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New from the World Bank
The Transformation of Urban
Housing

The Experience of Upgrading in
Cartagena
W. Paul Strassmann
Explains why the upgrading of urban
housing should be fostered as a means to
increase production in this important sector, to generate employment, and to improve equity in the distribution of housing.
The Johns Hopkins University Press.
240 pages. Cloth US$22.50 (£17).

Project Evaluation in Regional
Perspective

A Study of an Irrigation Project in
Northwest Malaysia
Clive Bell, Peter Hazell, and Roger Slade
Develops
quantitative
methods for
measuring the direct and indirect effects of
agricultural projects on their regional and
national economies.
The Johns Hopkins University Press.
336 pages. Cloth US$30 (£22.50).

These and other World Bank publications are described in the new 1983 Catalog of Publications.
All are available from World Bank Publications, Box 37525, Washington, DC 20013, U.S.A.

Alternative Routes to Formal
Education

Distance Teaching for School
Equivalency
Hilary Perraton (Editor)
Examines ways in which distance teaching
methods, which include correspondence,
radio, and television, have been used;
compares specific cases; analyses their
costs; and considers the effectiveness of
distance teaching versus traditional
education.
The Johns Hopkins University Press.
330 pages. Cloth US$35 (£26.25).

Commodity Trade and Price Trends
A 144-page annual statistical handbook that presents historical information on the export trade of developing countries and market quotations
for 51 commodities, including food, nonfood items, metals, and minerals
that figure largely in international trade will be published for the World
Bank by The Johns Hopkins University Press on a subscription basis.
All commodity prices in the 1982 edition of COMMODITY TRADE
AND PRICE TRENDS are shown in a single currency (the U.S. dollar), in
terms of both current, or nominal, dollars and 1981 constant, or real.
Payment is required before issues can be shipped, and must be
made by check payable in U.S. dollars through a U.S. bank or by
International Money Order or Unesco coupon in the amount of
US$15.00 for each subscription.
Issues will be sent by book rate in the United States and Canada
and by air mail to all other countries. There is no extra charge for
postage.
To order "Commodity Trade and Price Trends" fill in this form
and mail it, with payment of US$15.00 for each annual subscription, to: The Johns Hopkins University Press
Journals Division
Baltimore, Maryland 21218
U.S.A.

dollars, and in both tabular and graphic form. These data are presented in
English, French, and Spanish. Selected data on ocean freight rates are
also featured, as most of the price series are based on c.i.f. quotations at
the major consuming markets.
Students of economics, economists, commodity traders, bankers, and
government officials all will find the handbook to be a particular value in
their work.
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Baille
activity
World Bank initiates short-term borrowings

On September 29, 1982, the International
Bank for Reconstruction and Development
(the World Bank) began to offer discount
notes under a short-term borrowing program
approved by its Board last July. The Bank
anticipates that in fiscal year 1983 it will have
outstanding up to US$1.5 billion in shortterm discount notes and that it will borrow
about $8 billion in the fixed-rate medium to
long-term markets. The initial offering of
notes is being made in the U.S. domestic
market.
In the two weeks preceding the offering,
Eugene H. Rotberg, Vice President and
Treasurer of the Bank, made presentations
to groups of prospective institutional investors and to the sales forces of the five dealers offering the discount notes. He explained
that the financial strength of the Bank is
based principally on the size of its liquid assets, the quality and diversification of its loan
portfolio, its broad access to financial markets, its substantial capital and reserves,
and its consistent profitability.
The Bank's financial assets, Mr. Rotberg
observed, are its liquidity and its loan port-

folio. Its liquidity ($9.4 billion at the end of
fiscal year 1982 in actively managed investments in money market instruments) gives
the Bank flexibility to decide when, where,
and how much to borrow. Its loans are to, or
are unconditionally guaranteed by, member
countries for specific economic development
projects that must produce acceptable rates
of return, be of high priority in the country's
development program, and be supervised
until physical completion. Disbursed and
outstanding loans amounted to $29.2 billion
at June 30, 1982, and undisbursed loans
(including loans approved but not yet effective) were $32 billion. Disbursements typically take 3-7 years and are against documented expenditures primarily for goods
and services procured under international
competitive bidding. The Bank has never
suffered a loss on a loan or had a nonaccruing loan, and payment delays have been insignificant. The Bank follows a policy of not
taking part in debt rescheduling agreements.
The Bank's liabilities consist of $31.8 billion in borrowings plus $7.8 billion in equity.
The Bank's borrowing policy is to diversify by

Fund
activity

Fund transactions

Key quota and SDR matters before Board
The consideration of unresolved issues
relating to the Eighth General Review of
Quotas will occupy a considerable amount
of Fund time over the next few months. The
communiqué, issued by the Fund's Interim
Committee at the Annual Meetings in
Toronto in September urged the Fund's
Executive Board to give high priority to
quota-related matters so that the key issues
of size and distribution of the quota increase
can be agreed on prior to the next Interim
Committee meeting, April 27-28, 1983, in
Washington, DC.
Having reached a consensus on the formula for calculating quotas, the Fund's Executive Board must still agree on the overall
increase in quotas and the distribution of
such increase between general and selective increases. Specific topics that will be
examined include the Fund's policy on minimum quotas, quota increases as they affect
2

currency, country, source, and maturity for
maximum funding flexibility. The Bank enjoys the highest quality standing for its issues, which are denominated in 18 different
currencies. Its equity consists of $4.1 billion
in capital paid in by member countries plus
$3.7 billion in retained earnings and reserves. (The Bank's net income for the last
fiscal year was $598 million, and it has been
profitable every year since 1947.) Accordingly, its debt/equity ratio is 4.1 to 1 and its
outstanding loan/equity ratio is 3.7 to 1. Finally, over $39 billion in callable capital may
be called by the Bank from member governments but only to meet obligations for borrowings or guarantees. The above data is as
of June 30, 1982.
Mr. Rotberg also emphasized that the
Bank does not need to raise money by selling discount notes in lieu of selling bonds
with longer maturities but has chosen to initiate the program now to have additional
flexibility in managing its financing operations in conjunction with its recent decision
to make new loans at variable interest rates.
Sheldon Rappaport

Fund liquidity, and modalities of payment of
quota increases.
Paralleling this work will be an assessment by the Board of the adequacy of existing Fund facilities to alleviate strains in the
international system, as well as consideration of a proposal being prepared by the
U.S. authorities to establish an additional,
permanent borrowing facility that would be
available to the Fund on a contingency basis
for use in extraordinary circumstances.
The Interim Commitee communiqué also
asked the Executive Board to seek a "convergence of views" to permit the Fund's
Managing Director to submit a proposal concerning new special drawing rights (SDR)
allocations in the current basic period. In addition, the Board is expected to consider various staff recommendations for improving
the usability of the SDR over the next few
months.

Members' drawings from the Fund under its
various facilities, excluding reserve tranche
purchases, totaled SDR 30.7 million in September, raising total purchases in 1982 to
SDR 4.4 billion, compared with purchases of
SDR 5 billion for the comparable period in
1981. All SDR 30.7 million were credit
tranche purchases under stand-by arrangements. There were 20 stand-by arrangements and 8 extended arrangements in
effect at the end of September. Total repurchases by Fund members in September
were SDR 124.8 million, bringing repurchases in 1982 to SDR 1.3 billion. Total purchases less repurchases were SDR 3.1 billion, which compares with a net credit figure
of SDR 3.3 billion for the corresponding
nine-month period in 1981. Reserve tranche
purchases from January through September
this year totaled SDR 1.1 billion, versus
SDR 279.7 million for the same period in
1981.
David Cheney

Finance & Development / December 1982

©International Monetary Fund. Not for Redistribution

Recent
staff studies
Morris Goldstein and Mohsin S. Khan

Effects of Slowdown in Industrial
Countries on Growth in Non-Oil
Developing Countries
IMF Occasional Paper 12, US$5 (US$3 for university
libraries, faculty, and students).

This paper examines the relationship between economic growth in the industrial and
the non-oil developing countries, with special reference to the reasons why the latter
were able to maintain reasonably high
growth rates in 1973-80 despite the slowdown in the industrial countries.
The findings indicate that four elements
weakened the adverse impact on the non-oil
developing countries of the industrialcountry slowdown: (1) a significant increase
in migrants' remittances; (2) the increased
availability of external finance at attractive
real interest rates; (3) the substantial share
of agriculture in the gross domestic product
of the non-oil developing countries; and
(4) the application of outward-looking economic policies in some non-oil developing
countries.
The study also finds important differences
between the various subgroups of non-oil
developing countries. Specifically, the
middle-income oil importers were more sensitive to the slow growth in the industrial
countries than either the net oil exporters or
low-income countries. The middle-income
countries were, however, probably less vulnerable to other types of shocks. For any
developing country, a relatively high degree
of integration with the world economy is
beneficial when industrial countries grow
rapidly and costly when they grow slowly.

Gains from trade, however, extend beyond
the direct income increases from rising export growth, and these other gains are not
forthcoming without a consistent outwardlooking policy. Turning inward as a response
to projected slow growth in the industrial
countries might reduce short-run fluctuations in trade but would also be likely to reduce the rate of growth over the mediumterm of the non-oil developing countries.
The study also offers some evidence that
industrial country growth rates had a stronger impact on non-oil developing countries in
Staff Team Headed by Patrick de Fontenay

Hungary:

An Economic Survey
IMF Occasional Paper 15, US$5 (US$3 for university
libraries, faculty, and students).

The Fund's membership now includes a
growing number of centrally planned economies. The nature and the operation of these
economies are coming under increasing
scrutiny and debate. Hungary applied to the
Fund for membership in late 1981. This paper was originally prepared as an internal
report on the main features of the Hungarian
economy since the 1968 reforms, when the
"New Economic Mechanism" was introduced.
These reforms, introduced in stages and
with occasional temporary setbacks, were
aimed at adapting Hungary's centrally
planned system to permit greater autonomy
for enterprises—particularly regarding their
investment, prices, and wages. Profit now
figures as a more important incentive in the

1973-80 than in 1965-72. This appears to
be traceable to, among other causes, the
large long-term increase in the share of
manufactures in non-oil developing country
exports. Manufactured exports have been
emphasized because they are thought to
stimulate growth more effectively than other
types of exports, but imports of these manufactures by the industrial countries are also
more sensitive to changes in income there,
and tend to fall more quickly when growth
slows down in the industrial countries.

economy. This paper reviews recent economic developments, with particular attention to industry and agriculture, the wage
and price system, and financial policies, and
appraises the performance of the Hungarian
economy.
Together with these systemic reforms,
Hungary's economic management since
1968 has been marked by an increased willingness to expand trade with the convertible
currency area. Exports now account for
about 40 per cent of Hungary's gross domestic product, with about half of them going
to the West. The paper traces the growth of
this trade, which has been accompanied by
a heavy reliance on foreign borrowing, as
well as the still important trade with Hungary's partners in the Council for Mutual
Economic Assistance. The balance of payments difficulties that Hungary has experienced in recent years and the measures that
authorities have taken to meet these difficulties are also examined.

To our readers
Finance & Development is distributed without charge by
the International Monetary Fund and the World Bank
to qualified readers. Once your name is on our mailing list,
you will continue receiving our publication only if you return the poll card
that is sent to you every three years.
Some readers will be receiving their poll cards soon.
When you receive your poll card, you must return it promptly.
Otherwise, your name will be dropped from our list.
The Editor
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Vinod Thomas

Pollution Control in Sâo Paulo,
Brazil:

Costs, Benefits and Effects on Industrial
Location
World Bank Staff Working Paper No. 501, US$5.

Serious environmental pollution has attended the rapid urbanization and industrialization of some developing countries.
Often accepted as a necessary evil in the
earlier stages of growth, pollution is now
viewed with greater alarm as its social costs
have become increasingly evident. Corrective measures exist but how does an industrializing country apportion its limited resources and weigh the costs and benefits of
pollution control?
Harold Hansen

The Developing Countries and
International Shipping
World Bank Staff Working Paper No. 502, US$5.

Developing countries have captured an increasing share of world trade but their growing influence has not been reflected in its
transport. While developing countries accounted for 30 per cent of the world's seaborne tonnage in 1974, they were still, by
mid-1978, responsible for shipping only 8
per cent.
Over the past two decades developing
countries, for economic, political, and strategic reasons, have indicated increased interest in building and maintaining their own
maritime fleets. Is this, however, in their best

This study examines the pollution problem
and the antipollution policies and options of
Sao Paulo, Brazil—Latin America's most industrialized area and one of the world's largest metropolitan centers. Evidence indicates
that there have already been significant
losses from environmental degradation, with
deleterious effects for human morbidity and
mortality, particularly where heavy pollution
has occurred in densely populated areas.
In the face of mounting public concern,
various environmental regulations have
been enacted. As they are beginning to be
implemented, the need has been felt to evaluate policy alternatives. Heavy costs from
pollution abatement could be incurred unless a selective approach is adopted. Such
an approach would be discriminating with
regard to the industries and types of areas

regulated and the nature of controls imposed on emissions. This paper offers a
cost-benefit framework in which the pollution
control policies can be analyzed and it
enumerates some preliminary order-ofmagnitude estimates.
The paper notes the large variations in the
degree of environmental damages across
locations and suggests the desirability of a
selective strategy. With such an approach,
industries may be induced to move from the
seriously affected and thickly populated
areas to places better able to absorb their
discharges. This indirect effect of pollution
abatement on manufacturing location improves the net benefit of the policy and is
preferable to policies that directly control industrial production as a means to improve
environmental quality.

economic interests? And under what circumstances can developing countries benefit
from investments in international shipping?
The potential benefits for a developing
country are a lessened dependence on
foreign-owned shipping, reduced foreign exchange outlays, lower freight costs, possible
new markets, and generally facilitated trade,
including trade with other developing countries. This study finds, however, a very mixed
picture; some of the benefits can be negative
and prospects should be evaluated carefully
on a case-by-case basis. Satisfactory determination of intersectoral priorities and detailed project feasibility studies are essential.
International shipping is capital intensive
and can be risky and highly competitive. The
study concludes that investments are more

likely to be productive in countries that have
traditionally been involved in international
shipping and have the appropriate institutions. It could be beneficial, also, where
there is a potential for expanding employment and growth in related industries; where
there are substantial prospective foreign exchange savings or earnings; and where the
country has the capacity to develop new trading volumes, routes, or partners by removing service constraints. To be of net benefit to the country, the existence and
strength of these factors must be tested in
the context of overall economic transport
needs and priorities, taking into account the
possibilities for improving both inland and
shipping technologies through such an
investment.

that the nature of the agricultural development strategy has a very important role in
determining both the size and the regional
distribution of industrial development. Studies of the origins of large firms also indicate
that many have their roots in the expansion
of once small firms.
Entrepreneurship is often a factor in the
successful transformation of businesses
from small to large. Rapid market growth has
generated remarkable entrepreneurial response. The response, however, has neither
been as full nor as efficient as it could be. It
is not as full because many in the labor force
lack the background and income to even
consider setting up a small firm; it is not as
efficient because inefficiencies both in investment and operating details are compounded by inefficiencies in capital markets,
in the structure of industrial incentives, and
in policies toward agriculture.
Finally, in looking at the impact of assistance to small industries, the study cites the
need for ex posf evaluation of these pro-

grams and comparisons of country experiences. In the area of small industry finance,
the study isolates parallels to agricultural
credit findings, particularly the real risks of
default. Risk is a critical factor and the study
concludes that while risk-guarantee programs and the involvement of public banks
may be necessary to transform financial institution policies, financing programs would
clearly be more effective if they were accompanied by relaxed administrative controls on
interest rate policies and on the borrowing
and lending of financial intermediaries.
Overall, the more efficient the leading sector policies (such as tariffs, investment incentives, and agricultural policies), the more
efficient small industries were likely to be.

Dennis Anderson

Small Industry in Developing
Countries
World Bank Staff Working Paper No. 518, US$3.

Researchers and country development
plans have increasingly acknowledged the
important contribution that small industries
can make to a developing country's growth
and prosperity. This paper looks primarily at
three aspects of small industries: (1) the
changing type and dominant size of manufacturing units over the course of development; (2) entrepreneurship; and (3) the impact and effectiveness of programs to assist
the development of small industries.
Industrial units appear to evolve through
three distinct phases: household manufacturing, small workshops or factories, and
large-scale production. What triggers progression from one step to the next? In its
review of the literature on the subject this
study finds that small factories emerge rapidly in response to the growth of markets.
The growth of rural markets suggests, too,
4

Copies of these publications are available
from the respective Fund and Bank
publications units. For ordering information,
please see the Fund advertisement on the back
cover and the Bank advertisement on the inside
front cover of this issue.
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A

conversation
with
Mr. Clausen
The President of the World Bank interviewed by Finance & Development
F&D: Do the recent changes in Bank policies and emphasis
indicate a shift in Bank policy or do they simply reflect an
adjustment to new circumstances? Would you comment first on
the financial changes and, second, on the emphasis on the role of
the private sector?
Clausen: I would say the changes in our policies are evidence of
some shift in emphasis and also represent an adjustment to
changed circumstances. Let me deal with the financial changes
first. The front-end fee of 1.5 per cent on new IBRD loans and the
increase in charges for IDA credits are nothing more than a
reflection of the external financial environment in which we are
operating. The World Bank has US$31 billion of unfunded
commitments on which, when disbursed, we will receive interest
averaging 8.75 per cent. That is locked in place. Yet to fund those
contractual obligations the last $12 billion or so that we borrowed
in the marketplace was at a cost above 10.5 per cent. You can see
the nature of the problem. To meet the increasing needs of our
member countries our borrowing program is growing: $5.7 billion
in fiscal year 1981, $8.5 billion in 1982, around $9.3 billion in 1983,
and $10 billion next year. The appetite is growing for fixed-rate
long-term loans. But in today's economic environment, the
sources we can tap for our long-term funds are not growing. That
is why we obtained, on July 1, 1982, permission from our

Executive Board to go to the short-term market—the one market
that is growing—for borrowings of up to $1.5 billion outstanding
at any one time. All of our borrowings have to be approved by the
minister of finance of the country whose currency we are seeking.
Permission to borrow on a short-term basis is not available in very
many countries, but we have a ten-year approval authority from
the Secretary of the Treasury of the United States and, of course,
the dollar market is the principal short-term market.
The Bank Board addressed what I call the mismatch of
commitment versus borrowing rates earlier this year. In the past
we fixed the interest rate on our loan commitments at the time of
commitment and the rate remained constant for the life of the
loan, but we disbursed over a period of years as a project was
being implemented. It may have taken as long as seven years to
complete disbursement on, say, a hydroelectric scheme or a big
dam. Therefore, the rate that was fixed at the time of commitment
bore no relationship to the real rates the Bank paid on funds
borrowed at the time of disbursement. We asked the Board to
examine that mismatch and the Board approved a new policy for
all IBRD loans negotiated after July 1, 1982.
Under this policy, the interest rate on the outstanding amounts
of loans will change every six months according to a variable rate
based upon a change in the cost of the Bank's entire "pool" of
Finance & Development / December 1982
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. . . ourgovernments should
take a closer look at the
constraint imposed by the
$60 billion notional planning
figure and find ways in which
we can enlarge our lending
program. By the same token we
should also find ways in which
we can complement the resources
that we have . . . to encourage
other investment flows to
be associated with our
development assistance, f f

borrowings, which contains a variety of currencies, at different
rates and maturities. We established the pool to begin with at $8.5
billion, which is the previous 12 months' borrowings. Borrowing
in the first 90 days of this fiscal year has been slightly less than $3
billion. So $11.5 billion of borrowings are in the pool already. An
additional charge, or spread, of half a percentage point over the
cost of that pool determines the rate of interest charged our
borrowers. I think that the pool system will be much easier on the
borrowing country than any other arrangement. In order to have
access to the markets for increased borrowing we have to show a
profit. Our bonds pay the finest rates. We have the highest credit
rating of any nongovernmental institution in the world. We must
protect that reputation, and our profits will help protect it.
6

F&D: You had mentioned the growing appetite of borrowing
member countries and the need for more resources. There was some
concern at the Bank Annual Meeting in Toronto about the
somewhat limited real growth in the Bank's planned lending
program of $60 billion over fiscal years 1982186. Witt it be
sufficient?
Clausen: That $60 billion target was determined largely in the
light of the General Capital Increase that was launched October 1,
1981. At that time, the People's Republic of China had barely
started borrowing from the Bank. Nor did the target take into
account the possibility of a shortfall in IDA funds, which would
call for a greater proportion of IBRD funds in loans to those
countries that are able to borrow on a blend of IBRD and IDA
terms. Also, at the time the $60 billion figure was set, no one had
realized the severity of the economic malaise that we would be
facing on a global scale, nor had anyone realized that official
development assistance would be dropping in real terms. And,
no one had realized at the time that because of the unusual
international economic problems, commercial banks would become more subdued in their lending.
Shouldn't we, as a development institution, adjust our policies
to be more sensitive to the times and enlarge our lending
program? We in management believe that our governments
should take a closer look at the constraint imposed by the $60
billion notional planning figure and find ways in which we can
enlarge our lending program. By the same token we should also
find ways in which we can complement the resources that we
have—human and financial—to encourage other investment
flows to be associated with our development assistance.
F&D: Coming back to the private sector emphasis, is it a change
in policy?
Clausen: Absolutely not. Our principal window to the private
sector, the International Finance Corporation (IFC), was established in 1956. It has helped a growing number of countries
establish a stronger private sector. IFC is assisting more countries
these days than before. In addition, a large proportion of the
beneficiaries of IBRD and IDA lending are in the private sector.
Very clearly, development in the interdependent world of today
is far more complex than in the past. Therefore it needs a better
coordination of all the available resources. Development demands greater resources than an individual developing country
can generate within its own confines or even from official external
sources, and in countries which do favor the private sector, why
not use the private sector for development purposes?
F&D: "Your proposal for a Multilateral Investment Insurance
Agency has aroused much interest. How will it benefit developing
countries?
Clausen: As I mentioned earlier, we are in an era now where
donor government budget constraints are impeding the flow of
official development assistance. We have to make a serious effort
to find ways to remove the obstacles that stand in the way of
nongovernmental investment resources, thereby enlarging the
flow of funds to developing countries. That is the rationale for
examining constraints on the private sector.
Generally, the principal constraint is fear—fear of political
risks, expropriation, nationalization, changes in the rules after an
investment is made, and changes in the rules for repatriation of
earnings. All of which suggests to us the need to find ways in
which we might be helpful in moderating or removing some of
the obstacles facing foreign investment. That is the rationale for
multilateral investment insurance.
There are only a few countries that have their own political risk
investment insurance available to their investors and exporters,

Finance & Development I December 1982

©International Monetary Fund. Not for Redistribution

and there are no official reinsurance or coinsurance schemes.
There is some coverage in the private sector but with projects
getting more expensive and bigger, the political risks are so large
that they cannot be handled by government entities or national
investment institutions. We have been exploring a multilateral
investment insurance scheme that could build on the existing
national and private schemes to set up a global scheme. The
objective is to increase the flow of funds from the private sector.
The multilateral investment scheme is not a new idea. It was
presented in the Sixties and early Seventies by the IFC and the
World Bank. But conditions are far different today. The previous
schemes were involved and elaborate, and they never got
launched. We are going to be less ambitious. We are not going to
displace anything but to complement the existing schemes,
starting small, with perhaps 12-15 countries—some OECD countries, some OPEC countries, and some Latin American countries.
Over time, other countries may find it to their advantage to join,
depending upon investment opportunities.
Today, the flow of private investment differs from the patterns
of yesteryear, when it went from the developed to the developing
countries, on a one-way street. Investment flows today go from
developing to developing, and from developing to developed
countries as well. The major flow is still from developed to
developing, but it is now a two-way flow. Investment should also
be thought of in a global sense. Hence, we have been emphasizing the need for a global investment code, a framework which
would provide a GATT-like arrangement for investment. It
would provide a clearer understanding of the rules of behavior
for host countries inviting investment and for investors considering it. There are several schemes in existence—within
OECD, the Arab nations, and in the Pacific Basin—but there are
no links between them. We need a global scheme that would
encourage private investment across national boundaries.
All these changes and ideas are just a continuation of an
evolutionary trend. I think that the Bretton Woods institutions
must be sensitive to changing times so that we can be more
effective.
F&D: Do you see cofinancing as a complement to or a replacement for Bank lending? Why is it important today?
Clausen: Cofinancing should be additional. It should not be a
substitute for Bank lending. Today, you have some commercial
banks pulling out of lending to developing countries when they
shouldn't. You have official development assistance flows being
reduced because of budget constraints in donor countries. So, we
must find some way to generate additional flows for development projects in less developed countries. Infrastructure—
ports, roads, railways, and so on—is the preamble for the growth
of the private sector.
To associate commercial banking flows with that kind of
development by changing some of our operational and legal rules
is not a change in our emphasis. The Bank has undertaken
cofinancing with other development banks for many, many
years, and with commercial banks for almost ten years. My
former institution, Bank of America, was the first commercial
bank to cofinance a project with the World Bank. I guess my
interest in cofinancing has come from that: I liked it then as a
commercial banker; I like it now as a development banker.
There are two ways in which we can enlarge the flow of funds.
First, by lowering the risk to the commercial banks. That would
certainly not hurt the pricing of the loans and could also extend
the terms, because commercial banks would syndicate the loan,
whatever the amount, normally giving it a seven or eight year
maturity. We are helping our borrowers by associating those
commercial funds with a project that we are managing, one that

will have an economic return of at least 10 per cent to the country
and is within the framework of priorities for that country.
Second, cofinancing would help extend the maturities of the
loans by 18 months or two years, thus helping the debt
management of the borrowing country by improving its debt
structure. That is the rationale for cofinancing, and I hope we will
get Board approval for it.
F&D: Although an agreement on IDA financing was reached in
Toronto, there seems to be a dichotomy in some donor countries
between recognition of IDA's effectiveness and cutbacks in its
funding. This may be partly due to the fact that the Bretton
Woods generation seems to have been displaced by a new
generation of opinion leaders. Do you think the Bank ought to be
doing something to address this new generation in donor
countries?
Clausen: Yes, we need to do a lot. Governments have changed.
Generations change. IDA is 22 years old. The purpose of our new
publication IDA in Retrospect was to address this problem of
understanding the meaning of aid. [See article on page 22 by
Shahid Javed Burki and Norman Hicks.] Concessional development assistance is in short supply, particularly in present
conditions when it is sorely needed. Countries that have access to
international markets by virtue of their creditworthiness have
more flexibility than countries that either do not generate
sufficient funds internally to finance their economic development
or are totally reliant on external resources. But this latter group of
countries does not have access to the international capital
marketplace; they are not eligible even to borrow from the IBRD.
Their only recourse is concessional assistance on a bilateral or
multilateral basis. Since IDA is the largest single source of
concessional development assistance, the curtailment of resources to IDA has caused difficulties. It was difficult enough
before, but it is even more so now when fewer resources are
available to meet the greater needs of the poorest of the poor
countries.
IDA financing was our single greatest issue in Toronto. I would
say for the foreseeable future, IDA is going to remain the single
greatest issue for the World Bank. In August 1981, 12 months
before Toronto, IDA-6 (the sixth replenishment of IDA resources
by donor countries) became effective, after a delay of more than
one year. The fact that it is now launched shows great international understanding. Second tranche payments are in and
committed for almost all countries, except for the United States.
All countries will make their commitments to IDA-6 over three
years, except the United States, which is going to make them over
four years. In addition, for fiscal year 1984, which will be a
transition year before we get to IDA-7, these countries will
provide another $2 billion. Countries will make those resources
available to IDA or in a special or parallel fund. I was very pleased
with these results; not satisfied, but pleased with the fact that
there was understanding on IDA financing and recognition of the
needs of the poorest of the poor countries that were counting on a
continuation of IDA funds.
At Toronto, it was also agreed that we could start the
negotiation for IDA-7, in November 1982, here in Washington.
Difficult though the environment may be when we start the
negotiations, it is important that they are successful. Our
institution is making every effort to make people understand
that. IDA in Retrospect was an attempt at that.
What are the lessons that we have learned in the last 22 years?
IDA is not perfect. No one is suggesting it was. On the other
hand, the overwhelming weight of IDA's efforts has been
constructive. Completed IDA projects have generated an economic return to the borrowing countries of, on average, 17.9 per
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considerabl e variation s in the qualit y of the monitorin g and
trackin g of debt service by the developin g countries . We have
been attempting , for at least the last 15 months , to expand our
policy dialogue with countrie s and to includ e in it the questio n of
debt managemen t to a greater extent tha n before.

/ / . . . /o r the foreseeable future,
ЮА is going to remain the
single greatest issue for
the World Bank. / /

cent . Complete d IBRD project s have generate d an economi c
retur n of 17 per cent . We not e the higher ID A return s in South
Asia tha n in Africa, 22.5 per cent in South Asia versus 14 per cent ,
on average, for Africa. This confirm s the need for mor e attentio n
to the poores t of the poor countries .
F&D : Do you think that the Bank is doing enough in assisting
countries to monitor their external debt?
Clausen : To the questio n "Are the Bretto n Wood's institution s
doin g enough? " the answer is clearly "No. " At the IBRD and ID A
we have tende d to focus on debt with a maturit y of over 12
month s but have discovered tha t debts with a maturit y of less
tha n 12 month s are terribl y important . We have also discovered
8

F&D : Given the magnitude of the adjustment problem, how
effective do you think the Bank can be when its resources for this
purpose are relatively limited? As the Bank goes into structural
adjustment lending it is going to face more and more the question
of conditionality, which hitherto has been faced mostly by the
Fund. Does that concern you?
Clausen : Structura l adjustmen t lending—we have had thre e
years of it—is still a fairly new phenomenon . It is very important .
Back in the simpler days of the 1950s and 1960s, in a world tha t
was not quite as interdependen t as it is today, it took less time to
make adjustments . Change s were easier to accomplish . In
today' s environmen t of economi c malaise it takes a longer time
for structura l adjustmen t to be effected. We must also take into
accoun t the thinnes s of the politica l ice, which can be a major
factor . The fact tha t we have a great man y countrie s toda y tha t
were not independen t even 15 or 20 years ago makes the tim e
span for adjustmen t more critical .
The Fun d has a limitatio n on the time span tha t it can cover.
Therefore , the Bank's structura l adjustmen t lendin g is very
complementary . Seventee n countrie s have been the recipient s of
structura l adjustmen t loans by the World Bank, totalin g a sum
slightly exceedin g $2 billion. Ho w effective can we be with
limite d resources ? When you look at the need s you might say tha t
$2 billion in 17 countrie s is very small, but a long marc h can begin
with a few steps. The emphasi s on helpin g government s put in
place appropriat e economi c and social policies is not a new
phenomeno n for the Bank. We have had this emphasi s for the
past thre e and a half decades . I thin k tha t this policy dialogue is
the strongest resourc e tha t the World Bank can provide. Tha t is
why we are attemptin g to broade n and deepen the policy
dialogue in a constructiv e manner .
Our job is to help development , to help countrie s develop
themselves . We don' t do development , the countrie s do it. It is
the countries ' prioritie s tha t matter . But we can be tremendousl y
useful to countrie s in helpin g the m sort out the alternative s and
by doin g the analysis and study in depth—recognizin g the
strengths , weaknesses, and the relative directio n of an individua l
country' s economy . Thus, we can help increas e productivit y in
the right sectors and in the right regions. Tha t is our job. But you
know, help offered is not always help wante d or received. In
some cases we may have to be mor e persuasive, because to be
constructiv e we may have to includ e in our dialogue element s
tha t may not be politicall y popula r within a country .
So the Bank is well attune d to conditionalit y on structura l
adjustmen t loans and conditionalit y on projects . Ther e is no
doub t tha t the countrie s that pursue sound economi c policies are
the ones with the stronger economi c development . Ther e is a
growing awareness of this. At the Toront o Annua l Meetings , the
on e thin g tha t came across was the need for adjustmen t across
the board, for all countries , developed as well as developing . We
want to be, indee d we are mandate d to be, a key player in tha t
process.
F&D : Some years ago, many developing country groups voiced
the desire to play a greater role in the management of international institutions. Has this been an issue that you have faced in
your discussions in Toronto and elsewhere in your travels?
Clausen : No . But in the discussion s on global negotiation s it has
been suggested tha t ther e is a need for new internationa l

Finance & Development / December 1982

©International Monetary Fund. Not for Redistribution

Mr. Clausen being interviewed by the
Editor (center) and Managing Editor

(right) of Finance & Development

in his office at the World Bank in
Washington, DC.

institutions that are in tune with the needs of the Third World
and are more flexible. I must say that I would rather make the
existing institutions more effective. I think it is a far better world
today because of IDA, not in spite of it. If we had not had IDA or
something that was doing its kind of work, we would be far
worse off today. We have come a long way since the end of World
War II and the establishment of the Bretton Woods institutions.
These bodies have been helpful to the development process.
Now we are facing a far different environment and it's going to be
far different in the Nineties and beyond. That is why the World
Bank group should adapt to the times and be sensitive to the
needs of its members so that we can continue to be the effective
development institution that our owners want us to be.
F&D: You've been here 15 months now. How do you view your
transition from the head of the world's largest commercial bank
to that of President of the largest development bank and, in
particular, what has struck you about the development process in
this period?
Clausen: There are a couple of things that come to mind when I
respond to that inquiry. Commercial banks have a much shorter
horizon than a development bank. The development bank is
really interested in keeping the patient alive so we can effect a
cure. When I now visit countries that I visited frequently as the
Chief Executive of the Bank of America, I see some of the same
people, talk with the same ministers of finance, and heads of the
Central Bank. But as a development banker, the dialogue is
deeper and the horizon is farther. Not that the adrenalin runs any
slower here than in a commercial bank: to the contrary, I see no
difference, even though a commercial bank approach is tuned to
a different kind of shareholder, who is interested in the quality of
assets, in profits and returns, and in how the institution is
perceived in the marketplace. But these are all concerns of the
Bank's shareholders too.
I must say also that to come from commercial banking and to
see the concentration of the high professionalism that we have in
the World Bank is very satisfying. This is a different kind of
business entirely, and the fears expressed by some that charging
a front-end fee on Bank loans would change it from a development bank into a commercial bank are ridiculous. We are first,
last, and always a development bank. Commercial banks have
played a marvelous role as intermediators of funds from surplus
to deficit areas but their capacity is now limited. That is another
reason why I believe that the multilateral financial institutions
like the Fund and the Bank must play an increasingly important
role in the intermediation process.

//

. . . it has been suggested that
there is a need for new
international institutions . . .
I would rather make the existing
institutions more effective, /f

F&D: Finally, a question about style. The history of the Bank is
sometimes referred to as a series of eras: the McNamara era, the
Woods era, the Black era, and it has been said that you are not
willing to have this era baptized as the Clausen era. In an
operation of this size and given the need for strong central
direction, is it possible not to put your imprint on the institution ?
Clausen: I don't like to talk about it in those terms—sure,
personalities count but what really counts is the institution. It's
the institution that perhaps increases the reputation of the
individual. By combining all the human resources we have a
collégial effect. Each individual, maybe even the president, is a
piece of the mosaic that makes the beautiful picture, a true picture
of the World Bank. Our objective is to make the Bank appreciated
for what it really is, to bring the perception closer to the fact, in
more of our constituencies. Unfortunately the perception of the
Bank is not as great in some constituencies as it ought to be. And
we need also to improve the fact and to make the fact of what we
are, and what we are trying to be, closer to the needs of the times
and of our shareholders, developed and developing. These are
the two objectives that I have. Clearly, I have not come on board
just to hide my own personality and my own impact. I came on
board and was challenged by, and was interested in, trying to
make a difference and trying to contribute something from all
that I have learned over the past 32 years in the private sector, to
bring some of the advantages of my experiences to the needs of
the World Bank.
ED
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The Fund's
technical assistance
The Internationa l Monetar y Fun d lays considerabl e stress on providin g
technica l assistance in economi c and financia l matter s to its membe r countries .
This assistance is no less importan t tha n the provision of financia l resources .
Technica l assistance constitute s a transfer of anothe r kind of resource—knowledge
and the accumulate d experienc e of Fun d staff from their work in its 146 membe r
countries . This series of article s is, in brief, an overview of this aspect of the
Fund' s work.
The Fund' s technica l assistance is provided
throug h trainin g at headquarters , staff missions, and assignment s of Fun d staff and
outsid e experts to membe r countries . Most
of the regular trainin g is carried out in
Washington , DC by the IM F Institute . The
Centra l Bankin g and Fiscal Affairs De partments , and the Bureau of Statistic s provide member s with assistance on technica l
issues within their areas of competence ,
mainl y throug h staff visits and the assignmen t of outsid e experts. Othe r depart ment s of the Fun d participat e where
necessary—in particular , the Exchang e and
Trad e Relation s Departmen t and the Treasurer's Departmen t provide, respectively,
assistance on macroeconomi c and balanc e
of payment s policies, and on matter s concernin g the Fund' s financia l operation s and
transactions . The Research and Legal Department s often work with staff from the
functiona l departments . In turn , the functiona l department s generally cooperat e
with the relevant area department s of the
Fun d that are separatel y responsible for
Fun d relation s with countrie s in different
regions of the globe. The tota l cost to the
Fun d of technica l assistance in the centra l
banking , fiscal, balanc e of payments , and
statistica l fields was about US$21.7 million
in financia l year 1981. The Fun d will spend
an estimate d $30.5 million in the same
areas in financia l year 1983.
10

The Central Banking Department
Technica l assistance in centra l bankin g
matter s has been mad e available to mem bers demonstratin g a need for it almost
from the beginnin g of the Fund' s opera tions . In the early 1960s, however, when
man y newly independen t nation s becam e
members , this activity becam e a major
elemen t in the Fund' s technica l assistance
effort.
Initially , the assistance provided by the
centra l bankin g program focused on meet ing the need s of these newly independen t
nation s in settin g up centra l banks and in
establishin g an operationa l and regulator y
framewor k for othe r financia l institutions .
By the late 1970s, however, this need had
largely been met and the Departmen t began to chang e the thrus t of its assistance by
aidin g countrie s in 'modernizin g or reformin g their financia l systems.
A significant part of the Department' s
technica l assistance is provided by experts
on its pane l of outsid e specialists, but advice is also given by the Fun d staff throug h
short-ter m missions or by correspondenc e
and in consultation s held at Fun d head quarter s with members . The Centra l Banking Department , in conjunctio n with the

Legal Department , provides advice on the
preparatio n and draftin g of centra l and
genera l bankin g legislation. The De partmen t also undertake s research on a
broad range of economi c and financia l issues tha t complement s its advisory work.

Assignment of experts
By 1981, experts' services had been extende d to 89 countrie s and had amounte d
to a cumulativ e tota l of over 11,000 man months , increasin g from 25 man-month s in
1964 to 896 in 1981. Expert s on assignmen t
are generally borrowed from older, wellestablished centra l banks, but occasionall y
the y also come from academia , the private
sector s of membe r countries , or from the
rank s of the Fund' s staff. Both developin g
and developed countrie s provide experts,
but the proportio n drawn from the former
has increase d from 28 per cent of the tota l
in 1969 to 47 per cent in 1981. Experienc e
has shown tha t the interchang e of experts
amon g developing countrie s has been rewardin g because of similarities in the problems faced and the practica l solutions .
Guideline s for administerin g the program have been developed over time . Expert s in general are assigned to a centra l
ban k or a similar institution , such as a currenc y board or monetar y authority , .. thoug h ther e have been exception s where
warranted . They serve eithe r in an execu-
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The IMF Institute
The IMF Institute was established in 1964 to
expand and systematize the Fund's training
facilities, and it has become an important channel through which the Fund's expertise is
made available to its member countries. An essential purpose of the Institute's courses is to
contribute to a better understanding of the
need to take appropriate policy decisions and
the implications of such policy decisions.
The Institute offers courses and seminars in
English, French, and Spanish. Recently, arrangements have been made to allow a few
Arabic-speaking participants to follow some of
the English courses in their own language.
Courses and seminars are normally given at
Fund headquarters but a few special seminars
are held abroad.
Since its establishment, the Institute has provided specialized training for more than 3,000
officials from 138 member countries. Over the
years, the Institute has substantially adapted
and diversified the content of its courses in
response to training needs. Its 1966 program,
for instance, consisted of only five courses covering two specialized areas—balance of payments methodology and financial analysis and
policy—and one seminar on the Fund's organization and operations. At the time, the
Institute had only six economists among its
professional staff. During 1983, 11 courses and
2 seminars will be offered. These courses will
deal with techniques of economic analysis, financial analysis and policy, financial programming and policy, public finance, balance of
payments methodology, and government fi-

tive or an advisory position, although the
latter is preferred. An executive will be assigned if, for example, a central bank is
newly established and there is a scarcity of
the necessary trained personnel, but efforts
are made to phase out executive assignments at the earliest opportunity. In the
mid-1960s, somewhat more than half the
technical assistance assignments in central
banking were executive; by 1981 this proportion had fallen to one fifth, of which the
majority were at the departmental rather
than the senior policy level.

nance statistics. In addition to the courses, the
Institute will organize two seminars—one on
the role of the Fund in the international monetary system and another on central banking.
Only officials of finance ministries, central
banks, and other government financial agencies can be enrolled in the IMF Institute's
courses. Candidates must have duties and responsibilities related to the courses for which
they apply. Although the great majority of participants in the Institute's training courses
come from developing countries, industrial
countries are also represented. The purpose of
the courses is to enable participants to discharge their responsibilities more effectively
when they return to their home countries. The
courses also give participants an opportunity
to observe Fund policies and procedures at
close quarters, to meet the Fund staff who are
working on problems relevant to their countries, and to exchange information and experience among themselves.
The courses normally last from 8 to 18
weeks, depending on the subject matter. Seminars for senior officials on topics of special interest are organized by the Institute in cooperation with other departments. Participation in
these seminars is by invitation only, and their
duration usually does not exceed two weeks.
During 1982, three seminars were organized at
headquarters covering budgeting and expenditure control, balance of payments management, and central banking. In addition, two
seminars were held abroad: one in Fiji and
another in Zimbabwe.

The relationship between the Fund, the
Central Banking expert, and the host institution is carefully defined. The Fund pays
the expert, but members usually contribute
from 33 to 100 per cent of the cost of the
assignment. The experts are not regarded
as employees of the Fund and are responsible to, and work solely under the
direction of, the host institution, while the
Department evaluates the expert's work,
through correspondence and staff visits,
and provides advice on technical issues.
Where experts have achieved their objec-

Courses at the Institute are taught mainly by
its own resident faculty, comprising 22 economists, most of whom have extensive experience in the Fund's operational work. Other
departments of the Fund participate in the
work of the Institute and provide more specialized knowledge at both the analytical and operational levels. In addition, the Institute invites
guest speakers from international and national
institutions, including universities.
To expand its role as a channel for transmitting the Fund's experience and expertise to
member countries, the Institute has provided
lecturing assistance to regional organizations
and to national training institutes. For example, Institute lecturers have often participated
in programs at the Centro de Estudios Monetarios Latino Americanos (CEMLA), the South
East Asian Central Banks (SEACEN) Research
and Training Centre, and the Centre Ouest Africain de Formation et d'Etudes Bancaires
(COFEB). In order to expand the scope of its
activities, the Institute has recently compiled
part of the materials used in one of its courses
into a book entitled Financial Policy Workshops—
The Case of Kenya. The book is available in English. Similar publications are currently under
preparation in French and in Spanish.
There has been a growing need for specialized technical training as well as for courses
that place more emphasis on the experience
and practice of economic management. Reflecting the increase in demand, the role of the IMF
Institute in providing training is growing
steadily.
Source: IMF Institute

tives, their assignments have been phased
out, and, where possible, local counterparts have taken over.
Management, research, and bank supervision, at present, are the main areas of
Central Banking Department technical assistance. Other areas are foreign exchange,
operations, accounting, statistics, organization, and training. With the passage of
time, technical assistance in the field of
management has somewhat declined in importance, partly because of the success of
experts in training local counterparts and
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partly because of the increasing effectiveness of the local staff as their experience
has accumulated, but management assistance continues to be a significant part of
the Department's activities. Assistance in
research has remained important because
local facilities that could provide advanced
training in economic analysis have not always been available. Finally, bank supervision has emerged as a major new field of
assistance accompanying the development
and diversification of financial intermediation activities.

Hassanali Mehran
Advisor, Central Banking Department
For a fuller explanation of the Central Banking

Advisory services

Department's assistance program see, "Techni-

Upon request, the Central Banking Department provides advice on a wide range
of monetary and financial problems relating to developing countries. Advisory
activities are carried out in collaboration
with the area departments of the Fund, the
Legal Department (in the case of legislation), and with the World Bank and the
International Finance Corporation.
Advisory activities now cover virtually
the whole range of issues relating to the
development of a financial sector. These include the internal organization of a central
bank, the structure of the financial system,
the relationship of central banks with government and between central banks and
commercial banks, regional cooperation
among central banks, the establishment
and operation of forward foreign exchange
markets, and the relative effectiveness of
various monetary policy instruments.
To complement its advisory services the
staff of the Department engages in research
on a wide variety of topics related to financial policy in developing countries.
Such topics include the financial intermediation process, efficiency, and cost criteria for the banking system; demand for
money; selective credit controls, interest
rates, and other allocative monetary instruments; structure of the financial system;
multipurpose banking; and offshore banking. This research is intended to consolidate the practical experience gained by the
staff in advisory missions. Some of the
studies have been published, for the benefit of a wide variety of readers, in academic
journals and other publications, and in the
Fund's Staff Papers. Most recently, the Department has moved to create a data bank
pooling information on national banking
systems for comparative purposes.
Another new direction of activity is the
area of training. Recognizing the inadequacy of existing training arrangements for
central bankers in operational, as distinct
from theoretical, aspects of central banking, the Department is moving to establish
some continuing training facilities to assist
12

central banks in developing countries to become self-sustained and more effective entities. The first of these facilities was a seminar, organized jointly by the IMF Institute
with senior officials from 29 member countries participating, that was held at Fund
headquarters from June 28 through July 13,
1982.

cal assistance from the Fund: Central Banking
Department," by P.N. Kaul in the June 1981
issue of Finance & Development.

The Fiscal Affairs Department

frastructure in countries at an early stage of
development; (4) to assist member countries in modernizing their fiscal systems;
and (5) to organize and provide technical
training. Careful selection of the assignments that can best be undertaken by the
Fund, attentive management, and effective
use of assistance by recipients continue to
be vital to the success of the program.
Types of assistance
The program covers a wide range of fiscal
topics, concerned as much with the implementation of policy changes as with the
nature of reform, and as much with technical efficiency as with policy. The reform
of a country's tax structure, for instance,
may be necessary, particularly in countries
that have inherited outmoded tax systems
from a preindependence era. Advice may
be given on a specific matter, especially
when a new form of taxation is being introduced. There is often a need to review the
incentive effects of taxation and evaluate
the impact of fiscal operations on the management of limited resources. Thus, the tax
rate structure is often reviewed, as are the
effects of tax changes on incomes and consumption, investment, urban and rural incidence, and growth.
Work on tax administration has included
proposals to reorganize tax departments, to
improve assessment and collection procedures, to introduce national taxpayer
identification and masterfile processing,
and to implement new taxes. The latter has
included work on legislation (in collaboration with the Legal Department of the
Fund).
In budgetary areas the program also provides advisors on financial management;
on the improvement of procedures for budget formulation, fiscal reporting, expenditure controls, accounting, and auditing;
and on the use of electronic data processing
both for accounting and fiscal reporting. To
minimize the social and economic costs of
reducing outlays, assistance may be requested to improve the productivity of government expenditures and the performance of nonfinancial public enterprises.

Fund experience has shown the close
relationship between fiscal performance
and the balance of payments. It has also
demonstrated the need for improvements
in government finance to stabilize an economy and to maintain appropriate exchange
rates. The creation in 1964 of a Fiscal Affairs
Department enabled the Fund to offer
specialized practical advice to member governments on policies and administration in
the area of public finance. By the end of
1981, technical assistance had been provided in the field to 108 member countries
or regional groups.
Technical assistance in fiscal matters is
closely related to the Fund's major concerns and complements the general discussions of fiscal policies conducted with
member countries. The decision to request
such assistance is the prerogative of each
member. The acceptance of technical assistance is never a condition of Fund financing, nor does the Fund concentrate
these efforts on countries that have set up
stabilization programs with Fund assis- Program administration
tance. However, where the lack of fiscal
Often the need for assistance is identified
expertise in a country can be identified as a
factor in the failure of past programs, or as in the course of Fund missions, when a
a factor in possible future programs, the problem involving public finance is disclosed, or when a request is made during
Fund tries to help.
The aims of the program in the fiscal area informal discussions at the Fund's Annual
have broadly been (1) to resolve specific Meeting. A member of the Department
policy and administrative problems in may visit the country to clarify its undercountries with otherwise well-developed standing of its needs. There is continuous
systems; (2) to give an external expert view collaboration between Fiscal Affairs and
on technical aspects of policy options; (3) to the area departments as well as with those
build up or improve an administrative in- concerned in the World Bank.
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The Department usually draws on its the need for further assistance may be pur- cused on monetary and general statistics—
own staff for short-term work and on an sued, in connection with a consultation or the latter covering statistics on prices, prointernational roster or panel of fiscal ex- use of Fund resources mission. Sometimes duction, and international trade. These
perts for longer-term (over a month) as- it is appropriate for a letter to be sent to the early missions, which gave special emphasignments. This international panel, com- authorities at the conclusion of an assign- sis to the development and publication of
posed of serving and retired government ment, pointing out the steps that need to be central bank bulletins, provided assistance
officials, and academics specializing in taken. Fiscal Affairs tries to assess the use- to members in compiling monetary and fipublic finance, was established by the Fund fulness of its technical assistance work reg- nancial surveys in accordance with the IFS
to meet the mounting demand for fiscal ularly, to ascertain how recommendations concepts and in the improvement of statistechnical assistance. Some 30 long-term ex- have been implemented and what impact tics on prices and international trade.
perts are normally stationed in member they have had.
During the 1970s, the Bureau of Statistics
expanded its technical assistance. In 1972 it
countries at any one time. The Fund pays
became responsible for the development of
the expert's salary and travel costs, but the
Richard Latham
receiving government is expected to make a
Advisor, Fiscal Affairs Department government finance statistics and in 1977,
following a rearrangement of responsibilicontribution—either financial or in the
ties within the Fund, the development and
form of local transportation or housing.
maintenance of balance of payments data
Fund fiscal experts are invariably adviwere assigned to the Bureau. The extension
sors and do not have an operational role.
This is considered appropriate as taxing,
of the Bureau's work into these fields
spending, and fiscal operations are generwidened its mission work to encompass asBureau of Statistics
ally inherently political and fall within the
sisting countries in compiling and publishsovereign powers of each country. All exing data in line with the concepts set forth
perts on field assignments are Fund emin the Draft Manual on Government Finance
ployees and are supported and guided by Reliable statistics are needed for economic Statistics and the Balance of Payments Manheadquarters through a regular system of analysis both within the Fund and in mem- ual. With the growing use of electronic data
correspondence supplemented by periodic ber countries. Since its inception, the Fund processing equipment in many countries,
visits by senior officers. A crucial aspect of has placed great importance on the avail- there has also been increasing interest in
the program is the association of local ability and quality of economic statistics in technical assistance in the establishment of
counterparts with the Fund expert. This in- member countries. At an early stage the computerized data bases. In recent years,
creases the letter's effectiveness, gives an Fund decided to publish global financial the Bureau has provided a number of memopportunity for practical training, and im- statistics on a regular basis, and the first ber countries with technical assistance in
issue of International Financial Statistics (IFS) this field.
proves continuity.
Technical assistance assignments range appeared in January 1948 with data for
By the latter part of the 1970s, with the
from a few weeks to several years. A typical some 56 countries. Since then, other statis- establishment of national statistical bullesequence would have a staff mission visit a tical publications have been produced, al- tins by the central bank or monetary aumember country to advise on fiscal prob- though IFS continues to be the Fund's basic thorities in a large number of the newer
lems or specialized technical matters. This statistical publication.
member countries, the emphasis of the
The Fund has given high priority to the Fund's technical assistance in statistics had
would usually last only a few weeks, but
would be followed by the preparation of a needs of member countries for technical as- shifted toward improving the quality of
report in Fund headquarters. If the country sistance in producing sound statistics. Prior data and training national technicians.
subsequently indicated that it wished help to 1968 there was no formal program for
Between 1969 and 1981, the staff of the
to implement the recommendations, a technical assistance in statistical work, al- Bureau participated in approximately 60
panel expert might be assigned on a long- though staff visits took place in response to missions a year, covering a total of 133
term basis, perhaps initially for a year, sub- ad hoc requests by member countries. The countries and 5 regional organizations. In
ject to extension. The normal practice is to Fund's Executive Board in December 1968 recent years priority has been given to the
limit the assignment to two years, although approved the introduction of a program provision of assistance to new member
he or she may be succeeded by another, that was aimed at "the establishment or countries. Over this period, approximately
often with modified terms of reference. improvement of central bank bulletins or 20 per cent of the manpower resources of
This might well be the case with a phased similar bulletins that attempt to bring to- the Bureau of Statistics has been devoted to
program of institutional reform involving, gether in one place, and in a suitable form, providing technical assistance in statistics.
for example, the modernization and re- the materials needed for the analysis of
Technical assistance to member countries
structuring of a major revenue department. monetary policy." In addition, the program in statistics has taken a number of other
sought to train national technicians in vari- forms. In 1975 and 1976 five regional semiFollow-up action
ous areas of statistics that are of interest to nars were organized by the Fund under the
Responsibility for a technical assistance the Fund. The primary objective of this pro- technical assistance program to explain and
assignment does not end with its formal gram was to encourage the development discuss the concepts of the Draft Manual on
closure in the field. After an assignment is and enhancement of statistical data bases Government Finance Statistics. These seminars were attended by officials from over
completed, a panel expert returns to head- in member countries.
100 member countries as well as by staff
quarters for debriefing; in the course of this
from interested international and regional
there is full discussion of the results Evolution of program
The first staff missions under the pro- organizations. In addition, staff of the Buachieved and of any problems still to be
tackled. This provides an opportunity to gram took place in early 1969. They were reau of Statistics have participated in semiassess the need for and the timing of any usually undertaken by a staff member of nars organized by regional organizations in
follow-up action. Information on subse- the Fund's Bureau of Statistics, lasted ap- balance of payments, government finance,
quent developments may be obtained, and proximately two weeks, and generally fo- and general statistics. In 1981 a special
Finance & Development I December 1982
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statistical mission visited the People's Republic of China to explain the concepts
underlying the statistics used by the Fund.
Training
Technical assistance in statistics is also
provided through courses conducted by
the IMF Institute, many of which feature
lectures devoted to statistical issues. In particular the Institute provides courses in
balance of payments methodology and
government finance statistics, which are
staffed largely by the Bureau of Statistics.
Finally, the Bureau organizes training
programs for officials of member countries
who are visiting the Fund's headquarters.
These programs usually run for about two
weeks and are designed to cover balance of
payments, financial, government finance,
and general statistics. The opportunity is
taken at these training sessions to discuss
special statistical problems relating to the
participant's country.
New concepts and techniques in statistics and the quest to improve the quality of
statistics can be expected to involve a continuing demand from members for technical assistance. The Fund's Executive
Board has endorsed such a continuation,
particularly when it involves new member
countries endeavoring to establish a statistical base on a sound and viable basis.
Michael J. Brimble
Advisor, Bureau of Statistics

Treasurer's Department
The Treasurer's Department area of technical assistance relates primarily to the conceptual and operational aspects of Fund
accounts and Fund transactions in both the
general and SDR Departments and the Administered Accounts (for example, the
Trust Fund). The Fund's operations and
transactions are sui generis, given the intergovernmental and cooperative character of
the Fund as an international monetary institution and in view of the nature of
members' exchange transactions with the
Fund. It provides, on an ad hoc basis, both
instruction and technical assistance to officials of member countries, as well as to
international and interregional organizations. As in the case of other Fund departments, the Treasurer's Department
undertakes technical assistance projects
only at the request of a member country or
an international organization.
14

Detailed briefing is provided by the Department to the panel of experts of the
Fund's Central Banking Department prior
to their field assignments. The briefing is
geared to the specific requirement of each
expert, keeping in mind his terms of reference in the particular country. These experts in the course of their work as advisors
or executives are concerned with matters
such as central bank accounts and foreign
exchange operations. When requested, the
Department also arranges for programs of
study, training, and observation for officials in the Fund's financial procedures.
Such programs are usually drawn up in
consultation with the sponsoring central
bank or official agency. Depending upon
individual requirements, they cover the
work of the Department in regard to the
Fund's financial policy formation and review, as well as the specialized divisions
dealing with general resources, borrowed
resources and investment, special drawing
rights, accounts and financial reports, and
financial relations.
The Treasurer's Department provides ad
hoc technical assistance to central banks
(in, for example, Jamaica, Liberia, and
Zambia) and to such international and
interregional organizations as the African
Development Bank, the European Space
Agency, and the East Caribbean Currency
Authority. Assistance to regional or
international organizations relates mostly
to issues arising out of their establishment
of new units of account, particularly in regard to their adoption of the SDR as a unit
of account, or as a basis for a unit of account. Assistance to central banks involves
deputing the Department's staff for short
periods to central banks in member countries to assist them with accounting matters
relating to Fund transactions. A staff member also conducted a seminar on Fund
operations and transactions that was organized by the Bank of Central African
States in Yaounde in June 1982.
In addition, explanatory talks on the
Fund's financial structure and operations
are given by the Department to visiting
groups of commercial bankers as well as to
interested outside institutions. The preparation of operational manuals such as the
Users' Guide to the SDR (February 1982) also
forms part of the Department's technical
assistance. A similar manual on the general
resources account of the Fund is also envisaged to explain the account to officials in
the depositories and fiscal agencies of
member countries.
A senior staff member of the Department
has also been associated with a project
sponsored by the Swedish Savings Banks
Association and the Swedish International
Development Authority on the mobiliza-

tion of personal savings in developing
countries, a subject that has a bearing
on the efficacy of the Fund's stabilization
and adjustment programs in member
countries.
A.G, Chandavarkar
Advisor, Treasurer's Department

Exchange and Trade Relations
and other Departments
The Exchange and Trade Relations, Research, and area Departments of the Fund
provide assistance to member countries, on
request, on a broad range of questions concerning the formulation and implementation of macroeconomic and balance of payments policies.
Technical assistance is not a primary
function of these departments and they do
not maintain either panels of experts or
staff who specialize in such assistance.
Where possible, therefore, they try to respond to members' requests within the
framework of regular consultation or use of
Fund resources missions. The Fund does,
however, send out special technical assistance missions staffed from these departments when either the timing or the
scope of the request makes it impractical to
undertake the necessary investigations
during regular missions.
Topics
Within the broader area of balance of
payments policies, the Exchange and Trade
Relations Department provides technical
assistance to member countries on questions related to their exchange and trade
systems and external debt. In providing
this assistance, the Department always
works closely with the area department
concerned. Where a special technical assistance mission is required, that mission will
often include staff from both departments.
Depending on the nature of the problem,
staff from other departments may also be
involved.
The types of technical assistance on exchange and trade systems sought by individual countries in recent years have
ranged from the general to the specific.
One country asked the Fund to conduct a
broad review of its existing exchange and
trade system and to suggest ways of improving it; two requested analyses of the
economic impact of their exchange controls
and restrictions; and another sought an
evaluation of its tariff reform and export
subsidy measures and received assistance
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in assessing the degree of protection
granted to import-competing industries.
Other special technical assistance missions were focused quite narrowly on specific aspects of the exchange system—the
operational aspects of pegging the exchange rate for the country's currency to
the special drawing right (SDR), the advantages and disadvantages of establishing a
forward market in foreign exchange, and
measures to improve the operation of an
existing dual exchange market. On a number of occasions the Fund staff have also
provided broader studies of the appropriateness of the member's exchange rate
policy.
Given the sensitivity of questions concerning a member's exchange rate and exchange and trade policies, such assistance
must often be provided on a most confidential basis. However, some members
have asked the Fund staff to undertake
open reviews of their systems, soliciting
the experiences and views of private sector
firms as well as various agencies within the
government. In a few cases, the member
has also sought the Fund's technical assistance concerning problems arising from the
adoption or maintenance of practices
incompatible with member's obligations
under Articles IV and VIII of the Fund's
Articles of Agreement.
Major studies
In recent years the Fund has also extended technical assistance on exchange
and trade matters to four regional organizations. For two of them—the East Caribbean Currency Authority and the Banque
Centrale des Etats de 1'Afrique de 1'Ouest

When writing to

—this assistance took the form of the participation of Fund staff in meetings or seminars with officials from regional organizations and their member countries on the
exchange control policies of countries within the region.
The Fund undertook major studies for
two regional organizations on certain questions concerning the impact of member
countries' exchange and trade systems on
prospects for regional integration. At the
request of the Economic Community of
West African States (ECOWAS) countries, a
Fund team, accompanied by staff from
ECOWAS, visited a number of countries in
the region to identify obstacles to currency
convertibility within the region and to assess their significance for intraregional
trade. Against the background of the existing institutional arrangements in the
ECOWAS countries, including arrangements for the settlement of financial transactions in the region, the report prepared
by the Fund team reviewed the prospects
for currency convertibility in the region
within the framework of a program for
achieving monetary integration in the
Community.
The other major study was undertaken at
the request of the African Center for Monetary Studies on behalf of the Association of
African Central Banks. The Fund staff was
asked to prepare a description of the existing payments, exchange control, and exchange rate arrangements of the countries
in the proposed Preferential Trade Area of
Eastern and Southern African States; to
analyze any payments obstacles to trade in
the region; and to recommend improvements in payments arrangements that
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would promote intraregional trade. The
Fund's Legal Department also provided
technical assistance to the African Center
for Monetary Studies in drafting the rules
and regulations for the Preferential Trade
Area Clearing House.
The Fund also provides assistance to
members on external debt management.
External debt matters are regularly reviewed and discussed in the course of the
Fund's Article IV consultations with member countries, and the Fund staff have advised members on the establishment of systems for monitoring and analyzing external
debt developments. Recently the assistance
of the Fund staff has increasingly been
sought in connection with debt rescheduling exercises. The Fund has for
years attended meetings of the Paris Club,
cooperating with both debtor and creditor
countries to facilitate the process of debt
renegotiation. In addition, however, the
Fund will also provide, at the country's request, technical assistance to a member in
preparing the background materials for
meetings on the rescheduling of its external
debt. This includes help in evaluating the
country's medium-term balance of payments prospects, in compiling and presenting debt statistics, and in analyzing the impact of alternative rescheduling scenarios.
Such assistance is often provided in the
context of regular Fund missions, but,
where necessary, the Fund has also sent
special missions to assist a member in these
areas.
K. Burke Dillon
Advisor, Exchange and
Trade Relations Department
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A review of the Bank's activities and the lessons of its experience

The World Bank's
technical assistance
Francis Lethem and Vincent Riley
Technical assistance for Bank member countries has been an important part of the
Bank's operations since its early days. It has long been recognized that the
transfer of financial resources for investment purposes is a necessary but not a
sufficient condition for achieving development. Thus, the Bank has helped to
finance several types of complementary activities to ensure that projects are
efficiently operated and, beyond that, to promote the development of human
resources and the capacity for institutional and economic management in member
countries.
Unlike most bilateral and multilateral
agencies, the Bank normally does not provide technical assistance as a grant. It has
been Bank policy to consider financing
technical assistance only when alternative
funds are not available, in particular from
the United Nations Development Programme (UNDP), with whom the Bank
maintains close cooperation. (A major element of this cooperation is the Bank's administration of an important segment of
UNDP-financed technical assistance in
fields where it has an operational interest
and staff with the requisite knowledge and
technical skills to oversee this work.) Borrowers are responsible for implementing
Bank-financed technical assistance, and
their loan or credit agreements with the
Bank provide that they will employ consultants in accordance with procedures laid
down in the "Guidelines for the Use of
Consultants by World Bank Borrowers and
by the World Bank as Executing Agency"
(August 1981).
16

The demand for Bank-supported technical assistance, especially for the development of local capabilities, has grown in
recent years as a result of several factors:
the expansion and diversification of the
Bank's portfolio of projects; the intensification of institution-building efforts; and
the increasing complexity of the Bank's development work. The Bank's approach to
countries' needs for technical assistance
has been pragmatic. Much of the assistance
has been directly related to its operational
work, providing support for project implementation and the preparation of subsequent projects, with a growing element for
project-related training and institutionbuilding.
The Bank provides four main categories
of technical assistance: (1) assistance that it
does not staff but finances—through
project components, free-standing loans
and credits, and the Project Preparation
Facility; (2) assistance that it administers,
including, for example, the many Bank-

executed, UNDP-financed projects; the
program of technical assistance to capitalsurplus countries, and other reimbursable
assistance programs for the preparation
and appraisal of projects and for recruiting
technical staff needed by borrowers to implement projects; (3) assistance that it provides through its staff during the project
cycle, country economic and sector work,
and the Economic Development Institute
(EDI); and (4) assistance that it extends in
cooperation with United Nations (UN)
agencies, via the cooperative programs and
other special programs (Table 1).
Bank-financed assistance
Lending for technical assistance has increased at an annual rate of about 15 per
cent (in real terms) over the past 10 years,
while overall Bank/International Development Association (IDA) lending has increased by about 7 per cent. By fiscal year
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projects and is financed by project components. In the early years, assistance typically emphasized engineering services for
the design and construction phases of
capital-intensive projects. More recently,
the Bank has financed other types of technical assistance, including project-related

1982, about US$1.2 billion, or 9 per cent of
total lending, was lent for technical assistance. Agriculture, industry, and transportation are the major beneficiaries by sector,
and Asia and Africa by region (Table 2).
Most of the Bank's technical assistance is
directly related to the implementation of its

Table 1
World Bank technical assistance in fiscal years 1972,1976, and 19821
(In millions of U.S. dollars)

Project-financed technical assistance
Project components
Loans/credits
Project Preparation Facility3
World Bank grants4
Bank-administered technical assistance
As executing agency for United Nations
Development Programme
Reimbursable assistance to capital-surplus
countries
Other reimbursable assistance (including
International Fund for Agricultural Development
program)
Technical assistance financed through the
administrative budget5
Economic Development Institute
Cooperative programs

1972

1976

78.2
74.0

252.7
218.0
33.0

4.0
—
0.2

1982

1,254.6
1J50.82
72.5
31.3

1.6
0.1

—

12.6

22.8

53.5

12.3

18.9

41.8

3.2

6.9

0.3

0.7

4.8

5.4
2.1
3.3

10.6

23.3
11.4
11.9

—

5.1
5.5

Source: World Bank.
—Denotes not applicable.
'Bank fiscal years ending June 30.
2
Figure includes additional category "Supervision/implementation/engineering." For fiscal year 1982 this category
represented
about a third of the total.
5
First Project Preparation Facility approvals were in fiscal year 1976.
4
Last World Bank technical assistance grant was approved in fiscal year 1976.
Exclusive of technical assistance provided by staff in the course of the project cycle, the technical assistance
component of economic and sector work, and other training and ad hoc assistance.

training, feasibility studies, and a variety of
other studies to improve the organization
and management (especially the financial
management) of the borrower's institutions, or to support sectoral policies in such
areas as pricing, marketing, tariffs, and industrial incentives as a basis for future investments in the sector.
The Project Preparation Facility, which
was established in 1975, is one of the most
recent examples of the Bank's pragmatic
approach to assistance. It advances funds
up to $1 million per project, primarily to
poor countries, for financing preparatory
work on projects—whether small, individual tasks to fill gaps in project preparation
or additional support for the entity responsible for preparing or implementing
the project—when other alternatives, such
as UNDP financing, are not feasible or
readily available. Advances are repaid by
the borrower, normally by refinancing
through the project loan or credit.
By the end of June 1982, 255 advances
had been made in 60 countries for a cumulative total of nearly $106 million. Since $42
million of this had been refinanced, total
outstanding advances were $64 million.
Additional advances can be made as long
as the outstanding advances under this
Facility do not exceed $99.5 million, the
limit currently set by the Bank's Executive
Directors.
The Bank's assistance also aims at providing or enhancing the specialized skills
and knowledge and fostering the attitudes
needed for a particular sector or project.
This may involve training national staff lo-

Table 2
World Bank technical assistance by region and sector, fiscal year 19821
(Amounts in thousands of U.S. dollars)

East Africa

Agriculture and
rural development
Education
Energy
Industrial development finance
Industry
Population/health
and nutrition
Power
Telecommunications
Transportation
Urban development
Water supply/sanitation

Number

Amount

Number

Amount

11

21 ,704
6,342
12,631
6,655
9,100

8
2
4
2
1

44,005
7,515
19,628

1,620
8,110
1,750
15,830
—
9,097
92,839
8

—
3
3
5
2
2
32
15

—
20,850
10,835
30,345
11,021
21,185
79,889
16

4
3
4
2
1
1
2
4
—
3
35

Per cent of total

West Africa

17

7,700
6,805

East Asia
and Pacific

Europe,
Middle East, and
North Africa

South Asia

Number Amount

Number Amount

12
5
1
1
5

88,116
55,305
24,970
6,575
117,115

10
1
1
3
4

2,060
44,680

—
3
1
4
1
1

—

14,346
3,335
43,320
7,875
9,444

—
6
1
2
1

—
21,300
50
8,845
1,200

34

370,401

—
104,928

16

32

—
29
14

16,358
1,650
8,785

9

Number

Amount

11
4
2
4
5

30,540
15,101
10,340
6,915
36,720

—
1
—
7
2
3
39
18

—
1,384
—
10,675
19,937
7,080
138,692
12

Latin
America and
Caribbean

Total

Per
Number Amount Number cent

13
2
2
6
2
1
3

71 ,640
3,807

2,395
8,450
17,975
1,088
44,381

—

—

8

43

46,358
65,920
2,000
264,014

20

23

5
1

Amount

Per
cent

65
18
13
20
19

31
9
6
9
9

272,363
89,720
78,749
38,355
232,395

24
8
7
3
20

2
17
7
30
11
10
212

1
8
3
14
5
5

2,708
110,371
15,970
155,373
105,953
48,806
1,150,763

1
10
1
13
9
4

100

100

Source: World Bank.
—Indicates zero.
'Bank fiscal year ending June 30.
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cally, in a training institution or on the job,
or abroad through professional visits to
other countries. An example of the latter is
the professional visits for senior irrigation
staff from India, which have been organized over the last few years. More than 60
per cent of the projects financed annually
by the Bank include some training of national staff. By sector, agriculture, transportation, and power are the major beneficiaries, and Africa is the main region
receiving this form of assistance.
Where technical assistance needs are too
extensive and diverse to include in a project

loan, the Bank may make a separate loan.
For instance, "free-standing" technical assistance loans have been made when preinvestment studies and advice are needed
to accelerate the pace of project generation
in a particular country and to develop
projects and national expertise in new
sectors (such as petroleum, mining, or
large industrial investment); when national
economic planning is involved; and where
borrowers need to call on additional
expertise to help them achieve the objectives of structural adjustment loans. Since
the establishment of the Project Prepara-

tion Facility, fewer separate loans for
engineering assistance have been made.
Bank-administered

assistance

Since 1975, the Bank has had a special
arrangement for providing technical assistance to oil exporting, capital surplus countries, which are not Bank borrowers but
which nevertheless face considerable development problems. When the volume of
technical assistance reaches a level of one
staff year in a fiscal year, full incremental
costs to the Bank of all further technical

The World Bank's Economic Development Institute
The activities of the Economic Development Institute (EDI) have grown since its inception in
1955. Its major function is to help developing
countries improve the management and direction of economic expansion. The major vehicle
for this purpose is a program consisting of
courses and seminars held in Washington, DC
as well as in the developing countries. The participants are senior officials from the developing countries who help in policymaking and
implementation and who should, in the course
of time, occupy top management positions in
their respective countries.
Eugene Black, the President of the Bank
when the EDI was set up, defined its approach
and purpose in this way: the EDI "will be
working in a field . . . where there are few established doctrines or generally acceptable
rules. It will therefore use, as its tools, discussion and pooling of experience rather than
formal courses of instruction or the elaboration
of a theoretical groundwork. The approach will
be essentially practical and pragmatic... . Since
the basic objective of the Institute will be the
sharing of development experience, great emphasis will be placed on the contribution of the
participants themselves. . . . The Bank itself expects to benefit from the cross-fertilization of
ideas at the Institute."
Participants in the seminars and courses include officials from ministries of finance and
planning, development agencies, development
banks, central banks, and other relevant government agencies. Since the Institute was established, more than 11,000 senior officials
have participated in its programs—more than
6,000 of them in overseas programs. In fiscal
year 1981 alone, 370 senior officials participated in its Washington programs and more
than 900 in its overseas programs (Table 1); in
the late 1950s, participants numbered only 50
to 60; there has thus been a twentyfold expansion in the number of participants since then.
This expansion reflects the increasing diversity as well as location of the Institute's pro-
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grams and the shortening of their duration
from about 6 months to about 6-8 weeks for
courses for middle management levels and 2-3
weeks for its seminars for the very senior management levels.
The EDI programs have evolved in a logical
pattern. Initially, they started with a general
course on economic development. But by 1962,
it was realized that developing countries
needed some expertise in the preparation and
evaluation of projects. Since 1963, the development and conduct of courses in project and
sector analysis and evaluation techniques has
been the dominant feature of the EDI's great
growth period. The sectors covered include agriculture and integrated rural development; industry and development banks; infrastructure
projects, like transport, water supply, sewerage, and power; and urbanization and social
projects like education, population, health,
and family planning.
At the same time, there was a sharpening of
the focus of the development course, which in
its changed form emphasized management aspects and was renamed the National Economic
Management Course in 1973. The Institute also
broadened the scope of its development banking courses and initiated regional seminars on
finance and development in India and the
Philippines—to be held in fiscal year 1983.
With the recognition of the importance of
management in the success of projects, project
management courses were initiated in the late
1970s. Meanwhile, with two decades and more
of experience gained from running public sector enterprises, officials in developing countries felt very keenly the lack of adequate organizational and managerial capability to operate
public utilities, public sector social projects,
and public sector enterprises. These topics are
on the agenda of the EDI for 1983 and 1984. The
Institute has, from its inception, stressed the
organization and management aspects of
development.

It has also stressed the need for overseas regional and national programs. The first move
overseas came about in 1959 with a program in
the West Indies and was followed in 1964 with
a program in India. Since then, the EDI has
been spreading its work around the globe, concentrating, since 1972, on organizing overseas
programs in cooperation with entities that
could carry them on by themselves afterwards,
helping other institutions provide such training through training their teachers and by providing them with teaching materials. The emphasis is on regional and national programs
with cofinancing arrangements and on centers
and institutions that are capable of running,
after an initial period of EDI assistance, similar
training programs on their own. The EDI has
been able to identify institutions in countries
like India, Pakistan, and the Philippines that
can serve as regional and national centers and
are well-equipped to conduct EDI-type programs on their own. The Institute's assistance
to these bodies has been gradually diminishing
and now takes the form of only technical
assistance.
Currently, the overseas programs are a multiple of the number of Washington programs,
and are expanding. The Institute's activities in
Washington and abroad in 1981 give an idea of
the range and scope of material covered in the
programs (Table 2). In the same year 42 seminars and courses were cosponsored by the Institute with different regional and national institutions and United Nations agencies; 9 were
held in Africa, 6 in Egypt, 18 in Asia (Thailand,
India, the Philippines, Bangladesh, and Pakistan), 4 in Latin America (Brazil and Mexico),
and 2 in Spain. Topics ranged from development banking (in the Ivory Coast, Brazil, India, and the Philippines) and development policy analysis relating to investment decisions (in
India) to the design and execution of urban
projects (in Senegal and Kenya) and rural development projects (in Senegal, Cameroon, the
Philippines, Mexico, and Brazil).
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assistance (even if the level of assistance
subsequently drops below one staff year in
a fiscal year) are reimbursed to the Bank by
the recipient country. Until the threshold
of one staff year per fiscal year is reached,
however, the Bank bears the cost of the
technical assistance provided. Assistance
on this "reimbursable" basis has gone to
Iran, Kuwait, the Libyan Arab Jamahiriya,
Oman, Saudi Arabia, the United Arab
Emirates, and Venezuela. It has included
(1) technical reviews of feasibility studies,
proposals, or bids; (2) studies regarding
development issues, such as manpower or

labor market studies and critical skills surveys, executed by Bank staff or consultants;
(3) more general advice on technical and
policy issues; and (4) training of national
staff, such as in project appraisal and implementation seminars. Specialist services
may be supplied through the secondment
of Bank staff—these have, for instance,
provided advice in national economic
planning—or by the Bank assisting in the
recruitment of specialists who have, for example, helped to design a mass literacy
program and conduct a survey of essential
skills.

Table 1
Geographical distribution of EDI participants
in courses and seminars,
fiscal year 19811
Origin of participants

East Africa
West Africa
South Asia
East Asia and the Pacific
Europe and the Middle East
Latin America/Caribbean

Total

Washington, DC

Overseas

65
55
41
89
63
61

73
110
180
199
181
175

165
221
228
244
236

374

918

1,292

138 (11)2

(13)
(17)
(22)
(19)
(18)

Source:
World Bank, Economic Development Institute.
1
Excludes one Washington, DC seminar; one regional seminar; and four participants from the United States. Also excludes
all participants in the technical assistance courses and seminars.
^Figures in brackets represent per cent of total number of participants.

Table 2
Topics of EDI courses and seminars,
Washington, DC and overseas, fiscal year 1981'
Per cent of total
courses and seminars

National economic management
Industry and development banking
Infrastructure
Agriculture and rural development
Education, health, and urban topics
General projects and project
management

Washington , DC
Courses

Overseas

Seminars

Courses

3

3
10
5
7
6

4
—
2

Seminars

11

1

1

22
20
20
22

1

2
3
1

—
—

5

—

—

3

—

100

8

5

34

8

1

1
1

Source: World Bank, Economic Development Institute.
—
Indicates zero.
1
Excludes courses and seminars for which EDI's participation is limited to provision of training materials and some faculty
support.

The Bank also provides reimbursable assistance for the preparation and appraisal
of agricultural and rural development
projects to be financed by the International
Fund for Agricultural Development (IFAD).
When invited, the Bank may serve as
executing agency for particular UNDPfinanced technical assistance projects in
which it has an operational interest and
where it has the knowledge and technical
competence to administer the project properly. These may range from aid for national
planning efforts, agricultural research, and
transportation studies to the assessment of

EDI programs and its training materials are
in English, French, and Spanish. The materials
are based on studies of the development experience of a large number of countries, made
in the World Bank as well as elsewhere. These
materials are used in the EDI programs as well
as in the programs of other training institutions
in the developing countries. More than 1,000
requests a month were received for such materials as case studies, course notes, and EDI
Seminar Papers during 1981.
In 1976, more than 15 years after his retirement as President of the Bank, Mr. Black felt:
"... the gamble we took in establishing EDI
was one of the best things we did to help our
member countries over the long run. Even by
the time I left the Bank you would meet these
people who had been there from all over the
world, and they always wanted to tell you
about what they had done at EDI and hear
about what it was like now. When I went up to
EDI, I always learned a lot from talking with
the participants. We learned from them and
may be they learned something from us, and I
hope that's the way it still is."
The EDI has thus pioneered training programs that tend to meet the felt and perceived
needs of the developing countries. The Institute's importance for developing countries is
comparable to that of the resource transfer
made by the Bank. Through it, the Bank has set
in motion a self-sustaining, self-reinforcing
process of learning, which emphasizes the
need for continuing adaptation of objectives,
strategies, and techniques to the emerging
problems and promises of socioeconomic
development.
V.V. Bhatt
For the aims and objectives of the EDI and the
evolution of its activities, please see EDI/20 published by the EDI (World Bank, Washington,
DC, 1978). To order, see inside front cover.
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investment and assistance needs in the
energy sector.
At the end of fiscal year 1982, the Bank
was executing agency for 132 projects, with
UNDP financing totaling about $168 million. About a quarter of the UNDP projects
for which the Bank acts as executing agency are cofinanced with other external
sources. In certain cases, borrowers use the
proceeds of a Bank loan or credit as the
source of cofinancing.
Assistance in recruiting and placing technical staff in borrowing countries is also
provided by the Bank in certain cases when
local administrative talent is in short supply. These staff may be employed under
contract to the Bank but financed from
other sources, or they may be Bank staff
members who are seconded to work directly for a government and are expected to
return to the Bank.
In recognition of the special technical assistance needs of the countries in Eastern
and Western Africa, the Bank created (1)
the Agricultural Development Services in
1965 to provide a team of agriculturalists
with unique experience with African smallholder agriculture and (2) the Agricultural
Projects Management Unit in 1973 to fill the
pressing need for project managers and
agricultural generalists and specialists,
arising from the greatly increased Bank
lending program for agriculture, particularly in Nigeria. About 200 staff are currently employed under these arrangements.
Assistance by Bank staff
Assistance is provided by Bank staff at all
stages of the project cycle—through sector
analysis, to help identify projects; advice
on the scope of project preparation work,
the sources of expertise available, and
possible gaps in preparation; and further
advice during project appraisal and implementation.
Further professional collaboration takes
place as part of the Bank's country economic work program, which has shifted its
focus from monitoring a country's economic performance to becoming an ongoing dialogue on development strategies,
sectoral priorities, and public investment
programs, as well as on measures to alleviate poverty, develop institutions, and promote human resource development.
In addition to this assistance, a new program was created in 1982 for nonreimbursable technical assistance to governments, primarily in sub-Saharan Africa,
which request Bank staff as technical assistance advisers.
The Bank is also called upon to provide
governments or intergovernmental institutions with ad hoc technical assistance. For
20

instance, the Bank's Legal Department has
assisted multilateral organizations such as
regional development banks and national
development institutions in countries belonging to the Organization of Petroleum
Exporting Countries (OPEC), particularly
during their formative years. The Bank's
Operations Evaluation Department has
helped governments to develop monitoring and evaluation functions. Other departments of the Bank have provided assistance to governments in such fields as
records management, cartographic sciences (especially Landsat satellite imagery), and computing systems.
Besides the EDI, which offers formal
training for senior government officials (see
box), the Bank organizes training seminars
in such fields as the procurement of goods
and services, and new techniques resulting
from its research.
Cooperation with other agencies
Technical assistance is also provided in
cooperation with UN specialized agencies,
primarily through cooperative programs
established with the Food and Agriculture
Organization (FAO), the United Nations
Educational, Scientific and Cultural Organization (UNESCO), the World Health
Organization (WHO), and the United Nations Industrial Development Organization
(UNIDO). These programs have been intended primarily to increase the number
and improve the quality of proposals for
Bank financing in agriculture, education,
water supply and sewerage, and industry.
The Bank and the partner agency work together, through a unit located in the partner agency, in helping governments to
identify and prepare projects suitable for
Bank financing and, once a project is financed, in supervising its implementation.
The Bank meets 75 per cent of the direct
costs of a work program agreed periodically with the partner agency; the latter
meets 25 per cent, plus certain overhead
and indirect costs.
Recently, additional programs of cooperation with bilateral agencies have emerged.
For instance, France is financing the cost of
short-term French specialists requested by
the Bank for sector work and for advising
on the structural adjustment of member
countries' economies. Norway is providing
up to about $1 million per year in grant
funds to help prepare projects for consideration by the Bank.
Some lessons of experience
By and large, the technical assistance
with which the Bank has been associated
has been effective. One reason is that the
assistance is usually linked to investment
projects; another may be that, since mem-

ber countries have to borrow for most of the
assistance provided and are responsible for
arranging and implementing it, they are
more likely to ensure that it is really
needed, its objectives are feasible, the proposed consultants are suitable, and the national staff can benefit from the training
provided.
A recent review of Bank-financed technical assistance suggests that one of the
most important factors in its success is the
spirit in which the various parties concerned—member countries, project designers, Bank staff, and experts or
consultants—approach the assignment: it
should be a joint effort undertaken in a
spirit of partnership. The major findings of
this review are summarized below.
Success depends on both the recipient of
the assistance and the Bank agreeing that
the available local and expatriate personnel
are not adequate to address the problem. It
also depends on agreement on the project's
proposed technology and institutional
design, given the local capabilities and the
country's short-term and longer-term development objectives, including its development strategy for the sector's labor force.
There should be a commitment to the
technical assistance at both the political and
the technical levels. The Bank's experience
shows that commitment can be increased
by promoting the use of qualified local consultants, organizing professional tours to
study the experience of more advanced
developing countries, making various arrangements to reinforce and/or develop local capabilities, and involving the borrower
and the recipient agency in determining
the type of assistance provided.
Before doing a more detailed design, the
goals and expected results of the assistance
need to be identified specifically and realistically. The need to determine feasible
goals for what can be achieved in a single
project and the need to phase the assistance over time to build from one phase to
the next should be considered. The experience with project-related technical assistance shows that it is also important to
agree on a balance between assistance for
physical investments (which the borrower
is more likely to want) and assistance for
institutional or policy improvement (to
which the Bank may attach equal importance, though the state of the art may be
less certain).
The terms of reference for the assistance
should be clear about objectives and the
tasks to be performed, with the time frame,
work plan, and costs estimated as accurately as possible. However, particularly
for institutional and policy studies, which
must take account of often complex behavioral and cultural factors, the terms of refer-
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ence should not be overly detailed. This
allows prospective consultants to prepare
more detailed proposals themselves—a
process that can verify not only their technical competence but also their sensitivity
to local conditions, their suitability as trainers, and their ability to associate with competent national specialists.
The assignment of nationals as counterparts without specific duties to expatriate
specialists has generally produced disappointing results. This could be remedied by
ensuring that both national and expatriate
staff have meaningful tasks, work together
as a team, and learn from each other. Ultimately, though, the effectiveness of training usually depends upon the ability of the
project manager to make the best use of his
or her team. A striking fact that emerged
from the review was that all the successful
cases had an outstanding project manager.
The terms of reference may also need to
specify whether the assistance should be
given by individual specialists or by a consulting firm. Experience has indicated that
individual specialists seem more appropriate for longer term, advisory assignments
and for those assignments where large
groups of specialists are not required or
would be too conspicuous, especially in a
politically sensitive environment. Individuals may also be more effective in convincing
a hesitant recipient of the genuine need for
assistance. Consulting firms seem preferable where a team approach is required and
also where complementary skills are
needed, supported by professional and administrative experience. In certain cases
administrative specialists are responsible
for handling all logistical aspects of the assignment to ensure that their technical colleagues can devote their full attention to
professional matters immediately upon
arrival.
Ingredients for success
The Bank's experience suggests that
technical assistance and training components of projects, as well as institutional
measures to retain trained staff, are best if
they are designed in concert and not separately. The best results seem to be obtained
when a separate consultant is reponsible
for implementing the training activities,
preferably consisting of periods of field
work, within the country or overseas, alternating with formal training. Training of
local staff prior to the arrival of expatriate
specialists can contribute to a more effective transfer of knowledge and experience.
The exposure of local managers to some of
the training provided to their staff also
seems to enhance its application after the
expatriates have completed their assignment.

Selection procedures for both local and
expatriate staff are important. They should
ensure the recruitment of a competent,
well-motivated, and compatible assistance
team. When a government lacks trained
local staff because of the low level of public
salary scales, compared with the private
sector, or when the government policy discourages the hiring of more civil service
staff to work on development projects, it
may call upon local consultants to supplement its own staff. This was successfully
done with irrigation projects in Indonesia.
In certain cases it may be desirable for expatriate consultants to assist in the selection
of local staff, especially for training.
Regarding expatriate consultants, the recipients of the assistance should be aware
of the advantages and disadvantages of
large firms and the respective merits of
recruiting individual experts through UN
organizations or individual contracts. Besides technical expertise and familiarity
with the policies and objectives of the borrower and the Bank, there is now a consensus that expatriate consultants or
advisers—including those from other developing countries—should have the "right
personality." They should be adaptable,
and possess the ability to communicate

Francis J. Lethem

a Belgian citizen, is Technical Cooperation Adviser
in the Projects Advisory
Staff of the World Bank.
His last two assignments
were as Project Policy
Adviser (Preparation) and as Chief of the Education
Projects Division, Western Africa. Mr. Lfthem is a
graduate of Antwerp and Neuchâtel Universities
and a Fellow of Harvard's Center for International
Affairs. He joined the Bank in 3964.
Vincent J. Riley

a U.S. citizen, works in
the Bank's International
Relations Department as
Adviser, United Nations
Development Programme/
United Nations Operational Activities. A lawyer and economist, he holds
an M.B.A. from New York University and an
LL.B. and LL.M. degrees from Georgetown University. He joined the Bank in 1961.

with those of othe r cultures . Those hired to
train should also have pedagogical ability—
somethin g tha t is forgotten with surprisin g
frequency . Several bilatera l agencies that
have cooperate d successfully in the implementatio n of Bank-finance d project s select
their nationa l specialists not only throug h
interviews but also throug h psychologica l
tests. Developin g countrie s are encourage d
unde r Bank-finance d project s to interview
candidate s or to give them short-ter m initial appointment s as an opportunit y to
demonstrat e their technica l competency ,
trainin g skills, and social and cultura l
sensitivity.
The role of Bank staff can be crucia l at all
stages of providin g technica l assistance, by
verifying the commitmen t of all parties, assisting in designing the term s of reference ,
and ensurin g that appropriat e adminis trative and logistical arrangement s are
mad e and that the propose d selection procedure s will allow the membe r countr y to
assemble a team of well-qualified and motivated expatriat e and local personnel .
Above all, Bank staff can contribut e to the
success of a project by facilitatin g commu nicatio n among the various partie s to main tain mutua l trust. They should also ensure
tha t the term s of referenc e provide for regular monitorin g of progress on the assignmen t and allow for any change s in the assigned tasks tha t may becom e necessary.
Bank staff also ensure that the tasks set for
the assistance are not overly ambitiou s and
are phased so as to allow the recipient' s
staff to learn by doing, thereb y developin g
confidenc e in their own capabilitie s and experiencin g success in handlin gincreasingly
difficult assignments .
The Bank's technica l assistance is expecte d to continu e expandin g to meet the
requirement s of its membe r countrie s faced
with increasingl y comple x issues of developmen t and economi c management . While
the needs of the more advance d developin g
countrie s for technica l assistance will decline and are likely to be limited to cases
involving sophisticate d technology , policy
studies, energy planning , or environ menta l improvement , the other developin g
countrie s will have a growing need for support. This is particularl y true where there
are serious weaknesses in the public and
private institution s on which successful
project plannin g and implementatio n depend . Thus, the Bank's assistance will increasingly concentrat e on helpin g to
strengthe n managemen t capabilitie s in the
developin g countrie s in public adminis tratio n and on supportin g local research
capacity , particularl y in agriculture . These
activities will supplemen t the Bank's continue d assistance in project preparatio n
and sectora l planning .
Finance & Development I December 1982
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International Development Association
in retrospect
An assessment of the origins
and performance of the International Development Association
(IDA), the World Bank affiliate
set up in 1960 to channel concessional resources to developing countries.
Shahid Jayed Burki and
Norman Hicks

impossible, to project how much lowincome countries will "need" in the next
decade. It seems likely that the more aid
given, the more rapid progress will be, although the results of aid may not be evident until years later. IDA has been one of
the more successful instruments of assisting the low-income countries. A recently
completed study by Bank staff examines
the performance of IDA over the first two
decades of its existence.
Establishment

In July 1944, representatives from most
of the world's major powers met at the
After increasing for a number of years, the Bretton Woods conference to agree on the
flow of concessional assistance to the devel- principles of a postwar international fioping countries declined during fiscal year nancial system. While the outcome was the
1982, both in real terms and in terms of the creation of the International Monetary
proportion of gross national product (GNP) Fund and the World Bank, the financing of
of donor countries. This happened in part development efforts was not a major conbecause of the sharp drop in commitment cern. By the 1950s, however, once Euroauthority allowed to IDA, the "soft" win- pean recovery was underway, more attendow of the World Bank. IDA had expected tion was paid to it. The expansion of the
to receive US$4.1 billion during fiscal year Bank's membership to include the newly
1982; instead it was provided with only $2.7 independent countries underlined its relevance. The prevailing theory of developbillion.
This drop in concessional flows and ment was that low-income countries, with
IDA's resources occurred at a rime when their high population growth rates and low
the developing countries—in particular savings rates, did not have the domestic
those with annual per capita incomes of resources required to boost investment
less than $410—were faced with a very dif- and, hence, output and per capita incomes.
ficult economic situation. It is hard, if not They needed foreign capital.
The Bretton Woods agreements had supposed that finance for development would
This article is based on a longer study, IDA in
come either directly from private investors
Retrospect. Published by Oxford University
or via private capital funneled through the
Press for the World Bank, IDA in Retrospect is
World Bank to productive, revenueavailable, in English, at US$17.95 or £14.50
producing projects. The money was to be
(doth) and US$6 or £4.25 (paper). Copies are
spent on imports of capital goods and
also available in Arabic, French, German,
would be limited—it was believed—only by
Japanese, and Spanish at US$6 (paper). The
the availability of sound projects. The depublication can be ordered from the Bank's Publications Distribution Unit (see inside cover for
veloping countries, however, needed to
ordering details).
strengthen their infrastructure as well—not
only ports and railways but also human
22

skills and administration. The benefits of
such investment would be slow to mature
and were not always going to produce revenues of their own. Since such projects
were not attractive to private investors,
they could be of potential interest to the
World Bank. However, many projects—in
education, health, and nutrition, for
example—yielded benefits that could not
be exported immediately and converted into the hard currency needed to repay Bank
loans. Furthermore, the Bank could not
lend to countries that were deemed uncreditworthy without jeopardizing its own
ability to borrow in capital markets. Many
of the poorest countries were, therefore,
excluded from Bank lending, and needed
concessional aid in order to develop.
Throughout the 1950s, these and other
issues on the financing of development
were actively debated. In the United States,
a report to President Harry S. Truman in
1951 concluded that some important
projects could not be financed entirely by
loans. The report recommended the creation of an International Development
Authority, managed by the Bank and
receiving and making grants. This view
gained considerable support in the United
Nations, which called for an Authority that
could eventually make grants of $3 billion a
year largely to finance industrialization.
The idea continued to be debated and refined, reemerging as a proposed Special
United Nations Fund for Economic Development, and eventually IDA was established as an affiliate of the World Bank.
IDA's final Articles of Agreement were
drafted in January 1960 and the Association
came into being in September, with the
agreement of 80 per cent of the developed
country members. The new Association
was intended to be an integral part of
a broader international framework. A
".. . healthy development of the world
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economy and balanced growth of international trade," stated IDA's Articles of
Agreement, will be "conducive to the
maintenance of peace and world prosperity
" The acceleration of economic
development in the less developed areas
was seen as in the interests of the international community as a whole. The role of
the Association was to promote development through the provision of "... finance
to meet their important developmental requirements on terms which are more flexible and bear less heavily on the balance of
payments than those of conventional
loans..." thereby furthering the objectives
of the Bank itself. IDA had emerged as a
facility that allowed the Bank to make
project loans in countries not suitable for
normal Bank loans. By using the same staff
and procedures as the Bank, donors were
assured that the same high standards
would be applied and that the concessional
nature of the finance provided would not
affect the quality of the projects chosen.
Table 1
IDA resources1
(In millions of U.S. dollars)
Original In 1981
amount dollars
Initial

757

Replenishments
IDA-1 (Fiscal years
IDA-2 (Fiscal years
IDA-3 (Fiscal years
IDA-4 (Fiscal years

1965-68)2
1969-71)
1972-74)

1975-77)
IDA-5 (Fiscal years 1978-80)
IDA-6 (Fiscal years 1981-83)

3,128

2,844
745
3,466
1,271
2,441
4,495
4,501
6,200
7,732 8,688
12,000 1 1 ,204
29,447 40,025

Source:
World Bank data.
1
This excludes some contributions by countries in their
own
currencies, which are not available for commitment.
2
Bank fiscal years ending June 30.

The creation of IDA was an important
landmark in the history of international
economic relations in at least three ways. It
strengthened efforts to establish a multilateral system of world trade and payments; it made poverty a major formal concern of the world's richest nations; and, at
the international level, it institutionalized
concessional finance to promote economic
development.

United Kingdom
France
Germany
Canada
Japan
Italy
Nordic Group
OPEC1
Others2

1960, 1970, and 1980'

Financing and allocation
The Association began with funds of just
under $1 billion; since 1965, its resources
have been replenished six times, making a
total of about $30 billion by the end of 1980,
equivalent to over $40 billion in 1981 prices
(Table 1).
The replenishment of IDA was never
very easy, being dogged by the problem of
burden sharing and by delays in payments
by the United States. Over the years, the
share of the United States and the United
Kingdom—originally IDA's two largest
donors—declined substantially, as a number of other countries picked up the burden
these two countries had assumed at the
time of IDA's inception (Table 2). Other issues that have complicated replenishments
include the adjustment of voting rights, the
maintenance of the value of contributions
against changes in exchange rates, the balance of payments impact of IDA contributions, and the allocation of IDA's
funds. In spite of all this, IDA continued to
grow rapidly in size.
Today, it is a major component of total
concessional flows. Over the last 20 years,
the volume of official aid has increased significantly, as have the number of donors
and the share of aid going through multilateral channels. Official development as-

Table 2
Contribution of major donors to IDA resources 1961-83
(In per cent)

United States

Net official development
assistance (ODA),

Initial
(1961-64)

IDA-1
(1965-68)

IDA-2
(1969-71)

42
17
7
7
5
4
2
4
1
11
100

42
13
8
10
6
6
4
4
—
7
100

38
12
8
9
6
5
4
10
—
8
100

IDA-3
(1972-74)

39
13
6
10

IDA-4
(1975-77)

IDA-5
(1978-80)

IDA-6
(1981-83)

33

31
11

27
10
5
13
4
15
4
6
6
10
100

11

6

11

6

6
6

11

4
7
—
9
100

4
7
1
10
100

5
11
6
10
4
7
8
7
100

Source: World Bank data.
—Indicates zero.
'Organization of Petroleum Exporting Countries.
2
Others are small countries in the OECD's Development Assistance Committee group and developing countries.

Source: Development Assistance Committee.
'Net ODA means total disbursement minus payments by the recipients.

sistance more than doubled in real terms
between 1960 and 1980 (chart). The share
going through multilateral channels has increased from 13 per cent to 28 per cent. In
1980, 9 per cent of all assistance, and about
30 per cent of multilateral assistance, went
to IDA.
During its first two decades, IDA committed $27 billion to finance about 1,300
projects in 78 countries. Although IDA disbursements remain small compared with
the Bank's—$2.1 billion versus $6.4 billion
in 1982—the Bank receives larger debtservice payments. Net of these, the Bank
and IDA transfer about the same amount of
resources: in 1982, $2.4 billion by the Bank
versus $1.9 billion by IDA.
IDA's overall purpose to assist development has remained unchanged since 1960,
as have its criteria—that the recipient
should have per capita incomes below a
certain level; a lack of creditworthiness
and, consequently, difficult access to commercial borrowing; acceptable economic
performance; and loanworthy projects
available. However, there have been important shifts in its operations and the
economic background against which it
functions. The needs of the low-income
countries for concessionary finance have
remained sizable; since 1973, particularly,
changes in the international environment
have made these needs even greater.
Nevertheless, low-income countries have
made real progress. Their per capita incomes have grown, albeit slowly; literacy
and life expectancy have increased. To
date, 27 countries have developed to a
point where they are no longer eligible for
IDA assistance. These "graduates" include
Indonesia, the Republic of Korea, Tunisia,
and Turkey. As more countries have graduFinance & Development I December 1982
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ated , ID A has been able to devote itself increasingly to the poores t developin g coun tries, mainl y in sub-Sahara n Africa and
Sout h Asia. In 1980, 80 per cent of IDA' s
net disbursement s were to countrie s with
per capita income s unde r $410, while these
countrie s only received 34 per cent of bilateral resources .
Applying IDA' s criteri a to potentia l recipient s has require d considerabl e judgmen t rathe r tha n the use of mechanica l formulae . Regardless of the criteria , small
countrie s (thos e with population s unde r
two million ) tend to receive more on a per
capit a basis tha n larger ones. Fo r instance ,
India' s share of ID A resource s has been
held to 40 per cent even thoug h it has over
half the populatio n of ID A countrie s (excludin g China) . Othe r large countries —
Indonesi a and Pakistan—hav e also received less ID A money , in per capit a terms ,
tha n tha t mad e available to the small coun tries of sub-Sahara n Africa.

Projects
ID A project s are generally identica l to
Bank project s in scope, design, and implementation . Because ID A countrie s are less
developed , however, a larger proportio n of
ID A lendin g has finance d agricultur e and
rura l development . ID A credit s have
tende d to financ e a larger share of tota l
projec t costs tha n Bank loans, and thi s
share has been higher in the poores t coun tries. The remainin g share of tota l ID A
projec t costs (56 per cent ) has been finance d partl y by the recipient s and partl y
by othe r donors . In general, about 30 per
cent of ID A credit s has gone to financ e local
costs—a larger share tha n in Bank projects ,
because ID A project s typically involve
mor e local costs.
At its inception , ID A concentrate d
on infrastructur e projects—transportation ,
power, ports, and the like. As developmen t
thinkin g evolved durin g the 1960s, it was
recognize d tha t agricultur e was being neglected in man y countries , resultin g in food
shortage s and , where countrie s could afford it, growing food imports . In the late
1960s, therefore , ID A shifted more resource s to agriculture . In 1973, as concer n
abou t employmen t and incom e distribu tion grew, the Bank and ID A extende d this
emphasi s to rura l developmen t in general.
Ther e are also an increasin g numbe r of
project s intende d to raise the productivit y
of small farmers , as a way of reducin g absolute poverty as well as increasin g tota l agricultura l outpu t (Table 3).
ID A has had man y successes. It has
helpe d increas e agricultura l productio n in
Sout h Asia throug h project s spreadin g the
technologie s of the Gree n Revolution . As a
result of these achievements , Indi a now
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has the potentia l to meet its own food
need s for the first time in decades . ID A has
also been particularl y active in financin g
irrigatio n facilities and agricultura l credit .
Over the years, ther e has been a shift in
lendin g away from large irrigation works to
scheme s tha t emphasiz e improvement s in
distributio n facilities, financ e for privately
owned wells and pumps , and assistance for
on-far m water management .
The agricultura l transformatio n of South
Asia is not easy to repeat in sub-Sahara n
Africa. Countrie s ther e are amon g the
world's poorest in term s of infrastructure ,
huma n capital , and agricultura l development . In addition , agricultur e is almost
exclusively rainfed , so tha t workable combination s of technologie s and practice s for
farmer s are harde r to devise and involve
higher risks. Nevertheless , ther e are coun tries, notabl y Malawi and Kenya , where
IDA' s efforts have produce d encouragin g
results. ID A has accounte d for roughl y 50
per cent of Malawi's tota l externa l assistanc e and has played a catalyti c role in
strengthenin g key developmen t institu tions . In Kenya , ID A pioneere d small
farmer developmen t programs .
ID A has also concerne d itself with urban
povert y and employment . It has pioneere d
program s to find affordable solution s to
problem s of urban shelter. Industria l lending has favored small- and medium-siz e
firms as a way of increasin g employment .
Water supply project s have increasingl y
stressed simpler systems. All these
change s are part of a genera l determinatio n
to reach the poores t people within poor
countrie s and to design project s tha t will
benefit them directly. Experienc e has

shown that raising the productivit y of the
poor mean s more tha n providin g them
with productiv e assets. It also mean s increasin g their skills and strength throug h
education , healt h programs , and othe r services. IDA' s lendin g for education , for
example , has moved away from fundin g
secondar y and higher levels to a greater
emphasi s on primar y schooling , as well as
vocationa l and technica l training .

Effectiveness
On e way of measurin g the effectiveness
of a project-financin g institutio n such as
ID A is to assess the rate of retur n on
its investments . Fo r several reasons—
weather , governmen t policies, and mistakes in project design and operation—th e
rate s of retur n expecte d when project s are
appraise d often differ markedl y from the
final results. Overall, IDA' s project s appea r
to have abou t the same average rate of retur n as Bank projects , abou t 18 per cent .
Rate s of return—mostl y financia l or economi c rathe r tha n social—vary widely between regions, however, averaging 14 per
cen t in Africa and over 22 per cent in South
Asia (Table 4).
Althoug h these figures refer only to the
limite d sample of IDA' s complete d project s
tha t have been audite d and for which recalculate d rates of retur n are available
(abou t 183 projects) , they indicat e the risky
natur e of developmen t project s in lowincom e countries , particularl y in Africa. Fo r
instance , while abou t 15 per cent of IDA' s
project s had rates of retur n over 30 per
cent , about one fifth had rates below 10 per
cent . While the higher average retur n suggests a fairly successful record , ther e have

Table 3
IDA lending by sector, 1961-82
(In per cent)

Agriculture and rural development
Basic infrastructure
Energy
Transportation
Telecommunications
1
Industry
Other infrastructure
Water supply and sewerage
Urbanization
Human resource development
Education
Population, health, and nutrition
2
Nonproject lending
In millions of U.S. dollars

1961-70

1971-76

23
41
6
30
5
4
3
3
—
6
6
—
23
100

32
30
8
17
5
10
4
3
1
6
5
1
18
100

42
29
16
10
3
8
7
5
2
7
6
1
7
100

37
30
13
13
4
8
6
4
2
7
6
1
12
100

2,822

7,268

16,648

26,738

1977-82

source: woria ьапк aata.
—Indicates zero.
Includes development finance companies, industry, small-scale enterprises, and tourism.
Includes technical assistance.
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Total

Table 4
Rates of return for IDA projects by selected regions
Rate of
return
(In per cent)

Negative
0-9

10-19
20-29
30-39
40 and over

Average rate
of return

East Africa

Number of projects
South Asia
West Africa

5
6
24
6
2
0
43

7
8
16
10
2
2
45

3
20
7
6
4
40

13.2

14.7

22.5

0

Percentage
of all projects

Total1
16
20
82
37
16
12
183

8.7

10.9
44.8
20.2
8.8
6.6

100.0

17.9

Source: World Bank, Operations Evaluation Department reports.
'Includes projects in North Africa, Middle East, East Asia, and Latin America.

also been a number of failures. However, in
pioneering new approaches—such as small
farmer development and urban slum
upgrading—a certain number of project
failures are almost inevitable before a successful design can be developed. And the
lessons learned from one region or country
are often not suitable for immediate adoption in another country, as experience with
the Green Revolution in Asia shows.
Projects are also affected by factors outside
IDA's control, such as weather and political
disruptions. Some projects experience difficulties because they have been badly designed. IDA at times has been insensitive to
sociocultural situations in recipient countries or has provided technical solutions
that were inappropriate to local environmental or economic conditions. Other
problems often result from the failure of
governments to support projects with the
necessary price incentives, procurement
policies, or financing.
On the other hand, many IDA projects
also have important benefits that are difficult to quantify. For instance, projects
assist in developing local institutions, in establishing procedures for cost recovery,
and in other improvements in efficiency
and management. In many cases, IDA has
supported the development of institutions
that can take over from it the job of lending
to individual projects; this has allowed IDA
to become more of a wholesaler of credits
and has increased the ability of intermediaries to play an independent role in
development. This has been particularly
true of industrial and agricultural credit.
Programs aimed at cost recovery reduce
price distortions and reduce the burden of
operating expenditures that would fall on
the recipient country's budget. In the past
decade, IDA projects have been increasingly successful in designing projects
that reach the poor.

What main conclusions can be drawn
about IDA's performance in its 22-year history? Four main results should be highlighted:
• IDA lending has been effective in promoting development. This is evident not
only in the high rates of return on its
projects but also from its impact on policy
reforms and the development of local institutions. However, it would appear from a
review of project experience that IDA's suc-
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cess is greater in South Asia than in
Africa—but lower rates of return on
projects in Africa reflect lower levels of
institutional development, shortages of
trained manpower, and other factors.
• The Association has demonstrated a
tremendous capacity to grow, not only in
size but also in understanding through
learning by doing. It has gradually shifted
its lending to the least developed of the
poor countries and to poor people within
those countries; it has incorporated the lessons learned from past mistakes into better
project designs.
• Despite a general lack of public understanding of development issues and little
broad-based support for aid programs in
many developed countries, IDA has been
remarkably successful in attracting an increasing amount of financial support. But
with its growth, it has also become the subject of closer scrutiny and criticism.
• Even though many countries have
graduated from IDA's rolls, the need for
concessional development assistance remains as great as ever. IDA has a key role
to play in laying the groundwork for longterm development in the poorest countries
in the world.
IDA's success in the past notwithstanding, a number of issues remain to be resolved. IDA was established to meet the
need of low-income countries for concessional assistance, but how much of this
should be borne by IDA has remained an
open question. A continuing issue has
been the question of how IDA should allocate its resources between various recipient
countries. The reentry of China—a potentially large recipient of IDA resources—into
the World Bank adds another dimension to
the allocation problem, as does the desire
to accelerate lending to sub-Saharan Africa.
The issue of the terms of IDA lending has
surfaced again. Some donors question
whether all countries should receive credits
on the same terms and whether terms
should vary by sector.
These issues—and others—have been
with IDA throughout its first two decades.
They are apt to be with IDA in the future.
It is doubtful that they will be completely
resolved to the satisfaction of all IDA's
members. In the past, IDA has been successful because it has managed to meld the
differing interests of members into a consensus on policy matters.
Today IDA represents a successful effort
in economic cooperation among countries.
Over time, it has evolved and adapted to
meet the needs of both donors and recipients. Continuing cooperation between
both sides will be required in the future if a
real commitment to worldwide development is to be maintained.
ED
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Adjustment with financial
This article diseusses the adjustment that takes place as
economies recover from balance of payments difficulties. The
experiences of seven countries that obtained financial assistance
from the Fund illustrate various aspects of adjustment.
John Odling-Smee
Broadly speaking, unless a balance of payments problem is temporary—in which
case financing would be suitable—adjustment is necessary. Adjustment refers to
those changes in expenditure, saving, and
production that are needed to produce a
sustainable balance of payments situation,
namely, one where any deficit on current
account can be financed by normal capital
inflows.
Most balance of payments problems in
non-oil developing countries are not temporary and cannot be tackled by financing
alone. Where adjustment is required, a certain amount of financing may also be desirable to avoid abrupt changes in the economy. In most cases the financial assistance
that the Fund makes available to a member
is associated with an economic adjustment
program. Indeed, the Fund is obliged by its
Articles of Agreement, and by the fact that
the resources at its disposal are limited and
must revolve, to satisfy itself that the economic program it supports will, in the medium term, bring about adjustment and a
viable balance of payments. The adjustment policies that typically form such a
program were discussed recently in "Issues
in the use of Fund resources" by Andrew
Crockett in the June 1982 issue of Finance
and Development.
Recent examples of adjustment
Republic of Korea. Various factors combined during the late 1970s in Korea to produce a rapidly deteriorating balance of
payments. A policy of cheap credit to encourage an ambitious investment program,
particularly in the heavy and chemical industries, led to excessive demand pressures. On the supply side, there were
shortages of skilled labor, in part because
of a speculative housing boom that occurred when many construction workers
were departing for the Middle East. Price
26

and wage inflation rose, and external competitiveness was eroded—with adverse
effects on exports and, hence, output
growth.
Some measures were introduced in 1979
to moderate domestic demand pressures,
but these could not prevent a deterioration
of the balance of payments, partly because
of unforeseen external developments—
especially the increase in oil prices, slower
growth of export markets, and rising protectionist tendencies abroad. The current
account deficit continued to rise and, as the
immediate prospect was for a further increase, a stabilization program supported
by two successive stand-by arrangements
with the Fund was initiated in early 1980.
The main policy changes in 1980 included a substantial increase in interest
rates, a depreciation of the exchange rate,
higher energy prices, and more restrictive
fiscal and monetary policies. The impact of
these on growth was compounded by civil
disturbances and a major crop failure; as a
result, real gross national product (GNP),
which rose by 6 per cent in 1979, fell by
about the same magnitude in 1980. Partly
because of these developments, financial
policies were eased somewhat in the latter
part of 1980, but considerable financial
stringency prevailed for the year as a
whole. Inflation still accelerated temporarily in 1980, under the impact of the depreciation, the increases in energy prices,
and the crop failure. The current account
deficit widened, but only by about half of
the price-induced increases in the oil import bill, implying that substantial external
adjustment took place.
In 1981, policies continued to emphasize
prudent demand management and wage
moderation through an extensive public
education campaign. The rewards of the
stabilization efforts were mainly reaped in
1981 when aggregate output growth was
resumed, reflecting especially rapid export
growth through the third quarter of the
year, as a result of the gains in competitiveness achieved in 1980. Inflation also decelerated sharply and the current account
deficit declined. However, private investment remained sluggish and the growth of
exports has slowed since the fourth quarter
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assistance from the Fund
of 1981, resulting from both a weakening of
world demand anfi a decline in the price
competitiveness of exports.
Peru. Between late 1977 and the end of
1980 Peru had three continuous stand-by
arrangements with the Fund. Expansionary policies since the early 1970s and rapidly growing public expenditures had put
increasing pressure on prices and the balance of payments, both of which were aggravated by the increase in the oil price.
Inflation rose sharply between 1973 and
1976, the balance of payments current account deficit rose to 11 per cent of gross
domestic product (GDP) in 1975, external
debt grew rapidly, and international reserves fell. The exchange rate was allowed

Republic of Korea

to appreciate by 25 per cent in real terms
between 1975 and 1977 in an effort to curb
the rise in inflation.
The stabilization program introduced in
1976 broke down in 1977 under pressure for
more government expenditure, and a similar fate befell the program of late 1977. The
third attempt, in 1978, was successful,
however. The public sector deficit was
brought down from an average of 10 per
cent of GDP in 1975-77 to 2 per cent in 1979,
and the exchange rate was devalued and
attached to a crawling peg. The balance of
payments current account deficit fell rapidly, helped by large improvements in the
terms of trade in 1979 and 1980. The adjustment was successful in that the balance of

payments improved, while saving (both
public and private) rose without much fall
in investment, and output growth was
quickly resumed. But inflation remained
high, partly because of corrective price increases, and it still proved difficult to keep
the public sector deficit under control.
Some of the earlier problems reemerged in
1981.
Portugal. The balance of payments difficulties of Portugal arose from the 1974 oil
price rise, the loss of its African colonies,
and some consequences of the 1974 revolution—such as rapid growth in real wages
and public expenditure. International competitiveness deteriorated because the depreciation of the exchange rate did not keep

Peru

Portugal

mote: i ne reoruary isai stand-by arrangement expired in

February 1982.

Sources: IMF, international Financial Statistics. Additional
data from national sources.
^Tl Period of extended facility and upper credit tranche program.
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pace with the more rapid growth of wages
and prices in Portugal than elsewhere.
This, together with lack of confidence, discouraged the repatriation of migrant workers' earnings and caused capital outflows,
especially in 1977. Although the public sector deficit had grown rapidly from 1973 to
1977, there was not much generalized excess demand; unemployment was high and
there was excess capacity in the export sector (including tourism).
The economic program supported by
Fund lending in 1978-79 therefore emphasized expenditure-switching rather than
expenditure-reduction. The major instruments were faster depreciation of the exchange rate, wage restraint, relaxation of
import controls, and an increase in interest
rates. The balance of payments improved
dramatically, mainly because of sharp increases in exports, workers' remittances,
and capital inflows, stimulated especially
by the exchange rate and interest rate
changes. The growth rate of output rose in
1979 after falling for two years. Both saving
and investment were higher as a percentage of GDP in 1979-80 than in the years
of balance of payments crisis, with the increase being greater for saving and, within
total saving, for saving by the private sector. It was also intended to reduce the public sector deficit, although the outcome was
that it increased. Some of the improvement
in the balance of payments was a temporary stock adjustment. Partly because of
this—and because of the rise in oil prices,
continued structural weaknesses, and the
high pressure of domestic demand—the
current account deficit increased again in
1980 and 1981.
Panama. With the exception of two short
gaps, Panama has had Fund stand-by arrangements in the upper credit tranches
since June 1978, following first credit
tranche arrangements in 1973-76 and 197778. The problem can be traced to adverse
external developments in 1974—78: the
world recession; the fall in prices for its major export, sugar; and the decrease in private investment because of uncertainty
about the Canal. The authorities countered
the recession by increasing public expenditure, especially on large investment
projects. The public sector deficit rose to
nearly 19 per cent of GDP in 1976; as most
of it was financed abroad, official external
debt rose rapidly, reaching 82 per cent of
GDP at the end of 1978. Since the U.S. dollar circulates freely in Panama, the overall
balance of payments is always in equilibrium, and the current account deficit is
automatically limited to the availability of
finance and is not in itself a problem.
The aims of the economic programs supported by the Fund were to reduce the pub28

lic sector deficit, and hence the growth of
official external debt, and to create the
conditions for the recovery of private
investment. Public investment was reduced, as was expenditure on emergency
employment-creating measures, and new
revenue measures increased receipts. The
ratio of official external debt to GDP declined to 62 per cent at the end of 1981.
Output growth from 1978 was more satisfactory than it had been in the mid-1970s,
partly because of the recovery of private
investment that had resulted from the conclusion of the Canal treaties.
Gabon. Large imbalances arose in Gabon
in 1973-76 when public investment grew
very rapidly following the first oil price increase. The Government deficit rose to over
20 per cent of GDP; inflation was also over
20 per cent and external debt grew rapidly.
The expansionary phase came to an end in
1977 and was followed by a recession and
financial crisis. A stabilization program
supported by a stand-by arrangement was
introduced in 1978. The overall government balance was brought into surplus and
inflation declined, but there was a large
drop in output in both the oil and non-oil
sectors.

To consolidate the gains that were made,
a medium-term program supported by a
precautionary arrangement under the extended Fund facility was introduced in
1980. The main aims were to resume orderly growth with relatively low inflation;
to reduce external debt; to reestablish adequate reserves; to expand the production
base of the non-oil economy; and to use in
a more orderly fashion the enlarged resources derived from the second oil price
rise. The principal policy instruments were
the investment plan, more efficient pricing,
and wage and credit restraint. Fund resources were to be made available in case of
need, but this need did not arise and they
were not utilized.
The objectives of the program were
mostly achieved. Real output in the non-oil
sector grew again, although at a rather low
rate, partly because sharp declines in export volume and prices, brought on by a
fall in demand, affected the uranium, manganese, and forestry sectors. There were
also some problems in implementing the
investment plan, and the modest structural
change achieved has not yet been reflected
in growth because of production lags. Government expenditure targets were largely

Panama

Gabon

Note: The June 1980 arrangement, under the extended
Fund facility, expired in December 1982.
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achieved. Revenue performance improved
markedly, helped by an unexpected depreciation of the CFA franc against the U.S.
dollar, in terms of which oil revenues are
denominated. As a result, the Treasury
position continued to improve, with the
government budget recording large surpluses. External debt declined and reserves
were built up to a relatively satisfactory
level.
Sri Lanka. The external position of Sri
Lanka deteriorated over the 20 years previous to the mid-1970s because of a serious
worsening of the terms of trade and stagnation of the export-oriented agricultural
sector. Persistent balance of payments difficulties led to an increasingly restrictive exchange and trade system with a bias
against exports. Price controls, consumer
subsidies, and food rationing distorted
prices and reduced saving and investment.
The programs supported by a stand-by
arrangement with the Fund in 1977-78 and
an extended arrangement in 1979-81 aimed
to reduce controls over prices, trade, and
payments; to bring prices, including the exchange rate and interest rates, closer to
market clearing levels; to shift budgetary
resources from subsidies to investment; to

increase saving; and to raise the growth
rate. They began well, with the growth
rate, investment ratio, and foreign aid inflows all rising, and the overall balance of
payments in equilibrium. However, some
signs of excess demand emerged toward
the end of 1979 and became widespread in
1980, mainly because of the large increase
in public expenditure, especially investment. The adverse effects of this on the
balance of payments and inflation were
compounded by the effects of drought on
tree crop output and the deterioration in
the terms of trade. Mainly as a result of
restrictive fiscal and monetary measures,
the situation improved in 1981. Despite the
setbacks of 1980 and problems remaining in
the export sector, the programs of 1977-81,
as a whole, contributed to raising the
growth rate of the economy and to increasing its efficiency by replacing controls with
price incentives.
Burma. For almost a decade up to 1974,
the economy of Burma hardly grew at all in
per capita terms. Agriculture dominated
the economy, and agricultural output per
capita fell—mainly because producer prices
were kept fixed while input prices rose—
and there was relatively little investment.

Sri Lanka

Burma1

Note: The June 1981 arrangement, a stand-by, expired in
June 1982.
1
Years beginning April 1 except consumer prices, which are
calendar years.

Sources: IMF, international Financial Statistics. Additional
data from national sources.
^TlPeriod of extended facility and upper credit tranche program.

Exports, which were based on agricultural
production, therefore suffered and the volume of imports had to be held down. The
tax base was similarly eroded and the Government had recourse to bank borrowing
which, together with increased bank borrowing by state economic enterprises, exacerbated inflationary pressures after 1972.
In 1975 there was a change in policy, and
the Government sought to provide more
incentives to increase output and mobilize
resources. As a result output grew more
rapidly, helped by favorable weather, but
inflation also rose, partly because of corrective price increases. In the mid-1970s the
Government sought to raise the investment
rate and to borrow much more abroad on
concessional terms.
In support of this program, Burma had
stand-by arrangements with the Fund from
1977 to 1979. The size of the foreign trade
sector in relation to the economy as a whole
grew sharply, especially on the import
side. The current account deficit grew, as
planned, and was covered by a larger capital inflow so that the overall balance was
kept under control. Growth continued at a
satisfactory rate, and inflation was low,
partly because of price controls. There continued to be many inflexibilities in the
economy aggravated by the controls on imports and prices. A major problem was the
unused capacity in many state economic
enterprises arising from a shortage of imports; another was the rising public sector
deficit and consequential inflationary pressures associated with the controlled output
prices of the state undertakings. A program
supported by a new Fund arrangement was
introduced in 1981, with the aim of liberalizing imports and prices, albeit at some
temporary cost in terms of a higher current
account deficit and inflation. The evidence
to date suggests that it was broadly
successful.
Some aspects of adjustment
Although these seven countries are not
necessarily representative of all countries
with Fund-supported programs, nor even
of those where a reasonable measure of adjustment took place, their experiences can
illustrate a number of general aspects of
adjustment following Fund-supported
programs.
The nature of the initial problems and
their causes differ widely. In some cases
there was an unsustainable current account
deficit caused primarily by excessive domestic demand pressures (Korea, Peru,
and Sri Lanka in 1980). In Portugal the rise
in the current account deficit was more the
result of a decline in international competitiveness than of excess demand. However, excess demand also played the major
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role in creating the external problems of
Panama and Gabon. Official external debt
rose rapidly as ambitious public sector investment programs were financed mostly
abroad; official international reserves also
fell to low levels. The existing balance of
payments difficulties of all these countries
were aggravated by external developments, especially terms of trade movements and the weak growth of export markets. Sri Lanka until 1980 and Burma had
rather different problems. They both
wished to increase investment and liberalize imports and prices (Burma only
from 1981) in order to grow more rapidly.
Although they did not initially have balance of payments problems, the change of
strategy could have created some unless
appropriate adjustment had taken place.
The main policy instruments that are included in successful programs reflect the
differences in the nature of the problem
and its causes. Thus the programs of
Korea, Peru, Sri Lanka in 1981, Panama,
and Gabon (especially 1978-79) emphasized the restraint of demand. Since private
sector investment was the major cause of
the excess demand in Korea, credit restraint was the centerpiece of the program
there. The main problem in the other countries was the overall deficit of the public
sector, which they sought to reduce. Discrete exchange rate changes, together with
further currency depreciation in some
cases, supported demand restraint in
Korea and Peru, and also formed a central
part of the programs in Portugal and Sri
Lanka. As befitted their initial position of
balance of payments equilibrium with unsatisfactory growth, the main policy measure in Sri Lanka (until 1981) and Burma
was an increase in the rate of public investment. This was supported by the liberalization of imports and prices (from 1981
in Burma). Most other countries also
sought to improve economic efficiency by
reducing price distortions. In Gabon special emphasis was placed on the structure
of the investment plan—to improve the efJohn Odling-Smee
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ficiency of the reduced level of investment
and, hence, to increase the growth rate of
the non-oil economy.
The link between the type of problem
and the type of program can also be seen in
the actual outcome. The growth of GDP
improved in five out of seven countries
(Portugal, Panama, Gabon after 1978, Sri
Lanka, and Burma) and declined temporarily only in Korea and Peru. This division
corresponds roughly to that between programs emphasizing demand restraint
(Korea, Peru, Sri Lanka in 1981, Panama,
and Gabon in 1978-79) and others, except
that Panama achieved satisfactory growth
despite considerable fiscal restraint. In the
countries where the growth rate rose, the
increase in supply was brought about
through various channels: the utilization of
excess capacity in Portugal; improved external competitiveness in Portugal and Sri
Lanka; a rise in private investment in
Panama and Sri Lanka; a rise in public investment in Burma and Sri Lanka; and improved resource allocation in Portugal, Sri
Lanka, and Gabon. Some of these changes,
especially the improvement in competitiveness, also raised supply in South Korea
and Peru, even though other factors caused
the growth rate to decline temporarily.
Successful adjustment is more likely to
occur if policy is flexible in the face of unexpected developments, as is suggested by
the experience of these countries. Some of
them were able to take advantage of favorable changes in their environment. For example, in Peru the terms of trade improved, and in Panama the Canal treaties
were concluded. Although Gabon failed to
profit from the oil price rise in 1974, it did
not repeat this mistake after the second oil
price rise. On the other hand, successful
adjustment can still be achieved even when
unfavorable events occur. In 1980 Korea experienced a crop failure, a reduction in export demand, a deterioration in its terms of
trade, higher interest rates, and civil unrest, and yet kept on the path to successful
adjustment. Unexpected developments,
even favorable ones, can undermine adjustment efforts, but a flexible policy response can still produce the desired
changes.
Even when adjustment is generally successful, some difficulties can emerge. Some
of the countries discussed failed to keep
demand pressures fully under control,
either during (Portugal and Sri Lanka up to
1980) or after (Peru) the period of the arrangement with the Fund. Although the
programs in Portugal and Sri Lanka did not
always emphasize demand restraint, successful adjustment could have been undermined if demand pressures had not been
kept under control. (It almost was under-

mined in Sri Lanka until restrictive policies
were introduced in 1981.) In Peru the reemergence of demand pressures in 1981 led
to a new extended arrangement with the
Fund, which was approved in June 1982.
Other outstanding problems included the
deteriorating international competitiveness
of Korea during 1981; the difficulty of improving the quality of public investment in
Gabon, Burma, and Sri Lanka; and price
distortions in a number of countries.
Adjustment should be a continuous process. Even if major efforts are made from
time to rime, at all other times policy
should be sufficiently flexible to react to
changing circumstances so that the most
favorable environment for growth, inflation, and the balance of payments is
maintained. Most of the countries discussed had either an extended arrangement or a series of shorter stand-by arrangements with the Fund. The first
attempts at stabilization and adjustment
were not always successful (as in Korea in
1979, Peru in 1976-77, and Portugal in
1977), mainly because the extent of the
problem was underestimated. After some
success in adjusting was achieved, further
problems came close to reversing it in these
cases. This suggests that successful adjustment is most likely to occur when political
support is mobilized to sustain the stabilization program over a period of years.
The longer the introduction of the program
is delayed, the greater the effort needed to
see it through, and the greater the chance
of failure.
ED
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Developments in international capital markets
A recently completed study by Fund staff
that examined recent developments in international capital markets shows that despite previous uncertainty regarding the
market's ability to cope with the financial
impact of the 1979-80 oil price increase, aggregate net flows (bank lending plus bond
issues) in 1980 were 57 per cent above those
recorded in 1978 (Chart 1). During 1981,
however, the global sum of current account

Chart 1
Net lending through
international capital markets, 1973-81

deficits increased only marginally (Chart
3), and the U.S. dollar value of international trade declined, while real output
and investment in the industrial countries
stagnated. As a result, the growth of international lending slowed, and aggregate net
flows of US$195 billion in 1981 were only 9
per cent above the 1980 total of $179 billion
(Chart 1). This slower growth in net lending was accompanied by relative shifts in
both sources of funds and in borrowers, as
well as by a general tightening of lending
terms. Nevertheless, the share of international assets as a per cent of total bank
assets increased again in 1981 (Chart 4), a
trend that has been in evidence since 1973.

During 1979 and 1980, increased deposits
from the oil exporting countries had been a
major source of new bank funds, amounting to close to $40 billion in each year, but
in 1981 net new deposits from those countries were $4 billion (Chart 2). Banks therefore turned to the industrial country financial markets to offset the slow growth in oil
exporter deposits. With lending to industrial countries increasing only marginally in
1981, the net flow of funds from the industrial countries to the rest of the world via
the international banking system rose from
$7 billion in 1980 to $42 billion in 1981. The
distribution of bank lending showed little
change in 1981, with the volume of net

Chart 3
Current account positions and new private market financing.
1978-81

Sources: Bank for International Settlements; Organization for Economic Cooperation
and Development; World Economic Outlook, IMF Occasional
Paper No. ä (April 19821; and
Fund staff estimates.
Almost all borrowing was
from banks.
'Excludes Fund members
from Eastern Europe, except
Hungary.

Sources: Bank for International Settlements; and
Organization for Economic Cooperation and Development, Financial Statistics Monthly,
Measured in U.S. dollars; for the years after 1976,
adjusted for valuation effects of exchange rate changes.
'Bond issues and placements are net of repayments
and exclude double counting due to banks' issuing and
holding of bonds; new bank claims are net of interbank
transactions.

Chart 2
Sources of new bank deposits, 1978-811
(In billions of U.S. dollars)

Sources: Bank for International Settlements and Fund staff estimates
Note:
details may not add to totals due to rounding.
1
As reported by the Bank for International Settlements (BIS), the BIS
reporting area comprises banks in Austria, Belgium, Canada, Denmark,
France, the Federal Republic of Germany, Ireland, Italy, Japan, thé
Netherlands, Sweden, Switzerland, the United Kingdom, and the United
States, as well as branches of U.S. banks in the Bahamas, the Cayman
Islands, Hong Kong, Panama, and Singapore.
Excludes Fund member countries, except Hungary.
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Chart 4
Concentration of international bank claims.
1973-81n

lending to industrial countries and non-oil
developing countries increasing marginally
and lending to oil exporting countries declining (Chart 3).
From the viewpoint of borrowers, the
rise in real interest rates in 1981 constituted
a significant hardening of terms. Weighted
average lending spreads over LIBOR (London Inter-bank Offered Rate), however,
showed little change in 1981, remaining a
little below 3/4 per cent (Chart 5). The average maturity of new commitments appears
to have stabilized at slightly less than eight

Chart 6
International bond markets, 1978-81

Source: Bank for International Settlements (BIS).
Excludes interbank transactions within the BIS reporting area, which includes Austria, Belgium, Canada,
Denmark, France, the Federal Republic of Germany,
Ireland, Italy, Japan, the Netherlands, Sweden, Switzerland, the United Kingdom, and the United States, as
well as branches of U.S. banks in the Bahamas, the
Cayman Islands, Hong Kong, Panama, and Singapore.
'Excludes "Fund member countries, except Hungary.

years for both industrial and developing
country borrowers, after declining since
the middle of 1979.
For the first time since 1975, the proportion of net lending through the international capital markets accounted for by
international bonds increased, as net bond
issues rose by over 30 per cent between
1980 and 1981. While industrial country
borrowers accounted for most new issues,
international organizations were responsible for 18 per cent and developing countries for 7 per cent (Chart 6).
HD
For the full study upon which this selection is
based, see: Richard C. Williams, G.G. Johnson,
K. Burke Dillon, and Donald J. Mathieson, International Capital Markets: Developments
and Prospects, 1982, Occasional Paper No. 74,
International Monetary Fund, Washington,
DC, 1982. Copies of this and other Occasional
Papers are available, at US$5 per copy (US$3
for university libraries, faculty, and students),
from the Publications Unit, International Monetary Fund, BoxA-100, Washington, DC 20431
U.S.A.

Issues and placements by currency of denomination
(In billions of U.S. dollars)3

Chart 5
Terms on international bank lending.
1973-81

Issues and placements by category of borrower
(In billions of U.S. dollars)

Source: World Bank.
'London Inter-bank Offered Rate.
Medium-term publicized international bank credit
commitments.
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Sources: World Bank, Borrowing in International Capital Markets, and Organization for Economic Cooperation and
Development, Financial Statistics Monthly.
Note: details may not add to totals due to rounding.
'Three month deposits.
'Bonds with remaining maturity of 7-15 years.
Figures shown below graphs represent totals for each year.
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Nonconcessional
capital flows to
developing countries
The current account deficits of the oil importing developing
countries have grown since 1974, and so has the dependence of
the richer ones on commercial borrowing. Against this background,
the Task Force on Non-Concessional Flows examined the
prospects for borrowers in the short and medium term, and
The Task Force on Non-Concessional Flows recommended ways in which the flows could be increased. This
was set up in late 1979 at the initiative of the article presents a summary review of its findings and
Joint Ministerial Committee of the Boards recommendations.
Eugene L. Versluysen

of Governors of the Bank and the Fund on
the Transfer of Real Resources to Developing Countries (the Development Committee). It submitted its final report to the
Development Committee in Helsinki in
May 1982.
Its terms of reference were to:
• Assess, in the light of recent events,
conditions in international capital markets
as they bear on the magnitude and terms of
market borrowings.
• Examine the content and feasibility of
recent proposals to increase capital flows,
such as the proposal from the Development
Assistance Committee of the Organization
for Economic Cooperation and Development on cofinancing and proposals for the
financing of exports of capital goods to support investment programs of developing
countries.
• Consider the role of export credits by
national export credit institutions and other
national financial agencies.

The Task Force was chaired by Alfredo
Phillips, Deputy Director of Banco de Mexico S.A., and included senior officials from
Argentina, Brazil, Canada, France, the Federal Republic of Germany, Japan, the Republic of Korea, Kuwait, Malaysia, Mexico,
the Netherlands, Nigeria, Saudi Arabia,
Turkey, the United Kingdom, and the United States. Staff from the World Bank and
the International Monetary Fund provided
the secretariat for the Task Force and produced technical and background studies.
Between March 1980 and March 1982 the
Task Force met ten times. To gain the views
of private international financial institutions on various aspects of its work and to
reflect their concerns in the formulation of
its recommendations, the Task Force also
hosted international seminars in October
1980 and December 1981, attended by representatives of these institutions. Addi-

tional consultations were held with individual banks in several financial centers.
Patterns of external flows
The Task Force's primary mandate was to
study the various categories of nonconcessional flows and to formulate recommendations designed to enhance their
availability to developing countries. In order to be realistic and useful, the recommendations were based on an analysis of
global resource flows to developing countries arid of shifts in the composition and
direction of these flows caused by changes
in the world economy.
The Final Report to the Development Committee of the Task Force on Non-Concessional Flows
is available without charge from the World
Bank's Publications Distribution Unit. See inside front cover for ordering information.
Finance & Development I December 1982
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In the Task Force's view, 1974 marked, in
many respects, a turning point in the pattern of developing country finance. During
the 1960s and early 1970s, coinciding with
the fairly stable growth of the world economy, the composition of external financial
flows to developing countries was relatively consistent. The majority of developing countries was able to finance the
bulk of its domestic capital needs from

overseas development assistance (ODA).
Countries in the middle-income group,
whose current external deficits had risen
most, had to rely increasingly on borrowings on nonconcessional terms from international commercial banks; commercial
loans became their largest single source of
external finance. Meanwhile the external
surpluses of the oil exporters underwent a
process of recycling, channeling resources

Table 1
Current account deficits of oil importing developing countries, 1970-80
Middle income2

Low income1
1970

1973

1975

1978

1980

1970

1973

1975

1978

1980

42.8

20.4

48.9

5.5

2.3

5.0

In billions of 1978 U.S. dollars

3.6

4.9

7.0

5.1

9.1

14.9

6.7

In per cent of gross national product (GNP)

1.9

2.4

3.9

2.6

4.5

2.6

1.0

Source: World Development Report 1981.
'Developing countries with a 1979 per capita GNP of less than US$370.
2
Developing countries with a 1979 per capita GNP of more than US$370 that are eligible for World Bank loans.

trade surpluses and domestic savings. Foreign funds—most of which came from official sources (both bilateral and multilateral)
on concessional or partly concessional
terms—provided only 10 to 20 per cent of
their capital requirements. Financial flows
from private sources were residual and
consisted mainly of direct foreign investment and supplier credits. Resource flows
and economic growth progressed hand-inhand without major shifts or disruptions.
In 1974, the global economic environment changed. The non-oil developing
countries had to contend with a substantial
deterioration in their terms of trade, caused
by the combined impact of a fourfold increase in the price of crude oil, a simultaneous rise in the price of imported manufactures, and a fall in the demand for their
own exports consequent on the recession
in the industrial countries and, in some
cases, protectionist measures. Although
some developing countries continued to
benefit from favorable price levels for their
exported primary commodities, the aggregate external payments position of oil
importing developing countries deteriorated rapidly between 1973 and 1975 (see
Table 1).
The pattern of external financial flows to
low- and middle-income oil importing developing countries—particularly to the
latter—also changed considerably after
1974 (see Table 2). Low-income countries,
which had restricted access to market financing, were forced to slow down their
economic growth and to continue to rely on
34

outlook may be somewhat less optimistic,
the Report stressed that these conclusions
remain valid.
The Task Force Report emphasized the
following specific points:
• Sound debt management and appropriate adjustment policies are important in
maintaining creditworthiness and sustaining additional borrowing to increase productive capacity.
• Debt indicators—such as the ratio of
interest and amortization to export earnings—can be misleading, and should be
used with great care, not as a substitute for
comprehensive country economic reviews.
• In assessing economic conditions in
borrowing countries, creditors should take
into account the impact of prevailing levels
of international interest rates and inflation
on perceived creditworthiness.
• Important objectives of debt rescheduling should be to reestablish the
creditworthiness of the debtor country and
to promote the restoration and enhancement of financial flows through adjustment
policies.

Table 2
Sources of finance for oil importing developing countries, 1970-80
(In billions of 1978 U.S. dollars)

1970

Low income1
1973
1978
1975

Middle income2
1980

1970

1973

1975

1978

1980

Net capital flows
Official development
3.4
assistance
4.1
6.6
5.1 5.7
3.3
53
5.3
6.5 7.9
Private direct
0.3
investment
0.2
0.4
0.2 0.2
3.4
51
3.8
4.6 4.5
0.5
Commercial loans
0.6
0.8
0.9 0.7
8.9
13 7
21.0
29.4 27.1
Changes in reserves
and short-term
borrowing3
-0.5 -1.1 -0.7 -1.1
2.4 -0.8 -11 7 -12.7 -20.1
9.5
Source: World Development Report 1981.
'Developing countries with a 1979 per capita GNP of less than US$370.
^Developing
countries with a 1979 per capita GNP of more than US$370 that are eligible for World Bank loans.
3
A minus sign (-) indicates an increase in reserves.

to deficit countries largely through the in• Commercial banks should be encourternational banks, but also through sub- aged to adopt a constructive approach to
stantial contributions to the International private debt restructuring, viewing it as
Monetary Fund (IMF) and through in- part of a comprehensive effort to assist the
creased concessional assistance. Countries debtor country. The Fund and multilateral
whose adjustment policies proved success- development institutions might be able to
ful were also able to borrow more commer- provide good offices in these matters.
cial funds than previously.
Turning to the current conditions and
near-term prospects in international credit
Findings
and capital markets, the Task Force exUnder its terms of reference, the Task pressed a note of confidence. It found that
Force was mandated to examine primarily the interbank market was operating
nonconcessional flows to developing coun- smoothly, and that there were no signs of
tries. Its conclusions were submitted to the emerging liquidity constraints, an imDevelopment Committee at its meeting in portant factor being prudent bank practhe spring of 1981, and while the current tices. Tighter monetary policies had not
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had a significant impact on liquidity (although they had led to higher interest
rates). The capital positions of commercial
banks had not seemed to have constrained
lending, nor did commercial banks' internal limits on lending to individual countries seem likely to impede continued largescale lending to developing countries in
general—unless concern grew about their
economic policies and prospects.
Sources and uses of
international bank
funds,
197&-811

Sources of bank funds

Destination of bank funds

Source: fnternationai Monetary Fund data.
'Banks in the Group of Ten countries and Austria,
Denmark, Ireland, and Switzerland, excluding
interbank.
2
Excluding Fund member countries.
International organizations and unallocated.
4
ln 1980 there was no change in the deposits of
centrally planned economies, while in 1981 such deposits declined {offset against "other" in the chart).
6
End 1980-September 1981.

The Task Force pointed to the need for cates—pioneered in the market for comstrong and effective international banking mercial mortgages. (These Certificates,
supervision to maintain confidence and based on a "pool" comprising a crosscontinuity in international banking. It also section of disbursed loans, aim to diversify
believed that with an improved economic risks. The development institutions conenvironment and reduced interest rate vol- cerned would provide partial guarantees,
atility, emerging new capital markets— up to a fixed amount, to ensure steady reparticularly in the Middle East and Far payments to certificate holders, irrespecEast—could become a more important tive of possible delays in repayments by
source of nonconcessional flows to oil im- borrowers.)
porting developing countries.
Third, the Task Force recommended
steps that multilateral development instituExpanding multilateral flows
tions could take to reduce the risk of comThe Task Force considered it most essen- mercial lenders in their dealings with detial that the future volume of nonconces- veloping countries. Its members felt there
sional flows to oil importing countries was some justification in examining meashould increase. The multilateral institu- sures that could play even a limited role in
tions, in particular, should either increase broadening the range of available financial
their own lending or improve the inter- facilities and in extending the lending
national financial environment sufficiently leverage of the multilateral institutions.
to induce others to increase theirs. The Re- Such measures involved guarantees by the
port's recommendations to stimulate addi- institutions for the later maturities of comtional flows fall into three broad categories. mercial loans to selected countries or for
First, the Task Force proposed measures selected projects, possibly to be suppleto enhance the role of multilateral institu- mented by "guarantee leverage" to provide
tions as catalysts in international financial higher gearing ratios to loan guarantees
recycling. These measures affect the direct than to the multilateral institutions' own
lending programs of the World Bank and disbursed project and program loans.
the regional development banks. The Task (Higher gearing ratios mean higher ratios
Force concluded that in order to maintain of total authorized capital to loans disappropriate levels of lending by these insti- bursed and outstanding. An ancillary benetutions, it was crucial both to maintain the fit of such guarantees would be that the
continued strong support and commitment regulating agencies might give them more
of all their shareholders, especially the ma- favorable consideration than they would a
jor ones, and to preserve the future ca- normal commercial bank asset.)
Most bankers consulted on this issue
pacity of the bodies to raise funds from the
market. The Task Force found it premature supported a proposal for partial guarantees
to support any one mechanism for in- by the development institutions. However,
creasing lending capacity. It did, however, they felt that, in order to make these attracurge that consultation with the relevant tive to international banks and nonbank figovernments include the possibility that nancial institutions, the total guarantee
the World Bank and other development in- coverage provided would have to exceed
stitutions increase their future lending capacity either through increased capital with
a smaller, or no, paid-in element than in
previous capital increases, or through careEugene L. Versluysen
fully managed changes in their statutory
lending limits.
Second, the Task Force recommended
that higher priority be given to expanding
the cofinancing programs of these institua Belgian, holds an M.Sc.
tions. (The basis for this recommendation
in economics from London
was that cofinancing could be expected to
University and a doctorate
provide a more comprehensive protective
in law from Brussels
umbrella for co-lenders, while offering deUniversity. Prior to his
veloping country borrowers loan terms and
work with the Bank, he
maturity schedules better adapted to their had experience in international banking and in
debt servicing capacity.) The Task Force teaching economics. Since joining the Bank in 1980,
discussed a range of new cofinancing tech- Mr. Versluysen has worked in the Financial Policy
niques to achieve this. It also recommen- and Analysis Department and has served as deputy
ded that portfolio sales be resumed by mul- to the Secretary of the Task Force on Nontilateral development institutions, either Concessional Flows. He is also the author of The
through the customary participations in in- Political Economy of International Finance
dividual loans or by means of a new type of (1981).
instrument—Loan Pass-Through CertifiFinance & Development I December 1982
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substantially the 50 per cent limit suggested in the Task Force's original proposal. The Task Force felt that the principle
of risk-sharing between the development
institutions and international banks should
be the guiding rule, which would preclude
total—or very high—guarantee coverage. It
also felt that extensive guarantee coverage
would neutralize the essential requirement
that additional funds be raised, since high
guarantees would substantially erode the
guaranteeing institutions' direct lending
power and would merely cause a shift in
lending from the institution to commercial
banks.
Finally, on the issue of eligibility for
guarantees, the bankers consulted stressed
that their decisions were based more on the

nature and purpose of a loan than on the
borrowing country itself. Thus the notion
of "threshold countries" was not regarded
as a relevant eligibility criterion.
After careful consideration, the Task
Force decided that the question of export
credits raised in the terms of reference was
not appropriate for discussion.
Development Committee, Helsinki
The Task Force concluded its work with
the formal presentation of its Report to the
Development Committee meeting in May
1982.
At this meeting, ministers noted its general conclusions and recommendations,
and asked the Executive Directors of the
World Bank and the regional development

banks to consider the recommendations of
the Task Force and report their deliberations to the Committee in due course. The
Committee endorsed the efforts of the
World Bank and the International Development Association to secure, where appropriate, an increase in cofinancing from
all sources on terms suitable for and acceptable to the borrowers, and asked the Executive Directors of the World Bank to consider
the various proposals on cofinancing which
they will be discussing and to report on
them if possible to the September 1982
meeting of the Committee.
The Committee also believed that appropriate arrangements should be made for
periodic review of further developments in
nonconcessional flows.
ED

Constraints on commercial bank lending
Considerable attention was given by the Task Force, as part of
its assessment of current and prospective market conditions, to
possible structural constraints on bank lending, including official bank supervision, to determine factors that might limit the
role of banks. On the global question of the impact of possible
structural and regulatory constraints on commercial flows, the
Task Force considered that these constraints, while significant,
have not impeded nonconcessional flows of funds to the developing countries.
Market constraints
The Task Force found the lending capacity of the international capital markets sufficiently flexible so that, on a global
basis, an increase in bank lending to industrial countries need
not occur at the expense of lending to developing countries,
although it could affect the terms on which such lending occurs. No signs were found of emerging liquidity pressures that
would lead to a major reduction in the pace of international
bank lending—given the maintenance of standards of bank
prudential behavior and of official bank supervision and given
the ability of monetary authorities to resolve crises quickly to
avoid major disruptions.
The Task Force also examined the impact of industrial countries' monetary policies on the pace and terms of international
lending through their effects on market liquidity and interest
rates, and the impact of the latter on debt service and the
perceived creditworthiness of borrowers. It concluded that up
to now, tight monetary policies in the industrial world have not
impinged on the ability of banks to continue large-scale international lending. However, the rise in nominal domestic interest rates attendant on tighter monetary policies could have
indirect effects on borrowing. Where, for instance, they increase significantly the borrowing requirements for some developing countries, creditworthiness may appear to deteriorate; the rise in real interest rates may also reduce the domestic
activity of the debtor and, consequently, its borrowing
capacity.
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Structural constraints
The available evidence was that neither lack of adequate
capital nor the concentration of loans to developing countries
as a group has so far been an important constraint on international bank lending by particular banks or groups of banks.
Since the interbank markets continued to function smoothly,
with no signs of emerging liquidity crises or unusual differences in interest rates paid by major participants in the market,
and there was a large network of interbank credit lines to
support the system, the Task Force concluded that liability
management was not a current constraint. Its review of the
adequacy of the returns on international lending concluded
that the continued high rate of lending indicated that the current level of spreads, even though low by historical standards,
provided a sufficient expected rate of return. There were no
discernible structural impediments to keep spreads from widening if the aggregate demand for international intermediation
services were to begin to outpace the supply. As a result,
developing country borrowers with adequate policies and reasonable growth prospects were not likely to be denied continued market access solely because exogenous factors—such
as a deterioration in their terms of trade or the adverse impact
on debt service of high world interest rates—may have caused
them to appear less than completely creditworthy in the short
run.
While it was beyond the scope of the terms of reference of
the Task Force to examine bank supervision in detail, it emphasized the need for strong and effective supervision to maintain
confidence in international banking and to help sustain international financial flows through banks. Thus far, supervisory
guidelines have not been a significant impediment to bank
lending to developing countries, but they could be.
Regarding the access of developing countries to bond markets, the Task Force noted that the developing country share of
the international bond markets declined from a peak of about
15.5 per cent in 1978 to about 6.5 per cent in 1980, and to 7.5
per cent in 1981.
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Floating interest rates
and developing country debt

The sources and nature of external borrowing by developing countries as a group
have changed markedly in the last decade.
As the growth of the Eurodollar market
gained momentum with the recycling of
the surplus of the Organization of Petroleum Exporting Countries (OPEC), lending
by private financial institutions at variable
interest rates to non-oil developing countries increasingly outpaced traditional bilateral and multilateral official financing. Between 1975 and 1981, the debt to private
financial institutions increased at an annual
average rate of 24 per cent, while borrowing from official sources and other private
creditors—still largely at fixed rates—grew,
on average, by only 17 per cent a year.
Floating rates, however, are not an overriding burden to all developing countries.
At the end of 1981, about three fourths of
the floating-rate debt of developing countries was held by countries classified as net
oil exporters and major exporters of manufactures; the other groups, particularly the
low-income countries, continued to rely to
a much larger extent on official sources of
financing.
External debt data do not show explicitly
the share of total liabilities due at floating
rates. The total medium-term and longterm external debt of the non-oil developing countries, which includes their private nonguaranteed debt, amounted to
nearly US$440 billion at the end of 1981 and
is projected to rise to about $500 billion by
the end of 1982. The share of debt due to
private financial institutions steadily increased in the 1970s from about two fifths
in 1975 to over one half in 1981. The bulk of
this debt—over $200 billion at the end of
1981—consisted of loans linked to a variable base rate such as the London Interbank Offered Rate (LIBOR), the cornerstone of all transactions in the Eurodollar
market whose movements are closely re-

lated to those of other key rates, such as the
U.S. prime rate. Interest payments on
these loans are periodically adjusted to reflect a fixed margin over the floating base
rate. This margin is set for each loan and
reflects factors such as creditworthiness
and the degree of bank exposure.
There is no doubt about the burden imposed by higher real interest rates. Sixmonth LIBOR on U.S. dollar deposits have
become significantly positive recently as
monetary policy has tightened in the major

industrial countries—increasing from 9VÍ
per cent per annum in 1978 to 16% per cent
in 1981 and averaging 15 per cent in the first
8 months of 1982. The interest payments of
the non-oil producing developing countries
on long-term and medium-term debt rose
to $37.5 billion in 1981—equivalent to SVz
per cent of their exports of goods and services. Payments in 1973, by contrast,
amounted to 4Vs per cent of their exports.
To assess the burden of rising interest rates
for the purpose of this note, the stock of

Table 1
Non-oil developing countries: long-term external debt, 1975-82'
(In billions of dollars, ai the end of each period)
1975

Total outstanding debt
of non-oil developing
146.8
countries
By type of creditors:
67.9
Official creditors
78.9
Private creditors
Of which, unguaranteed debt (31.5)
By analytical group:
31.0
Net oil exporters
Major exporters of manufactures 55.8
29.1
Low-income countries
30.9
Other net oil importers
By area:
19.9
Africa
36.7
Asia
16.2
Europe
13.1
Middle East
60.9
Western Hemisphere

1979

1980

324.4

375.4

436.9

502.2

133.3
191.1
(58.6)

155.5
220.0
(68.8)

175.6
261.4
(84.8)

199.5
305.7
(101.5)

68.9
128.3
53.4
73.8

78.0
143.4
62.3
91.7

90.6
169.1
70.6
106.6

107.0
194.1
79.7
124.3

44.7
71.6
44.0
28.3
135.8

49.2
85.6
54.2
32.9
153.4

56.0
102.8
60.2
36.7
181.2

66.0
121.4
67.2
41.3
209.3

1981

1982

Source: IMF, World Economic Outlook, April 1982.
Note: details may not add to totals due to rounding.
'Includes 113 non-oil developing countries that are members of the Fund, together with certain essentially autonomous
dependent territories for which adequate statistics are available. Excludes use of Fund credit, which amounted to $14.9 billion
at the end of 1981 ; arrears; and short-term debt. Net oil exporters include countries outside the group of 12 major oil exporters
that have significant production and/or exports of oil and whose oil exports exceeded their oil imports in most years of the
1970s.
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variable rate long-ter m debt for differen t
group s of countrie s was approximate d on
the basis of the informatio n available for
1975-80. It was assumed tha t 95 per cent of
the stock of debt to private financia l institu tion s reporte d in the World Economic Outlook
is at floatin g interes t rates, the remainde r

Table 2
Non-oil developing countries: external
assets and liabilities at floating
interest
rates (FIR), 1981-821
(In billions of U.S. dollars, at the end of each period)

1981

Net oil exporters
50.2
FIR debt
9.73
FIR assets
40.5
Net FIR debt
Major exporters of manufactures
106.9
FIR debt
18.83
FIR assets
88.1
Net FIR debt
Low-income countries
8.2
FIR debt
3.84
FIR assets
4.4
Net FIR debt
Other net oil importers
47.3
FIR debt
13.63
FIR assets
33.7
Net FIR debt
All non-oil LDCs
212.6
FIR debt
45.9
FIR assets
166.7
Net FIR debt

19822
61.1
10.2
50.9

126.0
20.5
105.5
9.5
3.8
5.7

54.5
13.4
41.1

251.1
47.9

203.2

Sources: World Bank, World Debt Tables. December 1981 ;
IMF, International Financial Statistics and World Economic
Outlook, April 1982; and Fund staff estimates and projections.
'Including private nonguaranteed debt.
2
Assuming that for each analytic group the ratio of FIR
external assets to total official reserve holdings is the same as
in 31981.
Ninety per cent of official foreign exchange holdings (net of
short-term liabilities of monetary authorities) recorded in Internationa/
Financial Statistics.
4
Fifty per cent of net official foreign exchange holdings
recorded in International Financial Statistics.

bein g mainl y issues of bond s tha t have not basis of an average floating-rat e debt of
been very active in recen t years. This as- $232 billion projecte d for the course of
sumptio n is consisten t with estimate s 1982, each percentag e poin t increas e in
mad e by the World Bank in 1980 of the LIBO R would worsen the debt service ratio
shar e of floating-rat e debt in the broade r of non-oi l developin g countrie s by abou t
tota l of debt owed to private financia l insti- half a percentag e poin t (Table 3). However ,
tution s and to othe r private creditors—a to- as indicate d above, this would overstat e the
tal tha t include s such element s as suppli- burde n since non-oi l developin g countrie s
ers' credits .
also hold sizable market-relate d assets.
Ideally , to this dat a for long-ter m debt Takin g these int o account—tha t is, with a
shoul d be adde d short-ter m debt at marke t net floating-rat e debt of $185 billion estirates, net of the portio n of foreign assets mate d for 1982—each percentag e poin t inheld as deposit s or securitie s earnin g mar - crease in LIBO R would result in additiona l
ket yields. However , since reliable informa - interes t payment s by these countrie s of
tion on assets is limited , an estimat e of the $1.85 billion durin g the year, or the equivnet stock of floating-rat e debt was mad e by alen t of 0.4 per cen t of thei r export s of
addin g the short-ter m liabilities of the mon - goods and services. Th e heaviest burden ,
etar y authoritie s to the stock of long-term , of abou t $970 million , would be born e by
floating-rat e debt for each group of coun - majo r exporter s of manufactures—th e largtries and subtractin g the floating-rat e assets est holder s of floating-rat e debt—while
(Table 2). Thus , if the $46 billion stock of thos e net oil exporter s include d in this
floating-rat e assets of the non-oi l devel- group (see footnot e 1 to Table 1) and othe r
opin g countrie s is deducte d from thei r $213 ne t oil importer s would face additiona l burbillion floating-rat e debt outstandin g at the den s of abou t $460 million and $370 milend of 1981, net floating rate liabilities lion, respectively.
amounte d to $167 billion. These are proTh e debt service burde n of developin g
jected by the World Economic Outlook to rise countrie s as a group will remai n large in the
by $36 billion in 1982 as the growth of 1980s, reflectin g curren t borrowin g need s
floating-rat e debt is expecte d to greatly out - as well as the rollover of past debt. This will
pace the accumulatio n of assets. A mor e happe n even with the shift of majo r bortimel y analysis of debt issues would seem rowers from large-scal e foreign borrowin g
to justify the use of 1982 dat a in spite of to a greater mobilizatio n of domesti c savthei r tentativ e nature .
ings, which is neede d to stabilize the debt
Th e following exercise assumes, for sim- service ratio at sustainabl e levels. Floatin g
plicity, tha t a temporar y increas e in LIBOR interes t rate s will thu s continu e to be a buroccur s in the beginnin g of the year and is den for developin g countries , the severity
reversed at year's end . Increase s over a of which would onl y be lessened if real inshorte r period would, of course , generat e a terest rate s in industria l countrie s decline d
proportionall y smaller burden . Converse - on a lastin g basis.
ly, the burde n of permanen t increase s in
Paulo Neuhaus
interes t rate s would apply not only to a
Exchange and Trade Relations
longer perio d but also to a rising stock of
Department, IMF
..
debt . Unde r these assumptions , and on the

Table 3
Non-oil developing countries: floating-rate debt and interest burden
(In millions of U.S. dollars)
Interest burden ot a one percentage
point increase in LIBOR in 1982
Average floating interest
rate debt outstanding
during 19821

Net oil exporters3
Major exporters of manufactures
Low-income countries
Other net oil importers
All non-oil developing countries

Gross
debt

Net
liabilities2

55,700
116,500
8,900
50,900
232,000

45,700
96,800
5,100
37,400
185,000

Additional
interest
burden
Gross

Net

Exports of
goods and
services

557
1,165
89
509

457
968
51
374
1,850

83,000
233,000
35,000
107,000
458,000

2,320

Additional interest
burden as a percentage of exports ot
goods and services
Gross

Net

0.7
0.5
0.3
0.5
0.5

0.6
0.4
0.1
0.3
0.4

Sources: IMF, World Economic Outlook, April 1982; Table 2; and Fund staff projections.
1
Arithmetic average of stocks outstanding at the end of 1981 and 1982. Notice that data refer to average debt outstanding during 1982, while data in Table 2 refer to end of period stocks.
Gross debt net of floating-rate assets.
3
See footnote 1 to Table 1.
2
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Eastern Europe
and the international banks
Richard C. Williams and Peter M. Keller
This analysis of financing flows
to Eastern Europe provides an
overview of bank lending to and
the external debt situation of
countries in that region.

Events in Eastern Europe have given rise to
a large body of commentary, analysis, and
opinion on the longer-term consequences
for banking flows to Eastern Europe and,
more generally, for international banking
per se. The Polish debt crisis became the
focal point of attention, as there were prospects for a rescheduling on a thus far unprecedented scale and, more important,
serious doubts began to surface regarding
that country's ability to meet interest payments on outstanding loans.
Some observers had been caught unawares by the rapid expansion of international bank lending to some of the Eastern
European countries and even more were
startled by the speed with which the situation turned into a major crisis. The events
in Eastern Europe have undoubtedly
served to sharpen international banks' perceptions of both the economic and political
implications of country risk. Questions
arose whether the "umbrella" theory of an
implicit guarantee by the U.S.S.R. for borrowing by other Eastern European countries had ever been valid. Against the background of tensions with official debtors,
the best course of action for creditor banks
was also subject to much debate: should
the banks increase their exposure further
by providing new credits to help meet interest payments on outstanding loans or
would it be more realistic to write off at
least some of the credits?
These questions deserve extensive analysis but cannot be answered adequately at
this early juncture. Hence, it is not the purpose of this article to add yet another view
on the causes or consequences of the circumstances that have emerged, but rather
to provide some quantitative historical perspective on banking flows, bank exposure,

and the extent of the external debt and debt
service for the Eastern European countries
involved.
Between 1976 and 1981, the outstanding
debt of Eastern Europe to commercial
banks in the reporting area of the Bank for
International Settlements (BIS) grew, in
terms of U.S. dollars, at a compound annual rate of about 21 per cent. This masks,
however, a marked change that took place
in the latter part of the decade. Between
1976 and 1978, debt to these countries was
growing at an annual rate of 30 per cent; by
1979-81 the pace had slowed to 12 per cent
(Table 1). The data summarized in this
study suggest that this slowdown was associated with Poland's debt servicing difficulties, superimposed on and contributing
to East-West tensions. This combination of
circumstances led banks to be wary of all
Eastern Bloc borrowers by 1981, regardless
of the diversity of their economic circumstances and policies. Even countries outside the Council for Mutual Economic Assistance (CMEA) trading area, such as
Yugoslavia, were affected by these events.
While the magnitudes of the cumulative
net flows between 1976 and 1981 from the

BIS banks to Eastern Europe were significant, they represented, on average, only
about 13 per cent of total banking flows to
all developing and planned economies—
approximately US$304 billion—during the
same period. In 1981, this proportion declined to 7.5 per cent. But while lending to
Eastern Europe may not have figured
prominently in the balance sheets of the
banks, the flows represented the bulk of
international lending to Eastern Europe. In
1977-80 net flows from banks in the BIS
reporting area accounted for about 70 per
cent of the cumulative net financing to
Eastern Europe in convertible currencies,
the remaining 30 per cent mainly being intergovernmental credits and lending by
banks from outside the BIS area.
An unknown, but probably significant,
portion of these private banking flows received official support from export credit
insurance and other governmental agencies in the countries where the banks had
their headquarters or where the loan originated. Data available for Poland, for instance, show that almost one half of Polish
debt to BIS banks in mid-1981 was covered
by some form of official guarantee (al-

Table 1
Eastern Europe: debt to banks in the BIS reporting area1
Debt outstanding
1975
(In billions of
U.S. dollars)

Eastern Europe
Albania
Bulgaria
Czechoslovakia
German Dem. Rep.3
Hungary
Poland
Romania
U.S.S.R.4

1976-81

21.6

20.7

—
1.6
0.3
2.6
2.2
3.9
0.9

—
6.2

10.1

Growth in bank debt2
1976-78
1979-81
(In per cent)

50.6
27.4
24.5
26.7
33.5
12.3

30.0
—
24.7
88.2
33.6
42.8
44.2
40.6
19.0

12.0
—

-9.5
20.5
21.4
8.6

12.3
26.8
14.6

Sources: Bank for International Settlements (BIS), Quarterly Press Releases.
—Indicates zero.
'The BIS reporting area comprises banks in Austria, Belgium, Canada, Denmark, France, the Federal
Republic of Germany, Ireland, Italy, Japan, the Netherlands, Sweden, Switzerland, the United Kingdom,
and the United States, as well as branches of U.S. banks in the Bahamas, the Cayman Islands, Hong
Kong,
Panama, and Singapore.
2
Compound annual growth rates. Data for 1979-81 are adjusted for exchange rate changes.
3
Excludes debt to banks in the Federal Republic of Germany.
Includes a residual for Eastern Europe, which is mainly Council for Mutual Economic Assistance
(CMEA) banks.
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though this proportion of guaranteed debt
may not be fully representative of Eastern
European lending in general).
The pattern of net financing flows to individual countries changed considerably
between 1976 and 1981 (Table 2). (Net flows
are defined as disbursements less principal repayments.) Flows to Poland, the
U.S.S.R., and the German Democratic Republic accounted for two thirds of the cumulative net flows over this period. Net
lending to Poland fell sharply in 1980, and
Bulgaria continued a policy of reducing its
debt to banks. These reductions tended to
offset increases for Czechoslovakia, the
German Democratic Republic, and the

end of 1981 the ratio of undrawn commitments to outstanding bank debt for Eastern
Europe was cut by one third to less than 12
per cent. This is a very low ratio in comparison with that of other borrowing countries
outside the BIS reporting area (Table 3).
Recently, virtually no new publicized
medium-term funds have been committed,
and there have probably been few commitments of any maturity that are not either
officially guaranteed or otherwise supported by the country in which the loans
originated.
There are additional indicators of the increasing strain on external financing and
the liquidity of the Eastern European coun-

Table 2
Net financing flows to Eastern European countries
from banks In the BIS reporting area, 1976-81'
(In billions of U.S. dollars)

1976

1977

1978

1979

1980

1981

Eastern Europe
Albania
0.4
0.3
Bulgaria
0.6
0.4
Czechoslovakia
0.5
German Dem. Rep. 1.0
Hungary
0.9
1.1
1.2
Poland
1.5
0.2
0.5
Romania
2.7
0.3
U.S.S.R.
0.3
0.3
Residual
Memorandum item:
Eastern Europe, excluding U.S.S.,R.
4.3
4.9

9.3

7.2

7.2

4.8

0.6
0.5
1.3
1.7
2.6

-0.2
0.7
1.3
0.9
3.0

-0.2
0.9
2.3
0.3
0.9

1.1
1.2
0.3

1.4

-0.2
0.3

1.4
1.2
0.4

-0.4
-0.1
1.3
0.6
0.5
-0.2

7.4

6.0

7.6

4.6

8.1

3.6

-0.5
1.2

Sources: Author calculations based on Bank for International Settlements (BIS), Quarterly Press Releases.
—Indicates zero.
'For 1976-78, net financing flows are measured by the change in the stock of bank claims in current U.S. dollars. For
1979-81, the net financing flows were derived from stock figures adjusted for exchange rate changes by the authors.

U.S.S.R. As a result, aggregate net flows in
1980 showed no change from the previous
year. In 1981, however, these net financing
flows moderated significantly and were
negative for many countries in the group.
The U.S.S.R. was the only country in the
group with sharply increased bank borrowing; aggregate net flows to other countries
declined by nearly $5 billion to just over
$1 billion.
Aggregate new publicized medium-term
bank credit commitments began to decline
significantly in 1980, a year before the
sharp slowdown in actual net flows. There
was a further pronounced decline in commitments in 1981. This lag between the initial decline in commitments and that in net
flows partly reflects the fact that these
countries continued to draw down already
committed funds that were not yet disbursed, so that the actual decline in lending
in 1980 and 1981 was much less marked
than one might assume from Table 3. But
the reduction of funds in the pipeline limits
prospective flows, at least for the immediate future. Between the end of 1979 and the
40

tries. For instance, there has been a decline
in the already low ratio of bank deposits to
bank debt to 24 per cent by the end of
1981—less than 14 per cent, excluding the
U.S.S.R. (Table 3). In comparison, for other
borrowing countries outside the BIS reporting area—even excluding the Middle
Eastern countries, which maintain a strong
liquidity position—the ratio of deposits to
loans was well over 40 per cent. One of the
implications of this very low and declining
ratio for Eastern Europe is that the banks'
exposure (defined as outstanding loans less
deposits) in these countries is higher and
grew faster than suggested by Tables 1 and
2. The developments on an aggregate level
are, however, somewhat misleading as
levels of and changes in the deposit-loan
ratio varied considerably among the
Eastern European borrowing countries.
Moreover, the year-end data hide a major
turnaround during 1981: in mid-1981 the
aggregate deposit-loan ratio had declined
to less than 14 per cent, but it recovered in
the second half of the year. This reflected
primarily movements in the deposits of the
U.S.S.R., which fell sharply in the first half
of 1981 but were rebuilt in the second half,
partly through short-term borrowing.
The slackening of new commitments to
Eastern Europe in 1980 may have reflected,
in part, a sharpened awareness of lending
risk associated with rising East-West tension. On the other hand, total net financing
from the BIS banks in that year remained
basically unchanged at just over $7 billion
(although lending to individual countries
varied). The pronounced general retrench-

Table 3
Eastern Europe: net position vis-a-vis banks
(In per cent)
Ratio of undisbursed
bank commitments to
loans outstanding
Dec.
1979

Dec.
1980

Dec.
1981

17.7
Eastern Europe
16.1
11.8
—
—
—
Albania
8.4
16.7
Bulgaria
24.5
9.7
8.3
6.7
Czechoslovakia
German
16.5
16.2
15.2
Dem. Rep.
5.2
8.4
Hungary
4.6
24.6
23.9
11.8
Poland
9.4
18.3
18.2
Romania
21.7
12.8
12.1
U.S.S.R.
Memorandum item:
All countries outside the BIS reporting area
23.4
24.7
19.3

Proportion of bank
loans of one year's
maturity or less

Ratio of deposits
to bank loans
Dec.
1979

Dec.
1980

Dec.
1981

Dec.
1979

27.3

25.4
—

24.0

42.1

—

—

—

21.2
34.3

27.1
35.4

34.7
26.0

24.7
15.5

21.6
17.4

20.1
11.4

7.4
7.0

4.0
5.1

5.0
6.7

63.8

53.1

Dec.
1980

Dec.
1981

39.0

42.0

41.1
47.1

36.3
43.1

48.1
37.6

42.7
47.4
39.0
50.5
38.4

38.6
42.9
33.1
42.7
41.9

42.6
40.4
36.1
35.3
50.3

other than Middle Eastern countries1
50.0
45.2
41.6
41.1
43.1

44.5

67.7

—

—

Source: Bank for International Settlements (BIS), The Maturity Distribution of International Bank Lending.
—Indicates zero.
'The BIS definition of Middle Eastern countries comprises: Egypt, Iran, Iraq, Israel, Jordan, Kuwait, Libyan Arab
Jamahiriya, Oman, Qatar, Saudi Arabia, United Arab Emirates, Yemen Arab Republic, and the People's Democratic Republic
of Yemen.
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ment that became apparent in 1981 appears
to have been closely associated with Poland's debt servicing difficulties and the
implications of political unrest there for
East-West relations. The continuing sharp
decline in medium-term syndicated credit
commitments and a pronounced drop in
net financing flows, despite the drawdown
of funds in the pipeline, support this
thesis. Poland and Romania, in particular,
were faced with a significant fall in undisbursed commitments, as was the U.S.S.R.
The pipeline of undisbursed commitments
to the latter country was drawn down from
$5.2 billion at the end of June 1979 to about
$1.7 billion by the end of 1980, and remained below $2 billion at the end of 1981.
The dimensions of debt
Most commonly used indicators of external indebtedness have not proved very
useful in predicting debt servicing problems. Moreover, while some insights can
be gained by analyzing the development of
certain indicators for a particular country
over time, they are generally less meaningful for cross-country comparisons. The
main reason is that each external debt indicator generally only focuses on one dimension of the debt situation and is static and
void of policy content, and hence difficult
to interpret in isolation. At best, such indicators can serve to direct attention to countries whose economic situation would seem
Richard C. Williams
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to require a more comprehensive and
thoughtful analysis. Nevertheless, they can
provide some perspective on the relative
magnitudes and trends of external indebtedness and debt service.
The level and growth of debt are both
relevant indicators (Tables 1 and 2). Total
convertible debt grew in 1972-80 for most
countries in this group; Bulgaria experienced the lowest growth rate—mainly because it has recently maintained a policy of
reducing its external debt—and growth
was highest for Poland.
These countries' convertible external assets also increased but, in the aggregate,
more slowly than outstanding debt. The
ratio of external convertible currency deposits to outstanding loans declined from
32 per cent at the end of 1972 to about
24 per cent at the end of 1981—a low ratio
by international standards. The external
deposit-loan ratio declined for each Eastern
European country except Bulgaria. The
range of deposit-loans ratios was wide, being highest for the U.S.S.R. at the end of
the period and lowest for Poland and Romania (Table 3).
There were also wide divergences among
the countries in the growth of external debt
relative to exports that earned convertible
currencies. The debt-export ratio declined
for the U.S.S.R. and was little changed for
Bulgaria, but for most other countries this
ratio increased significantly; the greatest increase being for Poland whose ratio went
from 0.9 to 3.3.
For most countries, the debt-GNP ratio
grew significantly between 1972 and 1980
(Chart 1). By this measure, the external
debt appears very small for Czechoslovakia
and the German Democratic Republic, and
negligible for the U.S.S.R. However, generating national product and transforming
part of it into foreign exchange earnings to
service external debt are different matters,
and considerable attention is therefore usually given to the ratio of debt service to
export earnings. The data available on convertible currency debt service ratios extend
only through 1979; for most of the countries it is likely that the ratios increased
somewhat in the past two years if measured in terms of scheduled rather than
actual service payments.
The debt service ratios of Poland and Romania demonstrate how two countries
with very different debt positions have had
similar difficulties in raising private funds
from the West because of international uncertainties. In Poland, the ratio of debt service to exports rose rapidly and steadily,
reaching the very high level of 92 per cent
in 1979. On the other hand, Romania's debt
service ratio was considerably higher than
Poland's in 1972 but actually declined to

Chart 11
Debt to GNP ratio: 1972 and 1980

Source: Fund staff estimates.
1
Points above the 45° line represent a decrease in the
ratio of debt to GNP; all those below represent an
increase. The amount of the increase between 1972 and
1980 is the horizontal distance between the 45° line
(connecting all points of no change) and the position of
the particular country.

Chart 21
Debt service ratio: 1972 and 1979

Source: Fund staff estimates
'Points above the 45° line represent a decrease in the
debt service ratio; all those below represent an increase. The amount of the increase is the horizontal
distance between the 45° line (connecting all points of
no change) and the position of the particular country.

22 per cent in 1979, and was even fairly
modest in relation to other more developed
market borrowers. Yet Romania, as well as
Poland, encountered debt servicing difficulties. The deterioration in East-West relations, and in particular the events in Poland, have had a major negative impact on
recent bank attitudes toward lending to
Eastern Bloc countries in general, regardless of the fact that their economic circumstances, policies, and management are
quite diverse. In the case of Romania, the
banks' retrenchment in lending was an important factor in the intensification of financial pressures to a point where delays
on external debt service payments emerged
and the banks were approached for a rescheduling of the debt.
ED
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Alternatives to
central banks in
small developing economies
Charles Collyns
In the developed world, the central bank is
entrusted with a variety of public reNot all developing countries
sponsibilities and is endowed with a corneed central banks.
responding range of executive powers. It
This
article looks at the
provides the national currency, determines
reasons
why and the
its rates of exchange with other currencies,
alternatives that have evolved.
and manages the reserves of foreign assets.
The central bank also acts as banker to the
government and the executor of monetary
policy—both of which contribute to macro- Domestic output is determined more by
economic management. In addition, it supply conditions and the country's terms
serves as banker to commercial banks and of trade than by levels of domestic demand.
regulator of domestic financial institutions, An expansion in domestic credit aimed at
seeking to preserve the stability of the fi- bolstering domestic spending will rapidly
nancial system. In carrying out all these be dissipated in a payments deficit and/or
tasks, the central bank is usually given con- in inflation; any impact on output will be
siderable executive independence from limited and temporary. Considering also
government, on the principle that financial the considerable uncertainties and repolicy—like the administration of justice— sponse lags involved, countercyclical finemust be able to resist undue political tuning would be particularly difficult to apply successfully.
pressures.
But monetary policy can make a major
Central banks in developed countries
typically operate in a highly complex econ- contribution in these countries by estabomy and as part of a sophisticated financial lishing a monetary environment conducive
system. The situation in a small developing to long-run growth. A country following
country may be very different. The econo- an export-oriented development strategy
my is often dominated by a limited range of ideally requires a stable exchange rate, curexports and faced with terms of trade rency convertibility, and relatively unbeyond domestic influence. The financial restricted capital flows. Domestic inflation
system may be rudimentary, based on will need to be close to world levels to
foreign-owned commercial banks that fi- maintain competitiveness, and the current
nance commerce and export industries, an account deficit will have to be at a level
informal credit network that serves much sustainable by foreign capital inflows.
of the rural economy, and an existing These objectives require close coordination
monetary authority that is little more than between growth of income and expendia currency board. The population is usually ture and hence between the long-run rates
short of manpower trained in the tech- of expansion of domestic credit and denicalities of finance. In these circum- mand for monetary assets.
stances, many of the traditional central
In a developing country, the authorities
banking functions are either impracticable are also concerned to mobilize sufficient
or less pressing, while altogether different domestic savings to finance the developtasks may assume greater relevance. For ment plan, and to channel savings toward
these reasons, many developing countries investment priorities. The extent to which
have not established full-fledged central monetary policy will be able to influence
banks, but instead have created institutions domestic interest rates and credit condimore suited to national needs, capabilities, tions is limited, however, by the access resand aspirations.
idents have to international capital markets
and the strength of their preferences for
A different role
domestic as opposed to foreign assets.
In a small developing economy, the Monetary policy must be passive if foreign
scope for monetary policy is very different assets are both easily accessible and readily
from that in a complex developed country. acceptable. To increase monetary indepen42

dence, many countries impose controls on
capital flows abroad that at least raise the
costs of obtaining foreign deposits even if
they do not block all flows. In any case,
domestic wealth holders will have a certain
preference for local deposits that are more
liquid, and hence more convenient, than
foreign ones. The authorities will then have
some flexibility to set interest rates apart
from world levels.
Another constraint on monetary policy
in the small developing economy is the
rudimentary character of the banking system and financial markets. In consequence,
the policy instruments typically used in developed countries to influence monetary
conditions are often unsuitable. Markets
for government securities and short-term
commercial assets are frequently limited;
hence, policy intervention in these markets
could well lead to destabilizing fluctuations
in interest rates and prices. Further, the
system's response to variations in the central bank discount rate may be weak or
even absent. Monetary policy in developing countries generally uses more direct
approaches—such as direct regulation of
commercial banks' deposit and lending
rates, variation of prudential reserve ratios,
and control over the volume of credit available to banks and government.
The monetary authorities in small developing countries can also play an important
part in promoting indigenous financial institutions. As long as the financial system is
dominated by foreign subsidiaries that
have access to their parents' reputation,
technical expertise, and capital, close banking supervision or provision of lender-oflast-resort facilities may not be a pressing
priority. But the monetary authority's regulation and support are essential if local enterprises are to compete successfully and
gain the confidence of the deposit-holding
public. Indeed the monetary authority may
need to be entrepreneurial in setting up or
funding new institutions—such as specialized banks, deposit insurance schemes, or
unit trusts—which if not immediately
profitable are nonetheless important
components of a developing financial
infrastructure.
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Social and political factors influence the
practice of central banking in small developing countries. A shortage of indigenous
personnel who are both willing and capable may limit central banking activities,
particularly those functions requiring an intensive application of technical expertise—
such as banking supervision and economic
research. An equally important and more
controversial issue is that of independence
from government. The conventional wisdom is that a central bank should have a
say in policy decisions but not the decisive
vote: a less orthodox view is that monetary
authorities must be fully independent to
seek monetary stability irrespective of politicians' macroeconomic objectives. It can be
argued that the case for independence is
particularly strong in the Third World.
Governments in these countries have often
succumbed to the temptation to use rapid
monetary expansion for deficit finance, effectively applying an inflation tax as domestic prices rise. An independent monetary authority could deny the government
the use of this retrogressive tax instrument
and force it to make more fundamental reforms of the tax structure. How such independence may be guaranteed in a closely
knit and possibly unstable society is
another matter.
Central banking in industrial countries
has evolved slowly. By contrast, newly independent developing countries have usually been quick to replace the inherited colonial institution—usually a currency board
with powers to substitute local for foreign
money but not to create money by fiduciary
issue. Rather than simply adopting the traditional formulae of central banking legislation and organization, considerable attention has been paid to modifying these
formulae to match the new institutions to
their national context. The outcome is a
great variety of institutions but nevertheless a variety from which some common
patterns may be discerned.
Transitional monetary authorities
The transitional monetary authority, as
its name implies, is intended as a stage in
the metamorphosis of the currency board
into the full-fledged central bank. While
given more duties and powers than the currency board, its functions are less extensive
than those of a typical central bank, and its
operations subject to both government direction and legal restriction.
This circumscription of its role is in direct
response to its environment. To economize
on limited human resources, the institution
concentrates on certain key functions—the
basic operational tasks of issuing currency,
banking for the government and commercial banks, and managing foreign exchange

reserves. It will generally be less concerned
with commercial bank supervision, especially where the banking system is dominated by foreign-owned banks, and with
policy advice to the government. Indeed,
the finance ministry often plays an important part in the monetary authority's
operations, confirming, if not originating,
key policy decisions. Policy coordination
may be sought by giving the finance ministry representation on the board of the monetary authority and by giving the minister
the constitutional right to override any
decision the board makes. Allocating responsibility for policy in this way is feasible, given a concentration of monetary
policy on the medium term rather than the
short term; only relatively routine matters
need to be dealt with on a day-to-day basis.
But the credibility of the transitional
body would be threatened if the public
were to believe that the government could
abuse its influence over fiduciary issue. For
this reason, legal constraints are usually
imposed on the monetary authorities' operational powers. Commonly observed safeguards include a foreign exchange cover requirement and a limit on holding of government liabilities. The cover requirement
constrains the monetary authority to hold
foreign exchange reserves to at least a certain percentage of its demand liabilities.
Thus, when the authority is overextended,
it must acquire foreign exchange before domestic credit can be expanded further. In
practice, most authorities hold considerable "excess" reserves to maintain shortterm flexibility to issue currency in case of
need. But while this cover requirement
clearly restricts the absolute amount of government liabilities the monetary authority
may hold, it does not prevent it from holding an excessive proportion of government
debt relative to its other assets. To prevent
this happening, most countries impose further restrictions on the volume and duration of the monetary authority's lending to
government.
The most clear-cut examples of such
transitional arrangements are the "monetary authorities" established in the 1970s
in small former British colonies: the Central
Monetary Authority of Fiji (founded in
1973), the Solomon Islands Monetary
Authority (1976), the Monetary Authority
of Seychelles (1976), the Belize Monetary
Authority (1978), and the Maldives Monetary Authority (1981). In these countries,
the title "Monetary Authority" was chosen
deliberately to suggest that the new institutions were not expected to carry out all the
functions or to have the operational independence of a full-fledged central bank immediately. In fact, many so-called Central
Banks in developing countries have similar

limits on powers and responsibilities. Of
course, in practice, transitional monetary
authorities range from newly founded
bodies that still function virtually as currency boards to more mature institutions
that carry out most of the activities of a
central bank: the range of activities tends to
be gradually extended as the new authority
gains operational experience and confidence in its judgments. So, for example,
the two newest Monetary Authorities, in
Belize and the Maldives, undertake only a
limited range of functions, while at the
other end of the spectrum the Central Monetary Authority of Fiji may now be classified as a true central bank. Although formally the Ministry of Finance's approval is
still mandatory prior to many of its actions,
the Fiji Authority has been fully involved in
the formulation and execution of monetary
policy, using a wide range of interest rate
and credit control instruments.
Monetary unions
The usual rationale for a country to form
a monetary union with a group of others is
that such a union promises potential gains
from (1) improved intraregional allocation
of resources as exchange risk is eliminated
(or at least reduced) and internal barriers to
the flow of funds removed, and (2) reduced
overall need for foreign exchange reserves
as balance of payments risks are pooled
and intraregional transactions conducted
in a regional currency. On the other hand,
a country's monetary policies have to be
subordinate to the common regional policy;
national sovereignty is lost in the formulation of policy on domestic credit expansion, interest rates, and exchange restrictions. But in a developing country this may
prove to be an advantage as it implies a
greater measure of independence from individual government pressures.
Two alternative institutional bases for
monetary unions in small developing countries are the regional central bank and the
currency enclave.
The regional central bank carries out all
the functions of a central bank—but for a
group of countries, each of which may have
an equal but limited role in influencing policy. Consolidating the central banking
functions of many countries leads to organizational economies of scale and reduces
the demands made on each country's human resources. Giving the regional central
bank responsibility for overall direction of
monetary policy and, in particular, for setting national limits on credit expansion
reduces the influence of any particular government on policy formulation. The independence of the regional central bank may
be protected by statutory restrictions on its
operations with the member governments.
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The West African Monetar y Unio n provides perhap s the best working example of
a monetar y unio n with a regional centra l
bank. It comprise s six former Frenc h West
African colonies : Benin, the Ivory Coast ,
Niger, Senegal, Togo, and Uppe r Volta.
The regional centra l bank, the Banqu e Centrale des Etat s de l'Afrique de l'Ouest
(BCEAO) , has headquarter s in Daka r and
agencies in each country . The headquarter s
is responsible for the formulatio n of policy
and the managemen t of foreign exchange
reserves; the agencies conduc t local operations, which includ e issuing the commo n
currency , actin g as banker to the banks and
government , and supervising the financia l
system. The tota l amoun t of rediscountin g
available to commercia l banks in each coun try is determine d centrally ; the nationa l
authoritie s may influenc e the allocatio n of
this tota l amon g different domesti c uses,
subject to a statutor y limit on credit to the
government . All member s except Senegal
adher e to a commo n set of bankin g regulations , with unifor m prudentia l ratio s set
by the BCEAO. In practice , the BCEAO has
been able to achieve a considerabl e independenc e in its determinatio n of policy tha t
the authoritie s of othe r unions—such as
the Centra l African Monetar y Unio n and
the East Caribbea n Currenc y Area—have
so far been unabl e to match .

Currency enclaves
A second option for countrie s seeking a
monetar y unio n is to form a currenc y enclave with a muc h larger and mor e developed partner—as, for example, Liberia has
with the Unite d States. In Liberia, the U.S .
dollar is legal tende r and the domesti c financia l system is dominate d by U.S . commercia l banks. Indeed , unti l 1974, Liberia' s
centra l bankin g function s were carrie d out
by the Bank of Monrovia , a branc h of Citibank . In 1974, the Nationa l Bank of Liberia
was established but to this day its currenc y
issue is restricte d to the supply of coinage .
The Nationa l Bank takes responsibilit y for
supplyin g U.S . dollars to the system, but
its operation s are strictly constraine d by the
reserves tha t it obtain s as prudentia l deposits from domesti c commercia l banks,
trade , and foreign borrowing . In the absence of control s on capita l mobility, domestic financia l condition s are determine d
mor e by financia l condition s in the Unite d
State s and by the attitude s of foreign banks
to Liberta n borrower s tha n by domesti c
monetar y policy.
A mor e elaborat e arrangemen t transfer s
responsibilit y for monetar y stability in the
enclave to the partner , leaving the mon etar y authoritie s of the enclave to carry out
bankin g and regulator y functions . Fo r example , in the Ran d Monetar y Area—con44

sisting of Lesotho , Swaziland, and South
Africa—the Basuto and Swazi authoritie s
may issue their own currenc y to circulat e in
tande m with the South African rand but
must back such issue with deposit s with
the Reserve Bank of South Africa. The Reserve Bank has agreed in retur n to functio n
as lender of last resort in the two enclave
countries .

Extremely open economies
Where the authoritie s have decided tha t
economi c developmen t is best served by
removin g restriction s on capita l as well as
trad e flows, monetar y policy must play a
passive role. In fact, any attemp t to manip ulate domesti c credit condition s could , in
these circumstances , threate n not only the
stability of the financia l system but also, in
consequence , the whole growth strategy.
To maintai n confidenc e tha t such events
will not occur , the monetar y authoritie s
may be tightly boun d by constitutiona l
restrictions—t o curb the possibility of perniciou s politica l influenc e as muc h as to
guard against centra l bankin g incompe tence . The focus of the monetar y authori ties may then be directe d muc h more toward the regulatio n and promotio n of the
financia l system, often with an eye to establishing it as at least a regiona l financia l center and an earne r of foreign exchange . To
achieve this require s a carefu l balanc e between enforcin g well-advertise d standard s
of behavior and flexibility in settin g these
standard s to encourag e vigorous but prudentia l financia l activity.
Singapor e is a countr y tha t since independenc e has followed successfully such a
rout e of monetar y conservatis m combine d
with financia l entrepreneurship . Currenc y
issue is still in the hand s of a currenc y
board , effectively imposin g a 100 per cent
cover requirement , while ther e is no governmen t lending . Ther e is a separat e Mon etary Authorit y responsible for bankin g
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and regulatin g functions , which has been
closely involved in the developmen t of
Singapore' s "financia l supermarket. " Recently, Chile has undertake n a reform of its
own centra l bankin g institution s designed
to achieve similar ends. The Centra l Bank
of Chile must now operat e unde r a 100 per
cent cover requiremen t and may not lend to
the Government , while extensive control s
on capita l flows are slowly being
dismantled .

Does it all matter?
It could be argued tha t what really
count s in the final analysis in determinin g
monetar y policy is not the legal framewor k
of centra l bankin g but the balanc e of power
between the governmen t and monetar y
authorit y and the persona l relationship s involved. Legislation on its own may not be
enoug h to guarante e pruden t behavior , for
it is not clear tha t centra l bankin g laws are
actuall y enforceable , especially when the y
are flexible and vague. Certainly , there are
cases in which rules have been altered expedientl y or merel y waived. But perhap s
rules do have at least symbolic importanc e
in establishin g confidenc e in a new mon etar y order in the early stages of a transi tion , especially if the transitio n involves the
introductio n of a new nationa l currency .
Similarly, it may well be tha t droppin g apparentl y ineffective constraint s on fiduciary issue or lendin g to governmen t might
creat e the expectatio n that the authoritie s
did, in fact, inten d to violate one or the
other . Even if the rules in force served no
useful purpose , removin g the m might
nevertheles s have an undesirabl e destabilizin g effect on the system.
On the othe r hand , the organizatio n establishe d by legislation probabl y plays a
mor e positive role. Operatin g procedures ,
channel s of communication , and lines of
comman d all play some part in deter minin g where and how decision s are actually made . Such seemingly mundan e
matter s as rights of access and powers of
appointmen t may ultimatel y be more importan t tha n the mor e grandios e objectives
and powers enshrine d in the centra l banking legislation. The balanc e of power between governmen t and monetar y authorit y
depend s not only on personalitie s and out side suppor t but also on the institutiona l
framewor k in which their relation s are established . Otherwise muc h less concer n
would be paid to the design of centra l
bankin g institution s tha n ther e is through out the world—from an emergin g natio n
such as Bhuta n now settin g up its very first
monetar y authorit y to the Unite d State s
where relation s between the Federa l Reserve Board and the Executive have been
the source of continuin g controversy . ED
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The 37th Annual Meetings of the Governors of the World Bank and the International Monetary Fund were held in Toronto
on September 6-9 this year, under the chairmanship of Abdlatif Y. Al-Hamad, Finance Minister of Kuwait.

International cooperation
key to the adjustment process
James C. Corr
isters stated in the Group's communiqué,
"the whole international system of trade
and finance could collapse." A recovery
program was called for, to include as its key
elements a concerted effort by industrial
countries to bring about a revival of their
economies through an appropriate mix of
policies, the removal of protectionist barAt the 1982 Annual Meeting of the Board of countries, and thereby to greater exchange riers to international trade, the reduction of
military expenditures, and a rechanneling
Governors of the International Monetary market stability.
of such resources to increase official develFund in Toronto, awareness of the severity
opment assistance and other flows.
of the world's current economic difficulties Policy issues
An "appropriate mix of policies" was a
As the Fund's Managing Director, Jacwas compounded by concerns for individual countries' external positions and the ques de Larosière, noted in his opening ad- favorite phrase throughout the meetings,
potential strains they created for the inter- dress to delegates, the process of transition cropping up, directly or in a slightly modito an inflation-free environment appeared fied form, in the communiqués of the
national financial system as a whole.
However, by the time the Meeting drew at last to be underway. Several of the major Group of Twenty-Four, the Group of 10,
to its close, delegates were able to leave industrial countries had made notable the Interim Committee, and the DevelopToronto having achieved a considerable de- progress in slowing down price increases, ment Committee (see box), as well as in the
gree of consensus in two central areas: on interest rates had begun a welcome de- subsequent speeches of many Governors in
the economic policies that should be pur- cline, and many countries were taking the plenary session itself.
Despite differences on the precise operasued to deal with the problems still con- steps along the difficult but necessary path
fronting the world economy, and on the toward adjustment. However, Governors tional significance to be attached to "approrole of the Fund in helping its members reaffirmed that inflation still remained priate mix," there were important areas of
through that adjustment process in a spirit unacceptably high in most countries, and agreement among Governors on certain
that the restoration of economic growth broad elements of policy. Many Governors,
of international cooperation.
Indeed, the theme of international coop- and reductions in unemployment could both from industrial and from developing
eration was one of the most frequently not be accomplished without a more sus- countries, remarked that while monetary
mentioned throughout the Meeting, coop- tained decline in inflation and inflationary policy had proved an effective instrument
in combating inflation, fiscal measures to
eration not only in trade but also in ex- expectations.
The outlook for the non-oil developing reduce deficits and interest rates had to
change rates, coordination among central
banks, increasing the flow of official assis- countries was seen as particularly bleak. Fi- supplement it and play a greater role in the
tance from the industrial to the developing nance Ministers of the developing coun- adjustment process.
The need for a continued effort against
world, and in a greater coordination of tries, meeting as the Group of Twenty-Four
macroeconomic policies, especially among before the start of the Annual Meeting, em- inflation was strongly emphasized, particmajor industrial countries. A number of phasized the difficult problems they faced ularly, but not exclusively, by Governors
speakers particularly welcomed the deci- —the near stagnation in world trade, un- from industrial countries. As one Governor
sion in June by the countries participating employment at record postwar levels, con- put it, "generalized expansionary policies
in the Versailles economic summit (Can- tinued deterioration in developing coun- offer no lasting solution to our problems."
Even those speakers, including some
ada, France, the Federal Republic of Ger- tries' terms of trade to their lowest level
many, Italy, Japan, United Kingdom, and since the 1950s, and persistently high cur- outside the Group of Twenty-Four, who felt
United States) to strengthen their cooper- rent account deficits. At the same time, reation with the Fund in its work of surveil- duced access to and high costs in interA detailed account of the Annual Meetings
lance. Many Governors felt that this collab- national capital markets were making the
and related events is available in the IMF Survey
orative effort would make an important task of financing the imbalances extremely
of September 20 and October 4, 1982.
contribution to more coordination and sta- onerous. "Unless the adverse trends in the
bility in the policies of the major industrial international economy are reversed," Min-

This report on the Fund meetings covers discussions on the
somber international economic environment and ways of effecting
the adjustment of the global and national economies. Governors
discussed the importance of the Fund's role in this process and
the concomitant need to strengthen its financial resources.
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that it was desirable for industrial nations
to place more emphasis on growthoriented policies, argued that this should
be accomplished without fueling inflation
—control of inflation "remains mandatory
in order to create the necessary conditions
for the resumption of balanced growth/'
one Governor noted. However, unless
growth in the industrial countries picked
up again, they feared that the position of
the developing countries would only continue to worsen.
Governors from all countries expressed
deep concern about the rise of protectionism, especially as it affected the developing
countries. It was illogical, more than one
speaker pointed out, to urge adjustment on
the developing countries yet deny them a
major pathway to adjustment—increased
exports—by intensifying tariff and nontariff barriers. Several speakers emphasized
the need to avoid the kind of beggar-thyneighbor policies of the 1930s which would
do little, if any, good to the protectionist
country while undermining the whole
fabric of international cooperation on
which the global economic system ultimately depended.
The Fund's role
The role of the Fund in the adjustment
process was seen as critical by most delegates. A few Governors argued that a fullscale review of the international financial
system should be conducted, but the overwhelming emphasis was on strengthening
the existing institutions. In the words of
one Governor: "the Fund remains the centerpiece of international monetary cooperation."
Governors recognized that this implied
that the Fund had to be able to assist its
members in a meaningful way in meeting
their needs for external finance. It was also
recognized that conditionality was an essential element of its adjustment programs,
although some felt that there should be
greater flexibility in the application of conditionality to take into account the circumstances of individual members. There was
widespread support for the view that effective adjustment programs were more easily
designed when members approached the
Fund before a problem had become acute,
rather than looking to it in a crisis as a
lender of last resort.
In that context, the amount of resources
the Fund would have available to assist
members was the single most important
operational topic discussed by the delegates. Two days before the Annual Meeting
opened, the Interim Committee had met
and had reiterated its view that quotas
must remain the primary source of finance
for the Fund's operations. The Eighth Gen46

eral Review now in progress should therefore "result in an increase in quotas that
would be large enough to enable the Fund
to perform its functions in an effective manner in the 1980s," the Committee's communiqué stated.
Like "an appropriate mix of policies,"
the Committee's phraseology covered a
diversity of views which were made known
during the Annual Meeting itself. There
was widespread agreement that the required overall increase in Fund quotas
would have to be "substantial" and, while
that is itself an elastic term, no Governor
who mentioned a specific figure suggested
less than a 50 per cent increase and many
went on record as supporting a doubling or
more of quotas. Despite the fact that there
had clearly been a narrowing of views since
the Committee's previous meeting in Helsinki in May, it could not be said that a
consensus had quite emerged on the precise amount that would eventually be acceptable to all, with some countries not yet
ready to define their position in specific
terms.
On the distribution of the quota increase
among member countries, the Interim
Committee concluded that the Review
"should be used to bring the quotas of
members more in line with their relative
positions in the world economy, taking account of the case for maintaining a proper
balance between the different groups of
countries." This was a repetition of the formula used in the Helsinki communiqué,
and reflected the fact that there were still
differences among countries on how the
balance between "equiproportional" and
"selective" increases should be struck. In
general, a large equiproportional element
would come close to preserving the existing quota structure, whereas the larger the
selective element, the more scope there
would be for adjusting shares to reflect
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changes in members' relative economic
positions. Broadly speaking, Governors
from the industrial countries stressed the
need for adjusting shares, while Governors
from developing countries emphasized
maintaining or increasing the share of developing countries, whether by large equiproportional increases or by other means.
Of considerable significance was the fact
that the Interim Committee urged the Executive Board to pursue its work on the
Quota Review as a matter of high priority,
so that the remaining issues on the size and
distribution of the increase could be resolved by the time of the Committee's next
meeting in April 1983. The urgency attached to the Review was emphasized by
many individual Governors during the
Meeting, and could be seen as confirmation
of the importance they placed on the
Fund's role in the international monetary
system.
There was a lack of consensus on the
question of a possible further allocation of
Special Drawing Rights (SDRs) in the immediate future. The representatives of developing countries were virtually unanimous in calling for such an allocation and
regretted that the Managing Director had
been unable to submit a proposal because
of the lack of the broad support required by
the Fund's Articles of Agreement. Several
industrial countries expressed a similar
view. (However, a positive decision would
have required an 85 per cent majority of the
total voting power in the Fund.) The Executive Board was asked to continue its efforts
to bring about a convergence of views that
would permit the Managing Director to
submit a proposal concerning SDR allocations as soon as possible.
The financial system
As noted earlier, the Annual Meeting
took place against a backdrop of rising concern about the external payments positions, and, in particular, the debt service
burden of some major borrowers in the international capital markets and the implications these developments might have
for the international banking system. The
Managing Director noted in his concluding
address that the Executive Board had been
requested to assess the adequacy of existing arrangements to deal with major strains
in the international financial system. In
doing so, the Board would take up a proposal put forward by the Governor for the
United States that "consideration should
be given to establishment of an additional
permanent borrowing arrangement, which
would be available to the IMF on a
contingency basis for use in extraordinary
circumstances."

Finance & Development I December 1982

©International Monetary Fund. Not for Redistribution

Rekindling the
spirit of Bretton Woods
The 37th Annual Meeting of the Governors of the World Bank and
its affiliates took place against a background considered by many
to be the world's most serious economic and financial crisis since
World War II. The Meeting's major theme was that much more
international cooperation was required. It culminated in the Toronto
Agreement on the funding of IDA for fiscal year 1984.
Gerard T. Rice

With regard to the position of private
banks within the system, there was a good
deal of agreement among Governors that
bankers' responsibilities would have to be
commensurate with the increased role they
now played in financing external payments
imbalances. This would almost inevitably
mean a more selective lending policy than
in the recent past and acceptance of the fact
that adequate and coordinated supervision
by banking authorities as well as prudent
individual risk assessments by bankers
themselves were essential components of a
stable system. At the same time, it was
pointed out, bankers should avoid a precipitous change of direction vis-à-vis individual countries or groups of countries and
should take into account the seriousness of
the adjustment efforts a given country was
taking, bearing in mind, in the Managing
Director's words, "that a cooperative international effort will best serve the interests
of all parties involved and, ultimately, the
financial system itself."
Despite the seriousness of the problems
still facing the world economy, the positive
developments now visible formed the basis
of hopes for a restoration of confidence and
a return to sustainable growth. Success was
attainable, Mr. de Larosière observed,
"provided that the adjustment effort is
kept up; provided that the international financial community maintains a responsible
attitude by supporting those borrowers endeavoring to implement necessary adjustments; and provided that the spirit of international cooperation is maintained and the
IMF is equipped to handle the situation."

Despite the grim backdrop to this year's
Meeting, a chord of hope was struck by
Canadian Prime Minister Pierre E. Trudeau
in his welcoming speech to the Governors
of the Bank's 144 member countries. Referring to the international cooperative effort
which had led to the creation of the Bank
and the Fund in 1944, he said that "We

must marshall the spirit of Bretton Woods
to work our way through our deeply troubled times." Many Governors reiterated
this theme. Representing the Bank's Latin
American member countries as well as
Spain and the Philippines, Nicaragua's
Minister of Finance, Joaquín Cuadra
Chamorro said that reducing and even-

Ancillary ministerial meetings
These are customarily held in the days preceding the Annual Meetings of the Bank and the
Fund to discuss major international economic and financial issues. Although none of the
groups described below need hold one of its meetings at the time of the Annual Meetings,
the outcome of their deliberations often provides a focal point or sets the tone for the
discussions in the Plenary Sessions.
The Interim Committee was established by the Board of Governors of the Fund in 1974.
Its 22-member composition of Finance Ministers and Central Bank Governors reflects the
constituency representation in the Fund's Executive Board. The Committee, which
normally meets twice a year, advises the Board of Governors of the Fund in supervising the
management and adaptation of the international monetary system and in dealing with
sudden disturbances which might threaten the system. The agenda for the Committee's
meetings is established by the Executive Board.
The Development Committee, or, more formally, the Joint Fund-Bank Committee on the
Transfer of Real Resources to Developing Countries, was also established in 1974, and
normally meets at about the same time as the Interim Committee. It reviews the
development process and advises and reports to the Boards of Governors of both the Bank
and the Fund on all aspects of the transfer of real resources. The Committee has a
secretariat of its own, but the agenda—prepared by the secretariat—is reviewed by the
Executive Boards of the two institutions. Its membership is based for alternating two year
terms on the constituencies in the Executive Boards of the Fund and the Bank.
The Intergovernmental Group of Twenty-Four on International Monetary Affairs seeks to
ensure that the special interests and economic circumstances of the developing countries
are taken into account in the evolution of the international monetary system. It was
established by a decision of the Group of 77 (of the United Nations Conference on Trade
and Development) at a February 1972 meeting in Lima. It is composed of representatives
from eight countries each in Africa, Asia (including Yugoslavia), and Latin America and the
Caribbean—these countries are always the same. Deputies prepare the work of meetings
of Ministers which normally precede those of the Interim and Development Committees.
The Group of 10 consists of the ten industrial countries participating in the Fund's
General Arrangements to Borrow, plus Switzerland. It meets informally to review
developments in the international economy. The Group of 10, which also has Deputies,
frequently uses the meetings of the Interim and Development Committees as a convenient
occasion for its own.
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tually halting recessionary global tendencies would require countries to work together more than ever before.
The Meeting confirmed that the longterm economic goals shared by both the
developed and the developing countries
were more important than the short-term
differences between them, and it reaffirmed that interdependence was no longer
a philosophical luxury which individual
countries could afford to accept or reject at
will but was a hard economic reality. While
it was recognized that sustained growth in
individual countries depended ultimately
on their own sound economic management, more international cooperation was
seen as imperative in the areas of trade,
external capital flows, and official development assistance.
There was a consensus that political
pressures in favor of protectionism must
be resisted. German Minister of Finance
Manfred Lahnstein noted that the European Community, the United States, and
Japan bore a special responsibility in this
regard, while representatives of the developing countries urged the industrial nations to allow freer access to their markets.
They stressed that the benefits of freeflowing trade and investment were mutual
—that the lower labor costs in the developing countries implied cheaper goods for
consumers in the industrial world, while
the latter's goods would find markets
among consumers in the developing world
—leading to a worldwide recovery without
inflation. Jamaica's Prime Minister and
Minister of Finance and Planning, Edward
P. Seaga, added that the consumer markets
of many developing countries needed only
the catalyst of more credit "to fuel an
expansion of trade through export-led
growth." While several Governors cautioned that financial transfers to deficit
countries should be prudently managed,
there was general agreement that their efforts to adjust should be supported by an
adequate flow of external funds—nonconcessional as well as concessional.
No surrender to aid fatigue
There was concern that official development assistance from the industrial nations
to the developing countries declined, in
real terms, by 4 per cent in 1981 compared
with 1980. Governments were exhorted not
to surrender to "aid fatigue" and to try to
increase understanding at home of the importance of development assistance to international prosperity and peace. Speaking
for the Bank's Nordic member countries,
Norwegian Minister of Finance Rolf
Presthus said that the industrial countries
must continue striving to reach the aid target established by the United Nations of 0.7
48

per cent of gross national product (GNP)
per annum—which was modest, given the
needs of the developing world. Minister of
Finance and Industry of the United Arab
Emirates, Hamdan bin Rashid Al Maktoum, speaking for the Bank's Arab countries, noted that Arab development assistance in 1981 had been about ten times
greater, in relative terms, than that of the
industrial states. For many speakers, the
main development issue in the 1980s was
whether governments would have the political will and foresight to increase their
contributions to development assistance
significantly, especially through multilateral channels such as the World Bank and
the International Development Association
(IDA).
Many governors—including those representing France, China, India, the Nordic
countries, the Latin American countries,
and the African countries—called for an increase both in the Bank's resources and in
its lending levels. They noted that the
Bank's planned US$60 billion of lending for
fiscal years 1982-86 implied scant real
growth, at a time when the financial needs
of its borrowers were growing, and they
urged the Bank to explore all suitable ways
of overcoming its lending constraints.
Other Governors—including those from
the United States, the United Kingdom,
and the Federal Republic of Germany—
were not optimistic that the growth of Bank
commitments in the years ahead could
match past rates. Given the present recessionary trends, however, there was a consensus among member countries that their
commitment to development assistance
should be maintained and reflected in an
adequate level of funds being channeled to
the World Bank.
Agreement on IDA funds
IDA—the Bank's affiliate which is the
chief source of concessional development
assistance to the poorest countries—was
especially in need of renewed support from
donor countries. Bank President A.W.
Clausen pointed out that IDA had suffered
an "amputation" in the form of a 35 per
cent cut in its funds in the recent past. This
had been caused mainly by the United
States' decision to stretch out its agreed
contribution to the Sixth Replenishment
(IDA-6) from three years to four. Focusing
on this IDA "crisis," almost every Governor emphasized that all donors should
meet their obligations and not allow any
further shortfall in IDA commitments. "We
cannot turn our backs on the more than
two billion individuals—half the human
race—that live in the poorest societies,"
Clausen said. "To do that is in no one's
interest. And most certainly not in the in-

terest of the developed nations, whose
prosperity depends now more than ever on
a stable and secure global system."
To clarify any possible misunderstandings regarding IDA's function and impact
as the centerpiece of international concessional assistance, the Bank published this
year an extensive evaluation study entitled
IDA in Retrospect. (See the article by Shahid
Javed Burki and Norman Hicks in this issue
of Finance & Development.) Noting that
IDA's 1,300 projects in 80 of the world's
poorest countries had shown an impressive
average economic rate of return of 18 per
cent, the Chairman of this year's Meeting,
Kuwaiti Minister of Finance and Planning,
Abdlatif Y. Al-Hamad, articulated the
views of many speakers when he said:
"The establishment of IDA is probably one
of the most outstanding achievements of
the postwar world."
Two days of intensive discussions by the
IDA donor countries in Toronto yielded impressive results. For fiscal year 1983, some
22 of the 32 IDA donor nations other than
the United States reaffirmed that they
would provide their full third year installments to IDA, irrespective of the lower
level of U.S. payments. It was expected that
several other donors would also release
their full IDA-6 contributions. Consequently, prospects were excellent that
IDA's commitment authority in fiscal year
1983 would meet the budgeted IDA lending
program of $3.3 billion (compared to $2.7
billion in fiscal year 1982).
To secure IDA funds for fiscal year 1984
—the intermediate year between IDA-6 and
IDA-7—all donors except the United States
agreed to provide a total of about $2 billion
additional to their IDA-6 obligations. As a
result of this important "Toronto Agreement," IDA will have the resources to meet
its tentative commitment level of $3.3 billion for fiscal year 1984. The Toronto Agreement was a remarkable achievement in that
donor countries set aside their serious domestic difficulties and budgetary conGerard T. Rice
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straints in a magnanimous gesture to the
world's poorest peoples.
Wang Bingqian, Minister of Finance and
Governor of the Bank of China, expressed
the appreciation of many developing countries to those donors who had ensured that
IDA's operations would not be irreparably
harmed over the next two years. He also
hoped that all donor countries would adopt
a positive attitude toward IDA-7 "both in
terms of substantial additionality of IDA resources and a reasonable allocation among
recipients." The importance of a successful
conclusion to the IDA-7 negotiations—due
to begin before the end of 1982—was generally recognized.
Governors noted that their commitment
to the world's poorest peoples was reflected in the Bank's dual function of helping developing countries to accelerate their
economic growth while enhancing the productivity of the poor—thus making possible a better standard of living for all. A
recent Bank study showed that povertyoriented projects—in the fields of health,
nutrition, and education, for example—
had rates of return at least as high as other
projects. (See "The World Bank and poverty," Finance & Development, June 1982).
Given the bleak scenario for the least developed countries in the World Development
Report 1982 if conditions are unfavorable,
the Bank was encouraged to continue to
stress human development and poverty alleviation, not only through its project and
sector work, but also in its macroeconomic
policy dialogues. All developing countries
acknowledged that in wrestling with their
immediate problems—their need for more
costly energy and their balance of payments deficits—they must firmly resist the
temptation to procrastinate over the
longer-term task: the reduction of absolute
poverty.
Because of its particularly acute problems, sub-Saharan Africa, which again suffered an overall decline in per capita income in the past year, remained as the
Bank's top regional priority. In fiscal year
1982, Africa's share in IDA loans rose to
31 per cent, reflecting this increased priority. Although considerable progress in
education and human resource development has been made in Africa, the continued rapid growth of population there
was perceived as a matter of urgent consideration. Speaking for the African member
countries of the Bank, Senegal's Minister of
Economy and Finance, Ousmane Seek,
emphasized the efficacy of the Bank's
structural adjustment programs in Africa,
especially their provision for technical
assistance.
Governors saw the Bank's chief sectoral
priorities as being agriculture, rural de-

velopment, and energy. Given the close association between rapid progress in agriculture and rapid growth in the overall
economy of a developing country, about 25
per cent of the Bank's total investments
was designated for this sector in fiscal year
1983. Another quarter of the Bank's total
lending was for energy, and many Governors urged the Bank to continue to explore
ways of further increasing this share.
India's Minister of Finance, Pranab K.
Mukherjee, expressed the view of several
speakers that the creation of an "energy
affiliate," or some such institutional mechanism that could lead to additional resources being made available, would be an
appropriate way of solving the developing
countries' energy problems.
Development prospects
There was widespread support for the
International Finance Corporation (IFC)—
the Bank's affiliate which promotes private
sector investments in the developing countries. The IFC's unique ability to attract direct private investment to small and poor
countries and to help them develop their
capital markets was applauded. The number of IFC projects currently under consideration was at an all-time high, despite the
well-known difficult investment climate. In
stressing the United States' unequivocal
commitment to the IFC, Secretary of the
Treasury Donald T. Regan voiced the
opinion of many Governors from both the
developed and the developing countries
that "an economic environment which enhances the opportunity for private sector
enterprise also enhances the prospects for
sustained economic growth."
Governors agreed that the Bank had
adapted well to the extraordinarily difficult
circumstances of the past 12 months. In order to ensure its financial strength, it had
been forced to make difficult decisions—to
introduce a front-end fee on new Bank
loans, to begin borrowing on the shortterm market and lending at variable instead
of the traditional fixed interest rates, and to
tighten up the criteria for "graduating"

countries from Bank lending. There was a
consensus that these modifications of Bank
policies should be given a chance to prove
their viability, but that they should be reviewed regularly and implemented with
utmost care so as not to compromise the
Bank's character as the world's premier development institution.
The Bank also proposed to attract more
private cofinancing to its projects—to increase the resources available to the developing countries and also to ensure that
commercial bank loans would be used for
high-priority development purposes. The
Bank attracted $3.3 billion in cofinancing in
fiscal year 1982, compared with $1.8 billion
in the previous year. There was broad
agreement that cofinancing was a highly
useful instrument for attracting additional
funds to developing countries, but several
speakers emphasized that it should not
become a substitute for augmenting the
Bank's traditional sources of funds. A number of Governors also approved the continued study of another of the Bank's proposed new initiatives: the establishment of
a multilateral investment insurance mechanism. This would provide private lenders
with reasonable security against certain
kinds of political risks that could not always
be covered by individual countries themselves.
Again, the emphasis was on the Meeting's main theme—that the best way
for countries to protect their unilateral
interests was to work multilaterally. As
Mr. Clausen pointed out, the Toronto
Agreement on IDA signified that "the
world's nations do indeed consider themselves as part of a single community," and
he thought it essential not to lose this perspective. Despite present global difficulties, he emphasized that the spirit conceived at Bretton Woods had helped to improve the world and enormous strides had
been taken in the field of development
since 1944. The message emanating from
the Meeting was that the world needed to
rekindle that spirit—and apply it to the
1980s.
ED

Correction

In the September issue of Finance & Development (Page 40) an incorrect version of the
equation used to derive the private rate of return on the costs of education appeared in the
article "Education as an investment" by George Psacharopoulos. The correct version
appears below:

Private rate

of return ~

(
(

Mean annual post-tax \
earnings of university I
graduates
/
our years
study

/ Mean annual post-tax \
— I earnings of secondary I
\
school graduates
/

\
/ Mean annual post-tax
Mean annual \
I x I earnings of secondary + private direct I
/
V scno°' graduates
cost of study /
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Bopjc
notices
Alan Peacock and Francesco Forte (editors)

The Political Economy of
Taxation
Basil Blackwell, Oxford, U.K., 1981, xi + 211 pp.

These 12 conference papers prove more interesting than many such collections, though
the publication lacks a strong unifying
theme. If a common characteristic had to be
identified, it would be that all the authors
deal with their subjects in a fairly nononsense applied policy manner; theory is
strongly related to policy, and what theory
there is tends to be nonmathematical. Little
empirical data are offered.
Part I emphasizes the restricted policy
usefulness of the academically fashionable
optimal tax theory. As A. K. Sen has shown,
a "liberal" workable social welfare function is
difficult, if not impossible, to define; this,
combined with the practical difficulties of
getting taxpayers or voters to "forgo courses
of action plainly in line with maximizing their
utility," persuades Forte and Peacock that
tax reform lies more with constitutional provisions to place upper limits on marginal
rates of taxation and on the growth of govDavid M.G. Newbery and Joseph E. Stiglitz

The Theory of Commodity Price
Stabilization:
A Study in the Economics of Risk

Oxford University Press, New York, U.S.A., 1981,
xv+ 462 pp., $49.95 (cloth), $19.95 (paper).

The work included in the book had its genesis in the worldwide interest in commodity
price stabilization fostered by the initiation of
the United Nations Conference on Trade
and Development (UNCTAD) Integrated
Program for Commodities in 1976. The authors' research was supported by the World
Bank, the U.S. Agency for International Development, and ihe U.S. National Science
Foundation.
People who have read extensively in the
theoretical area of price stabilization will
know that it is a complex subject, with firm
conclusions being in exceedingly short supply. The authors have, however, tried to write
for the policy analyst as well as for the theoretician, and the design of the book serves
these purposes well. The authors freely admit to the lack of well-established conclusions in many parts of the analysis but, with
these caveats in mind, attempt to draw out
whatever implications may be of use to the
policy analyst.
50

ernment revertue and expenditure. Rickets
(in a paper with some mathematics) argues
strongly that the ethical underpinnings of optimal tax theory are weak and that the theory
"is totally devoid of administrative and political contact."
Having disposed of the unworldly academics, the rest of the book is concerned
with taxation in the real world. Bondonio discusses ways to mitigate the effects of inflation on the income tax; Alworth considers the
possibilities of corporate tax reform (and
favors cash-flow types); Watson reviews the
complex problems of inflation accounting;
and Wilson considers the problems of financing social welfare and strongly recommends reducing employers' contributions,
"a tax on employment." Dosser recounts the
disadvantages of the value-added tax (VAT)
compared to a retail or wholesale single
stage tax and concludes that VAT's popularity arises from its enormous potential for
raising revenue, but ends by saying (wildly
optimistically in this reviewer's opinion) that
VAT's historic phase as the major contributor
to taxable capacity may be ending. This conclusion is based on the direct link between
increased VAT rates and inflation, but the
suggested alternatives (higher excises) usually have as great an impact on final prices
and are likely to be even more regressive.
Interesting parallel pieces on the compliance cost of VAT by Sandford and the prac-

tical problems of assessing and collecting
VAT by Strachan round out the practical
problems of this tax—though relying on taxpayers' own calculations of their compliance
costs in response to a questionnaire may
raise more questions than it answers. These
papers, along with those by Greenaway on
taxes on international transactions and economic development, Shaw on the economic
problems of tax policy in developing countries, and Muten on the administrative problems of taxation in developing countries, will
be of particular interest to those responsible
for tax reform in developing countries.
Greenaway, in one of the few papers reporting empirical results, argues that trade taxes
will diminish in importance but that their distortions will be replaced by nontariff barriers
to trade. Shaw discusses the possibility of
Keynesian fiscal policies in the context of the
budget constraint, and how this is qualitatively different in a developing country from
its more advanced counterpart. (Basically,
the developing country's increased tax revenue need not ease the budgetary constraint
if the need is for foreign exchange earnings
to import capital equipment and foreign
expertise.)
Overall, this book is easy to read and easy
to understand. It should provide provocative
and interesting reading for a wide audience.

The authors see a major benefit from their
work in terms of the careful assessment of
the question and the methodology that developed in their analysis. I agree. The study
is a model for both theoretical and empirical
economists on how to approach a complex
question such as this. The most refreshing
aspect of the book is the breadth of treatment of the topic. The issues covered include partial versus general equilibrium results, incidence of the benefits and losses
from intervention, and the interrelationships
between all of these issues.

that the profit incentive would otherwise
promote.

Readers who, like myself, believe there is
no justification for government price stabilization of markets will take issue with the
authors on this point. The authors fall into
the error, pointed out years ago by Demsetz,
of making a comparison between how well
the market actually performs (based on imperfect information, imperfect risk markets,
and so on) and the results from the intervention of a perfectly informed, efficient
bureaucracy. The proper comparison is, of
course, a "warts and all" basis for both. One
of the important "costs" of public crowding
out of private stabilization, or any other
market activity, is the loss of the innovations

Alan A. Tait

It is interesting that when the results are
in, the authors conclude that the benefits
from public intervention to stabilize prices do
not seem to be large when account is taken
of the various kinds of private stabilization
activities that exist. They conclude that the
gains for developing countries from various
kinds of buffer-stock price stabilization
schemes are likely to be small, or even
negative. They go on to point to the potential
for private risk-reduction in developing countries from such market activities as futures
markets and credit markets, especially the
former.
For those interested in applied agricultural
economics, there is an extensive treatment
of the effect of risk on production, which has
important implications for the specification
and estimation of supply responses. The authors show that the specification of both demand and supply affects the distribution of
the benefits and losses of price stabilization.
In fact, certain specifications predetermine
the answer. Readers familiar with the literature on the economics of research will see
the parallel between the development of the
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theory in both these fields on this topic as
well as on many other points.
The economic theorist should find several
areas that are of widespread applicability. Of
particular interest for cost-benefit analysts is
the development of methods for incorporating changing degrees of risk as a result of
policy intervention. Another area that is extensively treated, and that is widely ignored
by both theorists and policymakers, is the

analysis of the ramifications of any form of
government intervention not only for the sector where it is applied but also for the rest of
the economy. Extending the analysis in this
way can lead to changes in the conclusions
about the direction of response. Risk analysis is also extended to the analysis of trade,
and some surprising results emerge.
This is the best book I have read on the
subject of commodity price stabilization; I

Other books received

Bruce F. Johnston and William C. Clark

Richard B. Freeman and David A. Wise

Redesigning Rural Development:

The Youth Labor Market Problem:

Pascal Salin

A Strategic Perspective

Its Nature, Causes and Consequences
University of Chicago Press, Chicago. U.S.A.. 1982, ix * 555 pp.,

L'ordre monétaire mondial

The Johns Hopkins Press. Baltimore, U.S.A.. 1982,
xvi-311 pp., $22.50 (cloth), $9.50 (paperback).

Presses Universitaires de France, Pans, France, 1982, 252 pp.,
FF125.

Gyorgy Enyedi and Ivan Volgyes (editors)

Michel Courcier

The Effects of Modern Agriculture on
Rural Development

L'Economie Mondiale en Trois
Dimensions
Caimann-Lévy, Paris, France. 1982. 260 pp., FF79.
Salah Al-Shaikhly (editor)

Development Financing:
A Framework for International Financial
Co-operation
Westview Press. Boulder. U.S.A., 1982. xv • 183 pp., $25.

Three books on the international monetary system, each of which emphasizes an entirely different aspect. The book by Salin concentrates on the
role of monetary officials, and examines inflation,
exchange rates (floating and fixed), European
monetary unification, the crisis of 1971, and the
system in the 1970s to show how its troubles were
born of "incoherent" official policies. Courcier
takes a broader view; his analysis of the global
economic system, based on regional change,
identifies the current epoch as a period of transition, and, to improve economic analysis, focuses
on the need to add a third dimension of a better
statistical system to the classical haunts of time
and space. The need for change in the decisionmaking processes of international financial institutions provides the motivation for Al-Shaikhly's
collection of essays, which discusses the relationship between the developing countries and
sources of international finance.

Pergamon Press, New York, U S.A.. 1982, xiv i 330 pp., $32.50.

Rural development is a topic that rather awkwardly straddles a number of fields. The Johnston
and Clark book divides rural development
programs into three groups: production programs in the areas of employment and agriculture;
consumption-oriented ones dealing with health,
nutrition, and family planning; and organization
efforts that focus upon institutional structures and
managerial procedures. The authors describe the
experience with such programs in developing
countries, highlight the complementarities and
trade-offs between them, and discuss both the
importance of considering these interrelationships
when devising a unified program and the difficulty
of achieving a satisfactory result.
The papers contained in the volume edited by
Enyedi and Volgyes have a different, and a more
limited, perspective. By reviewing the experience
of the United States, Eastern and Western Europe, Japan, and Israel during the past few decades, they attempt to show how changes in agriculture have affected social conditions, settlement
patterns, rural industrialization, and the integration of agriculture with industry. Although the
papers are of mixed quality, they do offer a number of useful hints as to how the experience of the
industrial nations might be harnessed by those
developing countries where the process of modernization is quite advanced.

Victor R. Fuchs (editor)

Economic Aspects of Health
The University ol Chicago Press. Chicago, IL. U.S.A.. 1982,
ix 1333 pp., $32.

The arguments for greater expenditure on health
have tended to be more moral than economic in
the past. This book, a conference report produced
by the National Bureau of Economic Research,
narrows the gap between health practitioners and
economists by presenting economic studies of the
determinants of health, the effects of sickness,
and the issues facing policymakers. Although
based on research on different income groups in
the United States, it offers a number of theoretical
tools for formulating health policy in less developed countries.

say this not because I agree with all of its
conclusions—those economists who judge
the benefits of government intervention to be
outweighed by its costs will find many things
to disagree with—but because of its scope
and the depth of its treatment of the subject.
The style of analysis is one that could be
usefully copied, and many of its insights
could well be carried over to the analysis of
other complex issues.
R. C. Duncan

Gwyn E. Jones and Maurice Rolls (editors)

Progress in Rural Extension and
Community Development, Vol. 1 :
Extension and Relative Advantage in Rural
Development
John Wiley & Sons. Inc.. Somerset, NJ. US.A . 1982. x •
336 pp.. S45.

Based on reviews of experience at the global as
well as national level, this book attempts to explain
how extension and community development work
can help to minimize the effects of social and economic inequalities in rural economies.

$45.

This volume contains 14 papers covering various
aspects of youth unemployment in the United
States together with an overview by the editors.
Sponsored by the National Bureau of Economic
Research, the individual contributions are technically of a high standard and are able to advance
a number of significant empirical findings. This
book is essential reading for the economist
concerned about the structure of unemployment
and its conclusions should be valuable for policymakers.
James Tobin

Essays in Economics:
Theory and Policy
The MIT Press. Cambridge. MA, U.S.A . 1982, x • 685 pp., $45.

This compendium of Professor Tobin's papers is
the third volume of his collected papers (the earlier
volumes were subtitled Macroeconomics and
Consumption and Econometrics, respectively).
The breadth of Tobin's contribution to the discipline of economics is as impressive as its depth,
lucidity, and integrity. Shunning the obviously
fashionable, the papers in this volume address
some of the major issues of monetary, fiscal, international, and welfare economics. The final chapter, comprising portraits of six eminent economists, is pure joy to read: Tobin's combination of
elegance, generosity, and keen perception are
perhaps unmatched in the discipline today.

Kenneth W. Dam, The Rules of the Game: Reform and
Evolution In the International Monetary System,
The University of Chicago Press, Chicago, U S.A.,
1982, xviii + 382 pp., $27.
Thomas M. Humphrey and Robert E. Keleher, The Monetary Approach to the Balance of Payments, Exchange Rates, and World Inflation, Praeger, New
York, U S.A., 1982, xvi + 413 pp., $37.95
Margaret Hardiman and James Midgley, The Social Dimensions of Development: Social Policy and Planning in the Third World, John Wiley & Sons, New
York, U.S.A., 1982, vii + 317 pp., $41.95.
F. Gerard Adams and Jere R. Behrman, Commodity
Exports and Economic Development, D. С Heath &
Co., Lexington, MA, U.S.A., 1982, xv « 328 pp.
$25.95.
José María Bergillos and Manuel García Nieto, Evaluación Empresarial de Proyectos Agrarios, Imprenta
San Pablo. Cordoba. Spain. 1982, 410 pp., $15.
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Letters
Triggering graduation
In the Bank activity item, "World Bank's
graduation policy reaffirmed" (June 1982)
there is a feature that ought to be clarified
in light of recent developments in the literature and policy of evaluating countries. The
third point stated:
Graduation will normally occur within five
years after a country reaches a per capita
gross national product (GNP) benchmark,
but this period might be longer if the
situation deteriorates during the phase-out
period.

In this day and age, given the volume of
material on the inherent inadequacy of the
per capita GNP concept/index as a meaningful measure of the standard of living in
a country, I find it unbelievable that per
capita GNP is still being used as a measure
to determine the phase-out of countries
from the World Bank borrowing program.
I am sure that the technicians and the
technocrats of the Bank are fully aware of
the developments in the Physical Quality of
Life Index (PQLI). Morris David Morris'
Measuring the Condition of the World's Poor
offers very useful insights into the nature
and usefulness of the PQLI. I suggest that
it is time for the Bank to begin using PQLI
as the basis for its graduation program
from Bank borrowing.
The point is made half-heartedly in the
feature that "The graduation issue, including any problem that may arise in the application of the per capita GNP level that
triggers graduation, will be reviewed annually." This, to me, is only a partial solution.
There needs to be a complete review of the
graduation issue in an attempt to bring it in
line with current political economic reality.
PQLI offers this political economic reality.
S.B. Jones-Hendrickson, PhD
Associate Professor of Economics
College of the Virgin Islands
Bevan Waide, Director of the Bank's Country Policy Department, replies

Determination of eligibility for graduation based
on per capita GNP is simply a starting point for
a careful review of each country's situation and
the development of a flexible program to phase
dawn and ultimately end Bank lending. This
review examines the country's overall economic
condition and its capacity to sustain a long-term
development program. Particular attention is
paid to two important factors that influence the
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pace of graduation—access to external capital show optimum monopoly pricing. Cartel
markets on reasonable terms and the extent of prices could be so high as to reduce the
progress in establishing key institutions for eco- members' welfare.
nomic and social development. In reviewing the
(5) El Serafy's own view of OPEC
latter, a broad range of social indicators— changes when it is convenient for his arguincluding the three that make up the PQLI—are ment. Thus, when discussing oil prices he
taken into consideration, because countries that finds it convenient, in effect, to view OPEC
have similar levels of per capita income may as a loose association of oil producers. But
show substantial differences in their progress in when discussing OPEC aid and per capita
these areas.
income, it becomes convenient for him to
The Bank is aware of the inadequacies of per "reaggregate" the members so as to be able
capita income measures and supports inter- to claim that "per capita 'income' for OPEC
national efforts to refine such measures, that is, as a group is, in fact, little more than half
the United Nations International Comparison the world average" (p. 41).
Project and the Living Standards Measurement
C. Paul Hallwood
Study. The PQLI itself is a controversial index
University of Aberdeen
and has its own substantial data problems. Per
United Kingdom
capita income, suitably adjusted where necessary, seems to remain the best available index for Salah El Serafy, Senior Evaluation Officer
use in establishing an initial graduation bench- in the Bank's Operations Evaluation Demark, because it provides the most widely ac- partment, replies
(1) I take my cue not from the Keynesian concepted basis for cross-country comparisons.
cept of user cost but from Hotelling and the
Oil and water?
theory of exhaustible resources.
I am taking the highly unusual step of writ(2) As a group, OPEC possesses a sizable
ing to you with regard to the "Review Arti- portion of the world petroleum resources and a
cle" in Finance & Development (March 1982) significant market-share of world trade in petroby Salah El Serafy of my book (with Stuart leum. The same can be said of certain members
Sinclair), Oil, Debt and Development: OPEC of OPEC, taken separately. Even without colin the Third World.
lusion, therefore, oligopolistic elements are
(1) El Serafy's main theme is that "user present in the petroleum market. The higher the
cost" rather than cartel theory is a better market-share, the lower the (absolute) price elasexplanation of oil price behavior in the ticity of demand facing any one seller. Large
1970s. But El Serafy makes no attempt market-shares inevitably lead to finite elasticities
whatsoever to lend empirical support to of fairly low magnitudes. Kuenne's values
this assertion. In fact, user cost pricing is so (whether for own or cross elasticities) corrobohighly sensitive to discount rate, expected rate this. Add depletability and dubious finanfuture prices, and time scale as to make it cial and other investments and you get backward
very difficult to choose between the com- rising supply curves and the desire for conserpeting theories.
vation. Lower quantities (and higher prices)
(2) El Serafy also asserts that there are would thus seem to follow both from market
"relatively low demand elasticities facing structure (without collusion) and from the fact
individual sellers" (p. 40). This is incorrect that oil is not reproducible.
since cross elasticities of demand for oil ex(3) Increased exports and labor migration
ported by different sellers can be quite high may have positive costs, but since this 'trade'
(see R. Kuenne in Kyklos, Vol. 32, Fase. 4, exists one must assume it is profitable for the
1979, pp. 695-717).
exporters. In the world of economics nothing is
(3) With regard to the OPEC aid-oil bal- without cost, least of all petroleum itself.
ance, El Serafy says that our analysis is "in(4) I see no subtlety in depicting two sets of
adequate" (p. 41) since we leave out of ac- indifference curves and two offer curves and ascount boosted workers' remittances and serting that the petroleum market outcome is at
trade flows. However, we deliberately ex- the extreme edge of what Bowley (Mathecluded these because their opportunity matical Groundwork) called the bargaining
costs are positive. For example, (a) domes- locus. At the bottom of page 53 you yourself
tic consumers lose the services of labor realize that it is doubtful that equilibrium is
which temporarily migrates to OPEC mem- where you show it in the graph.
bers; and (b) exports to OPEC are not pro(5) There is no inconsistency in treating
duced at zero cost and might be diverted OPEC as a group in certain contexts, while confrom other markets.
sidering the individual interests of its members
(4) El Serafy clearly misses the subtleties in others. For market behavior both approaches
of Marshallian offer curve analysis: in fact it are necessary. As a subgroup of developing
is not an "obvious proposition that higher countries, confronted with common problems,
prices benefit the sellers at the expense of aggregating them can be useful. But it is not
the buyers" (p. 39). The whole point is to necessary.
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The Fund Agreement in the Courts, Volume II
by Joseph Gold
The Articles of Agreement of the Fund have had many effects on
public and private international law. Aspects of the Articles have
been involved in litigation in both national and international
tribunals. Volume II discusses or refers to cases decided by courts
in 18 countries and by international tribunals. These cases raise a
broader range of issues than was raised by the jurisprudence
discussed in the first volume, which was published in 1962. The
numerous topics discussed in Volume II include the effects of the
Articles on exchange control, public policy, unjust enrichment,
revenue laws, exchange rates, financial instruments, and Eurocurrency loans. The many cases involving Article VIII, Section 2(b) on
the unenforceability of certain contracts show that disagreement
persists on many basic issues relating to that provision. The author
quotes crucial passages from judicial opinions that may not be
readily available to all readers.
Volume II includes an Introduction, in which the author discusses the desirability of uniform interpretation and explains why the
Fund has adopted few authoritative interpretations of the Articles
on the issues that have arisen in litigation, with the result that most
of the burden of interpretation must be borne by the courts.

Staff

Papers

Volume II contains 11 articles that have appeared in other Fund
publications, not all of which may be readily accessible. It contains,
in addition, five papers that have not been published hitherto. One
of them analyzes in detail the reactions of courts, officials, and
authors in various countries to the relationship between the U.S.
President's freeze of assets in November 1979 and the Articles.
The problem of jurisdiction to impose exchange control regulations
is discussed in this analysis. Another paper discusses the growing
number of cases that have dealt with the application in current
conditions of a unit of account defined by law or treaty in terms of
gold. A third paper provides a detailed account of. the drafting
history of Article VIII, Section 2(b), on which some new material
has become available. The other new papers deal with the General
Agreement on Tariffs and Trade (GATT) and with arbitration in
relation to exchange control.
Volume I (1962), xv + 159 pp.; Volume II (1982), ix + 499 pp.
Price: US$20 the set. Vol. I, US$3.50; Vol. II, US$17.50

Published quarterly in March, June, September, and December.
Summaries of each paper in French and Spanish, as well as in English.

Vol. 29, No. 3, September 1982
Some Implications of North Sea Oil for the U.K. Economy
by Marian £. Bond and Adalbert Knob/
Adjustment in Planned Economies
by Mark Allen
The SDR as a Means of Payment
by Warren L. Coats, Jr.
Factor Prices in Industrial Countries
by George Kopits

Demand Management and Exchange Rate Policy: The
Italian Experience
A Comment on Tullio
by Giancarlo Gandolfo and Pietro Carlo Padoan
Demand Management and Exchange Rate Policy: The
Italian Experience
Reply to Comments by Gandolfo and Padoan
by Giuseppe Tullio

Subscription: US$12 a volume; US$4 for a single issue.
Special rate to university libraries, faculty, and students: US$6 a volume; US$2 a single issue.

Copies of the above publications are available from:

Publications Unit
International Monetary Fund
Box A-100
Washington, DC 20431 U.S.A.
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