamon Press,
1969, xii + 300 pp., £1 5s. Od.
These two publications usefully
complement each other. The first, a
British Government pamphlet, describes in some detail all the constituent institutions which make up "The
City," including such lesser-known
ones as the Panel on Take-Overs and
Mergers and the Association of Investment Trust Companies. The relevant
legal provisions are also set out. Only
the lack of an index detracts from the
value of this comprehensive and upto-date guide to the London financial
structure.
Mr. Burgess' compendium contains
the names, publishers, and dates of
something like 1,000 books and periodicals on the subjects covered by
Dewey Classification 332 ("Financial
Economics"). There is also a short
section on relevant aspects of law.
Chapters on careers, dictionaries and
encyclopedias, libraries and guides to
libraries, bibliographies and literature
guides,
and periodical literature
precede 22 chapters on various subdivisions of the subject. Brief, generally uncritical, descriptions are given
of the contents of each item noted.
While not every reader will agree with
all the author's choices, the book
contains a sound introduction to an
enormous literature, and the publishers are to be congratulated on their
enterprise.
J. Keith Horsefield

Roseveare, Henry, The Treasury: The
Evolution of a British Institution, London, Allen Lane the Penguin Press,
406 pp., 1969, 84s. (hardback).
The British Treasury has for many
years produced more folklore than it
can consume, and Dr. Roseveare's engaging book explains some of the
production processes.
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He notes that it is in no sense a
history of the Treasury, and in fact the
bulk of the book is devoted to the
adaptation of the institution to the
strains of the late nineteenth and early
twentieth centuries. Chronologically,
the book races through the first 700
years of the existence of an English
Treasury/Exchequer, and while noting
there was a difference between the
two, does not clearly define it. The
author settles into his stride with
developments in the later nineteenth
century, amid Victorian surges of
reform and economic tinkering and
seems somewhat disappointed by the
need to move finally to a consideration of crasser twentieth century economic imperatives. However, the
chapters devoted to the nineteenth
century Treasury make engrossing
reading.
Dr. Roseveare claims that the Treasury control of the U.K. Civil Service is
of recent origin dating from 1920 by
his reckoning, shortly after the appearance of Warren Fisher as Permanent
Secretary—and an instigator of reforms—in 1919. However, his own description of the Treasury's evolution in
the nineteenth century and even
earlier makes it clear that the Treasury
enjoyed a steady preeminence and
tended to set the tone for successive
Administrations from the seventeenth
century onward, whatever its formal
relations with other government departments.
There are some aspects which are
covered disappointingly briefly, or not
at all. For instance, the American
Revolution is recounted mostly in
terms of the legal justification for
levying taxes in that country and the
impetus for Treasury reform resulting
from the War of Independence. It
would have been interesting to know
how the "no-taxation-without-representation" taxes were raised (or were
not) and how they were transmitted to
London. There is also only passing
reference to the effects on the Treasury of the extension of British rule in
India.
Again it would be interesting to
see something more on the Peninsular War, when Wellington, besides
acting as commander in chief, his

own chief-of-staff, and quartermastergeneral, also acted as his own finance
minister, paymaster-general, and central bank in the field, and how the
Treasury reacted to his efforts.
This is essentially a study of the
personalities who shaped the British
Treasury in modern times, giving it an
intellectual preeminence real or assumed, a mystique all its own, and an
ability to devour upstart departments
and ministers. For this alone, it is well
worth reading.
David Armour

Bhagwati, Jagadish, Trade, Tariffs and
Growth, Cambridge, Mass., The M.I.T.
Press, 1969, ix + 371 pp., $12.50;
Johnson, Harry G.(Editor), New Trade
Strategy for the World Economy,
Toronto, University of Toronto Press,
1969, 344pp., $7.95.
These two books deal between
them with many aspects of modern
developments in the field of international trade theory and policy. The
volume by Jagadish Bhagwati brings
under one cover the author's contributions to international trade theory
spanning the last decade. Professor
Bhagwati, along with Professors Harry
G. Johnson, Kemp, Caves, Cravis, and
Kennen, to mention only the leading
lights, are credited with some of the
important contributions to the modern international trade theory and its
synthesis with the main corpus of
growth economics. The present collection of his essays testifies, in no small
measure, to his own place among these
leading names.
His first important paper, entitled
"Immiserizing Growth: A Geometrical
Note," though appearing in this volume in the last section, pointed up the
conditions more explicitly for the first
time under which economic growth
may culminate in impoverishing the
economy through deterioration in
terms of trade. Though the propositions developed there were implied in
the neoclassical literature, it was Bhag-

wati who linked their relevance to the
modern growth theory. The first essay
on survey of international trade theory
originally appeared in The Economic
Journal in a series of surveys of economic theory. It encompasses all that
passes under a rubric of "pure" theory
of international trade, which represents, in essence, the application of
theories of value and welfare to the
international economies. Yet, Bhagwati has tried, through empirical verification of testable propositions, to relate pure theory to the facts of life as
he perceives them. This is evident most
conspicuously in the Addendum where
he analyzes in depth the developments
that have taken place in response to
the famous Leonthief's original tests
of Hechscher-Ohlin hypothesis for
U.S. foreign trade.
Two other notable papers are No.
11—"Domestic Distortion, Tariffs and
the Theory of Optimum Subsidy," and
No. 10-"Fiscal Policies, the Faking of
Foreian Trade Declarations, and the
Balance of Payments." The former,
written jointly with the late V.K.
Ramaswamy, focuses attention on the
proposition that the optimal policy in
the case of domestic distortion calls
for domestic rather than .foreign trade
policy instruments. The latter has
identified the nature of impact of
some of the fiscal policies, such as
import and export duties or subsidies,
on the balance of payments. Though
the conclusions are more analytical
than definitive, they have a great deal
of policy relevance, as illustrated by
Bhagwati's use of Turkish and Indian
data for testing his main proposition.
Altogether, an important volume
on the growing body of literature on
international trade theory.
The volume edited by Professor
Harry G. Johnson is mainly concerned
with the issues related to the formation of a free trade association in
industrial products among a group of
countries centered on the Atlantic,
together with some subsidiary proposals for action in related areas of
trade policy. The core of this free
trade area—a North Atlantic Free
Trade Area (NAFTA)—comprises the
United States, Canada, the United
Kingdom, and other members of the
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European Free Trade Association
(EFTA). It is contemplated that this
area would be gradually extended to
include Japan, Australia, New Zealand
and the countries of the European
Economic Community (EEC) in case
they so desired in future.
The free trade area, such as the
proposed NAFTA, basically differs
from a customs union in that under
the former member countries do not
unify their original national tariffs into
a common tariff against imports from
nonmembers. Nor does the free trade
area prevent a free movement of
capital and labor or the integration of
fiscal and monetary policies, as in the
case of a customs union. It follows,
therefore, that the main justification
for the NAFTA type of trade association lies in the reluctance of countries
to join a common market for one
reason or the other. The main impulse
for such type of association stems
from the obstacles placed in the
British entry into the EEC. The content, however, has changed considerably since this present study was
originally undertaken. The main
assumption on which it is predicated
may also have changed with a greater
willingness of the main countries
forming the EEC to allow the United
Kingdom to enter their club.
As a document spotlighting the
international interest in the liberalization of trade among nations and
national interests—economic or political—in the international trade of the
prospective members, the present
study is both interesting and useful. It
is possible that trade liberalization,
even beyond what is envisaged by the
Kennedy Round, is only possible if a
NAFTA type of free trade association
is formed. However, even for this
purpose, the old framework of a free
trade association has to be transformed somewhat radically by
bringing in the scope of such association the issues relating to nontariff
barriers to trade in industrial products.
As regards the national interests, a
formation of a free trade association
suggested would undoubtedly promote
the interests of countries as geographically separated as Canada and the
United Kingdom.

The present volume, which is based
on a series of research papers commissioned by the Atlantic Trade Study
(ATS), discusses many of the above
issues carefully and as dispassionately
as possible. It contains four major
studies. The first is by Professor
Gerard Curzon and his wife and analyzes and compares the alternative
strategies for the pursuit of liberalization of world trade that are available
after the Kennedy Round. The second
essay by Mr. Gelber analyzes the political case for British participation in a
loose trading arrangement. His conclusion, somewhat novel, is that joining a
NAFTA kind of free trade association
might make greater political sense
for the United Kingdom than being a
part of the EEC. In the third essay by
Mr. Maxwell Stamp and Mr. Harry
Cowie they seem to argue that the
NAFTA would have beneficial effects
on the volume of British trade and
balance of payments; they also provide
a much needed correction to the view,
largely exaggerated, that the United
Kingdom would not withstand competition from the technologically advanced U.S. industry. Mr. David
Robinson, in the last essay, concludes
that despite the strong forces of inertia
to be surmounted, the British initiative
toward NAFTA might be welcomed
by Canada, the United States, and the
EFTA countries.
Professor Harry Johnson's introduction, though brief, is lucid and
helps the reader to see the whole
discussion of the new trade policy and
trade blocks in a proper perspective.
The importance of such studies can
hardly be exaggerated when many
leading economic issues are distorted
by "gut—reactions" made possible by
superficial journalistic writings.
Deena R. Khatkhate

Brown, Lester R., Seeds of Change:
The Green Revolution and Development in the 1970's, 1970, xv + 205
pp., Praeger, New York, $2.50 (paperback).

green revolution—may eliminate the
malnutrition crippling half the people
on this planet. Or the food-production
breakthrough could displace millions
in the countryside, pushing them into
the crowded cities.
In Seeds of Change, an expansion
of an article that appeared originally in
the magazine Foreign Affairs, Lester
Brown argues that agriculture "is
where the action is" in economic
development today. He points out that
this means more than working with
hybrids, water, fertilizer, and richnation
money. Agriculture is—or
should be—concerned with the major
problems facing man: poverty, population growth, unemployment, and the
environment crisis, as well as hunger.
Mr. Brown, who was raised on a
farm in New Jersey (his boyhood
speciality was tomatoes), was formerly
with the U.S. Department of Agriculture. The book was written under the
auspices of the overseas Development
Council, an Organization which aims to
improve the American people's understanding of the problems of development.
Seeds of Change points out the
"tragic gap" between food production
and consumption in developing nations, and new problems arising from
agriculture's sudden leap forward. The
author argues that the "miracle" rice
and wheat strains do not provide the
ultimate solution to the foodpopulation problem, but that they
have bought time in which to seek a
breakthrough in family planning comparable to the breakthrough in plant
breeding.
"The new seeds promise to improve
the well-being of more people in a
shorter time than any other single
technological advance in history," Mr.
Brown predicts. "They are replacing
disappointment and despair with hope.
For literally hundreds of millions, they
can be the key to the door opening
into the twentieth century. But that
door will open only if a sustained
effort is mounted by the rich and poor
countries together."

The new seeds and the new advances in agricultural technologies—the

D. W. Townson
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OTHER BOOKS RECEIVED
Bierman, Harold, Jr., Financial Policy
Decisions, New York, N.Y., U.S.A.,
The MacMillan Company, 1970, xii +
307 pp., $9.95.

views and comments

Pearson, Lester B., The Crisis of Development, New York, N.Y., U.S.A.,
Praeger, 1970, viii + 117 pp., $4.95.
Meier, Gerald M., Leading Issues in
Economic Development (Second Edition), New York, N.Y., U.S.A., Oxford
University Press, 1970, xviii + 758 pp.,
$9.95.

SaTd, Shafik-G., De Leopoldville a
Kinshasa: La Situation Economique et
Financie're au Congo ex-Beige au Jour
de I'lndependance, Bruxelles, Belgique, 1969, 262 pp., Universite Libre
de Bruxelles, BF 500.
Excerpts from a speech by Irving S.
Friedman, the Economic Adviser to
the President of the World Bank,
delivered at the European Regional
Conference on Educational Assistance
to Developing Areas in Cologne,
Institut d'Studes EuropSennes, Uni- Germany, on May 4,1970.

Roth, Gabriel, Paying for Roads: The
Economics of Traffic Congestion, Baltimore, Md., U.S.A., Penguin Books,
1967, 153 pp., $1.25 (paperback).

versite Libre de Bruxelles, La Communaute et le Tiers Monde, Bruxelles,
Belgique, 1970, 124 pp.

"The Bank tries to look at a country's education and training system in
the widest sense and to evaluate the
role of the system in promoting overKulp, Earl M., Rural Development all development. This review, we feel,
Planning: Systems Analysis and Workshould be based on the realization that
ing Method, New York, N.Y., U.S.A.,
each part of the system comprises a
Praeger, 1970, xxi + 664 pp., $18.50.
building block of a complete education pyramid. The purpose of each
Harroy, Jean-Paul, Economic des Peu- block is chiefly to prepare the student
ples Sans Machinisme, Universite Libre for a place in society rather than to
de Bruxelles, Bruxelles, Belgique, prepare him for a place in the next
stage of the education system. But a
1970, 222pp., BF 375.
free and smooth flow of students
within the educational system should
Legum, Colin (Editor), The First U.N.
also be possible.
Development Decade and Its Lessons
"An education review, we believe,
for the 1970's, New York, N.Y.,
should start with the existing aims and
U.S.A., Praeger, 1970, xxviii + 3 1 2
objectives of the education system and
pp., $16.50.
of its external productivity. Are the
aims relevant to economic and social
Areskoug, Kaj, External Public Bor- demands of the society? To the prorowing: Its Role in Economic Develop- spective over-all development?
ment, New York, N.Y., U.S.A., Prae'The second step in the review
ger, 1970, xiii + 140 pp., $15.00.
comprises an analysis in depth of the

formal and nonformal education content and structure. How does the
content meet the objectives as they are
defined or should be defined? What is
the correlation between the content
and the demands of society and the
labor market? How does the educational profile of the society compare
with the school's educational profile?
"Next comes an analysis of the
technology of the education system.
And here we use the word technology
in its broadest sense to include teaching methods, management, and staffing. Also in this context, a discussion
of alternative technologies to improve
the system is important.
'The fourth step in the analysis
should deal with programing and
physical planning of the education
system. To what extent have education and training objectives, structure,
curricula, technology, population distribution, urbanization, transportation
means, over-all economy, and financial
constraints been considered in the
physical planning and location of
schools, or other education and training institutions? Is the utilization of
staff, space, and materials optimal?
Have school designs been systematically studied?
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"The most vital phase of our analytical model is an investigation of the
costs and financing of the system and
its internal efficiency. Education represents both investment and consumption and in both respects it should be
exposed to intra as well as to inter
sectoral priority reviews. For instance,
teachers' salaries form 80 to 90 per
cent of recurrent costs. Yet in many
countries, teachers' salaries are too low
and the individual salaries of teachers
are likely to rise markedly. At the
same time, the percentage of salaries in
the total educational budget frequently needs to be reduced. Efforts to
reduce that percentage might be discussed in this stage of analyzing costs
and financing of the system. Also, the
cost analysis should give cost ranges,
indicate the sensitivity of such estimates to changes in inputs, and, as far
as possible, provide alternative costing
solutions for the improvements or
changes which may have been discussed previously in the review.
"Finally comes the proposal for an
action program. If a sector mission has
done a thorough job of analyzing the
education system and the direction in
which it is moving, the groundwork is
then prepared to examine alternative
ways of removing weaknesses and to
propose realistic strategies for future
development.
"Obviously if such strategy is to
have any real significance it must mean
something more than a fine collection
of pious generalities. The strategy
must be selective and unified, not
merely a hodgepodge of everyone's
favorite education recipes. It must be
sharply focused upon those major
goals and critical problems which
many nations have in common; it
cannot attempt to embrace every
special concern and interest. No educational strategy can please all, particularly not all those engaged in education. It must reject the views of some
and change at least some traditional
and cherished habits of thought and
action.
"Ideally, what should emerge is a
balanced educational blueprint, one
that is synchronized with broader
national development goals and with

specific plans and targets of related
sectors. This is what modern development strategy is all about."

Excerpts from a speech by Pierre-Paul
Schweitzer, Managing Director of the
International Monetary Fund, at the
International Financial Conference in
Geneva on May 19,1970.
"Looking back at the 1960's, we
can say that the international monetary system has been through something of an ordeal by fire. It survived
that ordeal and has emerged with
improved foundations. If we consider
the international monetary system not
only as a structure, but also,- as I
believe we must, as the way in which
that structure is used, it is quite
evident that we do not have the same
system now that we had five, let alone
ten, years ago. This adaptation reflects
a number of forces-evolutionary
change through the pressure of circumstances, as well as structural growth,
through the creation of new facilities.
The 1960's saw their full share of both
types of change in the international
monetary field. Probably the most
important development of all, and in a
sense the basis of all the other changes,
was the more active recognition by
countries of their common responsibility to maintain a due balance in the
international monetary system and to
ensure, by collective and deliberate
action, that the system is kept
supplied with a proper level of international liquidity.
"The gradual acceptance of these
principles was reflected in a wide range
of specific actions which I will not
detail; let me only mention the introduction of special drawing rights, the
two important quota reviews in the
Fund, the compensatory finance facility, and the new arrangements for gold
to which I shall refer presently. I
should cite also the adaptations in the
policy attitudes of major countries on
questions such as their international
responsibility for the consequences of
their domestic policies, and on the
appropriate scope for exchange rate
changes . . . .

"Aided by all these developments,
the international monetary system got
off to a good start in the 1970's. But
what are the prospects of this improvement being maintained? I take as my
starting point a cursory review of the
troubles of the 1960's-for few are so
sanguine as to believe that, even with
the aid of our latest innovations, the
lessons of these recent difficulties are
of merely academic interest.
"Speaking generally, one may identify two broad elements in the past
currency disturbances. First, there
were poor policies and unforeseeable
disturbances which created disequilibria as well as delays in taking steps
to correct such disequilibria. The resulting deficits or surpluses then had
to be financed with reserves or credits,
or suppressed through controls and
restrictions on the flow of trade and
payments. Second, the international
monetary system as a whole was no
longer supplied with an adequate inflow of reserves from the traditional
sources....
"In many instances—I would say,
in most instances—the delays tnat
have been experienced in correcting
external imbalances reflect a. delay
in taking action that is needed to bring
the domestic economy into balance.
Where a troublesome disequilibrium in
the balance of payments originates in
an excess of domestic spending, timely
action taken to remove that excess,
through fiscal and monetary policies,
should dispose of both the internal
and external aspects of the imbalance.
However, delays in applying appropriate domestic correctives are likely to
aggravate the external disequilibrium.
This may in some cases, build up to a
point at which it can no longer effectively be dealt with by domestic financial policy alone. In other instances,
payments disequilibria may arise as a
result of disturbances that cannot be
attributed to inadequacies in domestic
financial policies: countries may be
thrown into deficit—or into inappropriately large surplus—by unexpected
developments in foreign markets or in
domestic productivity. It has become
well recognized that restoration of
payments equilibrium in such circum-
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stances may call for an adjustment in
the exchange rate; though it will
usually also be necessary to take accompanying measures to adjust
domestic expenditures so as to assist
the economy to respond to the change
in the exchange rate in the intended
way.
"The experience of recent years has
emphasized that once the need for
exchange rate adjustment has become
clear, delay in taking action may involve heavy costs. These costs are most
obviously apparent in the disruptions
caused by foreign exchange speculation. A less visible but often more
serious cost may be incurred through
misallocation of resources in the economy concerned. There will be a
tendency toward undue concentration
on the domestic market in countries with overvalued currencies, and
toward undue emphasis on external
markets in those with undervalued
currencies. Such misdirections of economic activity may become increasingly
embedded in the economy, and correspondingly more difficult to correct.
"Of course, the desirability of
avoiding undue delays in necessary
adjustments in exchange rates must
not obscure the importance of avoiding inappropriate exchange adjustments where other correctives are
more suitable. ...
A change in par
value is appropriate only when a national economy becomes fundamentally out of line with the economies of
its trading partners and it is not a step
to be taken when beneficial results
from other measures can be expected.
"There
remains the question
whether some new technical devices or
new approaches might help to improve
the mechanism of exchange rate
adjustment, while continuing to provide the necessary safeguards. This
question, as you know, is currently
being studied by the Fund, and you
will not expect me to anticipate the
conclusions of that study. . . .
"Certain modifications in the application of the basic principles of the
Bretton Woods system, or in what may
be regarded as essentially technical
arrangements, may be consistent with
the essential features of the system, or
may even help promote its underlying

purposes. At the same time, ways also
have to be considered to ensure that
any new provision allowing for increased flexibility in appropriate cases
does not weaken the existing safeguards against abuse... .
"The defense of an exchange parity
may stiffen the resolve of a deficit
country to take the action necessary
to counter domestic inflationary
forces that are at the root of its
difficulties. But attempts to defend
the parity through trade or payments
restrictions will tend to worsen the
internal imbalance and will merely
suppress, without correcting, the external imbalance. And when countries
experience large surpluses due to inflationary tendencies in the rest of the
world, defense of the existing parity
may amount to acceptance of imported inflation.. ..
"Failure to bring U.S. inflation
under control imparted a serious inflationary impetus to the world economy
at large. In recent months, we have
witnessed an upsurge of cost inflation
on virtually a global scale. The recrudescence and intensification of generalized inflationary pressures in the past
few years represents a serious setback,
and poses a major challenge for economic management. It is becoming increasingly clear that no country intent
on restoring or maintaining financial
stability can afford to dispense with
any instrument which can properly
serve that end. In this context, I would
not exclude incomes policy. This is
not to ignore the well-known limitations of incomes policy, above all if
used in isolation from fiscal and monetary measures which must continue to
play the main part in any effective
policy of economic restraint.
"In view of these various problems
in the international economy, it would
be naive to hope that the improvements in the international monetary
system recently undertaken and currently being considered could by
themselves assure the continuance of
currency calm. Clearly, the course of
the international monetary system in
the future, as in the past, will depend
on the appropriateness of the policies
adopted and the success with which
they are implemented."

Recent Activity
INTERNATIONAL
MONETARY
FUND

Special Drawing Rights
Transactions in special drawing
rights (SDR's) totaled the equivalent
of $548.8 million on June 30, 1970,
the end of the first six months of
operation of the new facility. Since
the allocation of approximately SDR
3.4 billion (one SDR unit is equivalent
to $1) to 104 participating members
of the Fund was made on January 1,
1970, in amounts proportional to their
Fund quotas, 46 countries have made
use of their SDR holdings. Eleven
countries have used almost the full
amount at their disposal until the next
allocation, scheduled for January 1,
1971. Twenty-two countries accepted transfers of SDR's from other
participants through the Special Drawing Account during this period, providing currency in return for SDR's
received by them. Thus far, the 14
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leading industrial countries that are
participants have seen their total holdings of SDR's rise 3 per cent over their
total allocation last January, while the
holdings of developing countries in
Africa, Asia, Latin America, and the
Middle East have declined by 31 per
cent.
The Fund's General Account is
authorized to hold SDR's and its
holdings of the new reserve asset totaled SDR 244.4 million on June 30.
These SDR's were received in payment
of various member obligations, and
may be used by the Fund to replenish
its holdings of currencies that have
been reduced by members' purchases
from the General Account.

of $4.2 million was announced in May,
in support of measures aimed at restoring internal financial equilibrium and
the strengthening of its balance of
payments.
The Fund's currency sales since
January 1 have included $339 million
in U.S. dollars, $136.4 million in
Belgian francs, $123 million in Japanese yen, $105 million in Netherlands
guilders, and smaller amounts of Australian dollars, Austrian schillings,
Canadian dollars, deutsche mark, Irish
pounds, Italian lire, Mexican pesos,
Norwegian kroner, South African
rand, pounds sterling, and Venezuelan
bol fvares.

Stand-By Arrangements
Gold
Paralleling the six-month experience with SDR's was the initial period
of gold transactions between the Fund
and South Africa under an Agreement
announced in December 1969. Total
Fund purchases of gold from South
Africa in this period were $307.25
million, and helped to raise the Fund's
gold holdings to $3,593 million on
June 30, 1970.

Purchases and Repurchases
Purchases from the Fund's General
Account have amounted to $1,010
million since January 1, 1970, compared with $770 million in the first six
months of 1969 and the record $3,182
million during the same period in
1968. Members' repurchases of currency amounted to $698.6 million in
January-June 1970, and net purchases
at the end of June totaled $5,348
million. Major purchases so far in 1970
have been those by France ($485
million) and the United Kingdom
($150 million) in the first quarter, and
purchases in May by the United States
($150 million) and South Africa ($100
million). The purchases by the United
States and South Africa were made
within these countries' creditor positions in the Fund, built up by the use
of U.S. dollars and South African rand
by other members. These purchases do
not involve repayment obligations. A
purchase by Guinea of the equivalent

Thirteen stand-by arrangements
were approved during the first six
months of the year. The largest of
these was Brazil's arrangement for $50
million approved in February (see
Finance and Development, June
1970). Arrangements in the second
quarter of the year included those for
Indonesia ($46.3 million), Colombia
($38.50 million), and Peru ($35 million). Indonesia's arrangement was in
support of policies by the national
authorities which aim at consolidating
recent achievements of that country's
stabilization program, and at fostering
further growth. Indonesia's financial
program for 1970/71 includes an exchange reform announced in April in
which the two exchange markets-BE
(Bonus Export) and the DP (Complementary Foreign Exchange)

markets—were merged at a rate of Rp
378 per U.S. dollar. The Indonesian
program also includes measures to
decelerate credit expansion, strengthen
fiscal administration, encourage exports, and control contraction of
short-term and medium-term debt.
Rice production in the country is also
to be improved so as to meet Indonesia's target of self-sufficiency in this
commodity by 1973/74.
The stand-by arrangement for
Colombia is in support of a continued
program to improve that member's
balance of payments structure. The
program provides for continuation of a
flexible exchange rate policy to encourage expansion of exports other
than coffee, a further gradual liberalization of import restrictions, and a
cautious central bank credit policy.
Peru's financial program supported
by its stand-by arrangement with the
Fund includes a shift in emphasis from
rebuilding external reserves to a reactivation of the economy to achieve
the maximum economic growth and
employment compatible with a moderate balance of payments surplus and
relative domestic price stability.
The Fund also approved a $13.75
million stand-by arrangement for Uruguay in May. Uruguay's foreign reserve
position is encumbered by heavy foreign debt payments falling due this
year, and the stand-by arrangement
offers a secondary line of reserves to
help meet contingencies while the
country's financial program for 1970
is being carried out.

FUND STAND-BY ARRANGEMENTS
APPROVED DURING THE SECOND QUARTER OF 1970

MEMBER
Burundi
Colombia
Guyana
Haiti
Indonesia
Liberia
Peru
Uruguay

MONTH
June
April
April
June
April
May
April
May

AMOUNT
($ millions)
1,50
38.50
3.00
2.20
46.30
2.00
35.00
13.75
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Guayana's $3 million arrangement
was approved in support of a program
to continue its development program
without undue recourse to bank
credit, while the $2.2 million stand-by
arrangement for Haiti supports a program designed to maintain a viable
payments position and to eliminate
restrictions on current payments.
Liberia's $2 million arrangement approved in May was that country's
eighth successive arrangement with the
Fund since 1963 when its authorities
began a program of financial reform.
The $1.5 million arrangement for
Burundi in support of its financial
program was announced simultaneously with a purchase by that member of
the equivalent of $2.5 million to alleviate payments difficulties arising from a
temporary shortfall in exports earnings
during 1969. The purchase was in
accordance with the Fund's policy of
compensatory financing assistance.

Fund Borrowings
In June, Italy arranged to transfer
to Japan the $250 million claim which
resulted from a Fund borrowing in lire
in August 1966. The credit was for a
five-year period and marked the
Fund's first borrowing outside the $6
billion General Arrangements to Borrow (GAB) from 10 major industrial

countries. On June 30, $5,074 million
was available for use under the GAB.
New Member
The Yemen Arab Republic joined
the Fund in May with a quota of $8
million, bringing membership in the
Fund to 116 and total quotas to
$21,358.5 million.

Afghanistan
Burundi
Ceylon
Colombia
Ghana
Guinea
Honduras
Indonesia
South Africa
United States

INTERNATIONAL BANK FOR
RECONSTRUCTION AND
DEVELOPMENT
INTERNATIONAL
DEVELOPMENT ASSOCIATION
INTERNATIONAL FINANCE
CORPORATION

Canadian Dollar
The Fund announced on May 31
the Canadian Government's decision
that Canada will, for the time being,
not maintain the exchange rate of the
Canadian dollar between the present
margins. The Fund announcement
observed that the Canadian authorities
said that this action is necessary in the
light of additions to the over-all foreign exchange position at an unmanageable pace, and will prevent disruptive effects upon the international
payments system from occurring. The
Canadian authorities will remain in
consultation with the Fund and intend
to resume the fulfillment of the obligations of Article IV, Section 3, of the
Fund's Articles of Agreement as soon
as circumstances permit. This Section
states the maximum and the minimum
rates for exchange transactions between the currencies of members
taking place within their territories.

DRAWINGS BY FUND MEMBERS
DURING THE SECOND QUARTER OF 1970

MEMBER

Recent Activity

MONTH
June
June
May
May
June
May
May
June
May
May

Total drawings in the second quarter of 1970
Total net drawings at the end of the second
quarter of 1970

AMOUNT
($ millions)
2.00
2.50
4.50
14.00
2.00
4.20
4.75
20.00
100.00
150.00

303.95
5,348.4

First Family Planning Loan
During the last quarter of fiscal
1970 (April 1-June 30) the World
Bank made its first loan for a family
planning project. The $2 million to
Jamaica is to assist a project which is
part of the Government's national
family planning program.
The project will help women who
wish to limit the size of their families.
It is designed to strengthen Jamaica's
program of reducing its population
growth rate by informing women
about family planning techniques. The
loan will help to finance the improvement and expansion of the Victoria
Jubilee Hospital at Kingston, where
nearly a fourth of all births in Jamaica
take place. The hospital is the main
center of the country's population
planning, and will build a new 150-bed
wing. The project also provides for the
construction and equipping of ten
rural maternity centers.

Aid Coordination
Groups of countries interested in
development assistance to East Africa,
Korea, India, and Tunisia met under
the chairmanship of the World Bank
during the last quarter of fiscal 1970.
On April 28, the fourth meeting of
the Consultative Group for East Africa
organized by the World Bank was held
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in Geneva to review development assistance to Tanzania. The meeting
examined Tanzania's 1969-74 development plan, and discussed the capital
and technical assistance requirements
of Tanzania. It was concluded that the
economic performance and prospects
of Tanzania justified continued financial and technical assistance from the
members of the Group.
In the same week, also in Geneva, a
meeting took place of the Consultative
Group for Korea. The Group heard a
statement outlining the major issues
confronting the Korean economy and
the measures the Government has
taken for future economic growth.
The dynamic growth of Korea's economy was noted, and also the achievement by the end of 1969 of targets
which had originally been set for
1971. It was agreed that Korea deserved the continued support of
capital exporting countries and international institutions, but it was emphasized that new financial assistance
should be granted on as liberal terms
as possible to try to alleviate the
country's growing debt burden.
The meeting on Tunisia was held in
Paris in June and the Group discussed
Tunisia's current economic situation in
the light of her proposed economic
policies, changes in the organization of
agricultural production, and the new
emphasis given to exports. Members of
the Group expressed satisfaction with
the recent progress made by Tunisia
and concluded that Tunisia's performance and development prospects
justified continued assistance.
On May 27 and 28 the Consortium
of Governments and institutions concerned with development assistance to
India met in Paris to review the progress of economic development and to
consider India's aid requirements for
the fiscal year beginning April 1,1970.
A delegation representing the Government of India described recent economic development and aid requirements. The continuing improvements
in India's economic situation was
noted, as was the continuing momentum in agricultural production,
the further recovery in industrial
production, the export performance

with regard to engineering goods, the
maintenance of a reasonably stable
price level, and the effort made for
further domestic resource mobilization. Implementation of India's
family planning program and progress
in making administrative policies and
procedures more responsive to its
urgency were commended.

It was agreed that India needed
substantial new commitments of nonproject as well as project aid if the
growth of its economy was to be
sustained and accelerated; commitments of nonproject assistance of
about $700 million and project assistance of about $400 million would
be desirable. Further measures to

IDA CREDITS DURING THE FOURTH QUARTER
OF FISCAL 1970

COUNTRY
Afghanistan
Burundi
Central African Republic
Congo, Dem. Republic of
Congo, Peoples Rep. of the
Ethiopia
The Gambia
Ghana
Honduras
India
India
India
Indonesia
Indonesia
Indonesia
Kenya
Korea
Malagasy Republic
Mali
Niger
Pakistan
Pakistan
Pakistan
Pakistan
Pakistan
Pakistan
Pakistan
Papua and New Guinea
Rwanda
Senegal
Tunisia
United Arab Republic

PURPOSE
Agriculture
Project Preparation
Transportation
Industry
Transportation— Roads
Agriculture
Transportation— Port
Agriculture
Power
General Development and
Industrial Imports
Agriculture
Agriculture
Industry
Agriculture
Agriculture
Education
Transportation— Railways
Transportation
Transportation
Agriculture
Agriculture— Irrigation
Project Preparation
Industry
Education
Agriculture— Irrigation
Project Preparation
Telecommunications
Transportation
Transportation
Transportation
Water Supply
Agriculture-Drainage

Credits extended during the fourth quarter
of fiscal 1970
Credits extended during the first nine
months of fiscal 1970
Total credits extended during fiscal 1970
ended June 30

AMOUNT
($ millions)
5.0
0.3
4.3
5.0
1.5
3.1
2.1
8.5
5.5

75.0
35.0
27.5
30.0
17.0
18.5
6.1
15.0
9.6
7.7
0.5
14.0
1.0
3.0
8.0
14.0
2.4
15.0
4.5
9.3
2.1
10.5
26.0

386.1
219.4
605.6
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improve the quality of aid were necessary and members were asked to consider possible steps toward this.
Continuing Increase in Lending for

Agriculture
World-wide Bank and IDA lending
for agricultural projects shows a continuing increase in both volume and
variety of projects. This increase is
notable in Asia, and even more so in
Africa, where total Bank and IDA
commitments up to June 30, 1968,
accounted for some 20 projects totaling $151.6 million in 10 African
member countries, whereas commitments in the two fiscal years
1968/69 and 1969/70 alone accounted
for 25 projects in 16 African countries, totaling $168.9 million. In
summary, there was more lending for
agriculture in Africa in these two years
than in the previous 10-year period.
In the last quarter of fiscal 1970
there were five World Bank Group
commitments for agriculture in Africa
which totaled over $50 million. One of
these was a $26 million credit to the
United Arab Republic which will provide drainage for nearly one million
acres of irrigated land in the Nile
Delta. The project will make possible
an increase of about 20 per cent in
crop production in the area by way of
a tile drainage operation—the largest of
its kind ever undertaken. Lending for
agriculture in Asia also reflects the
continuing upsurge and diversification
in this field. There were ten agricultural projects within the period for
irrigation, land settlement, forestry,
general agricultural development, and
farm credit. For example, two credits
were granted to India. The first, for
$35 million, is financing about half the
cost of completing the Kadana project
for the irrigation of 700,000 acres in
the State of Gujurat. It will ultimately
contribute to the increase of foodgrain harvest. The second agricultural
credit to India will also increase foodgrain production, through a $27.5
million credit to provide for extensive
mechanization of farms in the State of
Punjab. It will assist the utilization of
fertilizers, new high-yielding seeds, and
irrigation.

WORLD BANK LOANS DURING THE FOURTH QUARTER
OF FISCAL 1970

COUNTRY

PURPOSE

AMOUNT
($ millions)

Brazil
Brazil
Cameroon
Chile
Chile
Chile
China, Rep. of
China, Rep. of
China, Rep. of
Colombia
Colombia
Colombia
Colombia
Costa Rica
East Africa (Kenya, Uganda,
Tanzania)
East Africa (Kenya, Uganda,
(Tanzania)
Greece
Honduras
India
Iran
Israel

Transportation
Power
Transportation-Railways
Education
Education
Transportation
Industry
Power
Education
Education
Transportation
Power
Water
Transportation

100.0
80.0
5.2
7.0
1.5
10.8
18.0
44.5
9.0
6.5
32.0
52.3
18.5
15.7

Transportation— Railways

42.4

Telecommunications
Industry
Power
Industry
Transportation— Roads
Industry

10.4
20.0
5.5
40.0
42.0
25.0

Ivory Coast
Ivory Coast
Jamaica
Korea
Liberia
Malaysia
Malaysia
Mexico
Nigeria
Pakistan

Education
Agriculture
Family Planning
Transportation— Railways
Power
Agriculture- Land Settlement
Agricu Itu re— Forestry
Transportation— Roads
Transportation
Transportation-Natural

11.0
7.5
2.0
40.0
7.4
13.0
8.5
21.8
25.0

Papua and New Guinea
Spain
Uruguay
Yugoslavia
Zambia

Gas Pipeline
Transportation— Roads
Education
Agriculture— Livestock
Transportation
Agriculture

19.2
4.5
12.0
6.3
40.0
5.5

Loans made during the fourth quarter of
fiscal 1970
Loans made during the first nine months
of fiscal 1970
Total amount lent during fiscal 1970
ended June 30
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810.0

870.4
1,680.4

High Priority Roads and Power for
Brazil
Among several commitments in the
Western Hemisphere were two large
loans to Brazil. The World Bank is
contributing $100 million of a $255
million highway project in which
5,000 miles of roads will be constructed, improved, or undergo engineering study. Transport plays a dominant role in the economic development of Brazil because of its heavy
reliance on the marketing of export
crops. The new roads will also make it
possible to open up new land for
productive use. Another loan of $80
million is assisting Brazil's electric
power system. It will help finance a
major project to increase the supply of
power for Rio de Janeiro and Sao
Paulo. The project is also being financed by Belgium, Canada, France,
Germany, Italy, Japan, Sweden, Switzerland, the United Kingdom, and the
United States. The total cost will be
$287 million.

New IFC Investments
East Africa will get its first integrated pulp and paper mill, to be
located in Kenya, through an IFC-

assisted project signed in the fourth
quarter of fiscal 1970. I PC's investment was $14.7 million in Panafrican
Paper Mills (E.A.), Limited, a $35
million company to be located near
Broderick Falls. It will produce, initially, 45,000 tons of paper a year,
made from local raw materials. Sponsors of the project are Orient Paper
Mills, Limited, an Indian company
associated with the Birla Group, and
the Government of Kenya. Financing
was also supplied by the African Development Bank and the East African
Development Bank, which were investing in a project with IFC for the
first time, and by the Development
Finance Company of Kenya.
IFC and the International Development Association joined to help
finance Societe Congolaise de Financement du Developpement (Socofide), a
new $11 million development finance
institution to provide medium-term
and long-term finance to private enterprises in the Democratic Republic of
Congo. IFC invested $750,000 in
equity and IDA made a $5 million
credit. The other sponsors of Socofide
were the Congolese Government, commercial, industrial, and financial organizations, and 13 financial institutions

in Belgium, France, Germany, Italy,
Japan, and the United States.
The Corporation made a $10 million loan to ADELA Investment
Company, S.A., an international privately financed company that provides
financial, technical, and promotional
help to productive private enterprise in
developing nations in the Western
Hemisphere. The loan was IFC's first
commitment to a development company operating on a regional scale and
is intended to help ADELA continue
the current rapid expansion of its
long-term investments in Latin American enterprises.
In addition, IFC made eight other
commitments totaling $29.4 million
in ventures with a total cost amounting to $99.3 million. The investments
were in a development finance company and in cement, flat and container glass, paper, textile, tourism,
and synthetic fiber projects in seven
countries.

IFC Membership Increases
The Democratic Republic of Congo
and the Yemen Arab Republic joined
IFC during the quarter, bringing membership to 94 countries and subscribed
capital to $106,954,000.

STAFF PAPERS
Staff Papers is a publication through which the Fund makes available some of the studies
on monetary and financial problems prepared by members of its staff. The studies published thus
far have dealt with such subjects as international liquidity, balances of payments and exchange
rates, inflation in relation to economic development, and national monetary and fiscal policies.
Summaries in French and Spanish are appended to each article. There are three issues each year.
The subscription is $6.00 a year or $2.50 for a single copy; university libraries, faculties,
and students may obtain it for $3.00 a year or $1.00 a single copy.
Orders may be sent to
The Secretary
INTERNATIONAL MONETARY FUND
19th and H Streets, N.W.

Washington, D.C. 20431, U.S.A.
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THE INTERNATIONAL
MONETARY FUND, 1945-1965
Twenty Years of International
Monetary Cooperation
Vol. I. Chronicle, 680 pp.
Vol. II. Analysis, 640 pp.
Vol. III. Documents, 549 pp.

Price: $12.50 the set ($5 a volume if sold separatefy), or the equivalent in the
currency of any member of the Fund.
This history of the first 20 years of the International Monetary Fund has been
written by past and present members of the Fund staff, and is based upon both
the Fund's own records and research into other documents.
Volume I starts with a description of the several different plans formulated in
1941-44 for an international monetary institution, leading up to a review of the
proceedings at Bretton Woods. It then describes, year by year, the principal events
in the Fund's history. Extensive summaries of the discussions in the Boards of
Governors and Executive Directors elucidate the arguments for and against the decisions which the Boards took.
Volume II briefly outlines the process of policymaking in the Fund, and its
functions and objectives, and then treats systematically the formation of the
Fund's policies in three important fields—exchange rates (including gold); exchange
restrictions; and the use of the Fund's resources (including stand-by arrangements and stabilization programs). It concludes with a detailed study of the constitutional development of the Fund from 1945 to 1969.
Volume III reproduces most of the documents referred to in Volumes I and II,
including early versions of the plans devised by Lord Keynes and Mr. Harry Dexter
White which have not been previously published.
Volume I was written by J. Keith Horsefield; Volume II by Margaret G. de Vries,
Joseph Gold, Mary H. Gumbart, J. Keith Horsefield, Gertrud Lovasy, and Emil G.
Spitzer.
Orders should be addressed to
The Secretary
International Monetary Fund
19th and H Streets, N.W.
Washington, D.C., 20431
U.S.A.
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Water and
Power Resources
of West Pakistan
A Study in Sector Planning
The Tarbela Dam in West Pakistan is the largest earth and rock-filled dam in the world,
and will cost some $900 million. The dam's significance, however, goes far beyond its size
and cost; it is the largest civil engineering work of the complex and interrelated system of
reservoirs, barrages and link canals which formed the basis of the Indus Waters Treaty of
1960, and marked the end of the long dispute over water supplies between India and
Pakistan. It is also the centerpiece of an integrated development program designed to exploit
West Pakistan's water and power resources. This program is outlined in the three-volume
World Bank Report prepared by a World Bank Study Group comprised of Pieter Lieftinck,
A. Robert Sadove, and Thomas C. Creyke.
Volume I is a condensed version of the entire study, including an evaluation of the huge
Tarbela Dam project. Volume II gives a detailed discussion of irrigation and agriculture.
Volume III contains papers covering background and methodological issues.
Volume I: The Main Report, 368 pp., $10.00
Volume II: The Development of Irrigation and Agriculture, 512 pp., $12.50
Volume III: Background and Methodology, 432 pp., $ 12.50
$28.50 the set
Published in English only.
Order from:
THE JOHNS HOPKINS PRESS
Baltimore, Maryland 21218, U.S.A.
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REPORTS FROM THE
WORLD BANK GROUP
WORLD
BANK
INTIRIMTMML DEVELOPMENT flSSOCWTIOH

Annual Reports for 1970 of the World Bank and its affiliates, The International
Development Association (IDA), and the International Finance Corporation (IFC), will be
presented at the Annual Meeting of the Board of Governors to be held in Copenhagen,
Denmark, September 21-25, 1970. The record of Bank and IDA operations will be in a joint
publication, while that of the IFC will be reported separately.
Copies of the reports in English, French, German, or Spanish may be obtained free of charge
from either address:
World Bank Group
1818 H Street, N.W.
Washington, D.C. 20433
U.S.A.

World Bank Group
66, Avenue d'lena
Paris 16e,
France
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Curricula of Courses Held
at the Economic Development Institute
July 1969 to July 1970
A limited number of paperbound volumes outlining the courses and teaching materials
utilized in the Economic Development Institute of the World Bank for the period July 1969 to
July 1970, are now available.
The volumes have been published in response to requests for curricular information regularly
received by the Institute. The publication includes the topics covered and the sequence of
seminars in each of the courses; outlines and other teaching materials distributed to
participants; and similar matters of a technical and pedagogical nature.
Copies are available upon request to
ECONOMIC DEVELOPMENT INSTITUTE
International Bank for Reconstruction and Development
1818 H Street, N.W.
Washington, D.C., 20433
U.S.A.

General
Policies

The IFC-General Policies booklet of the International Finance Corporation, of the
World Bank Group, describes the Corporation's objectives, operations, and investment
criteria. The recently published revised edition reflects new policies aimed at
broadening I PC's activities.
IFC-General Policies is available in English, French, German, Italian, Portugese, and
Spanish. A condensed version in Japanese has also been published.

Requests may be addressed to

Publications Section
World Bank
1818 H Street N.W.

Washington, D.C. 20433, U.S.A.
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