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I NTRODUCTTI ON

- The Great Depression of the Thirties had dislocated
the world economy. The World War 11 that followed thei
depression, further aggravated the adverse developments in
the world economy. Thereforé, it was realized by a number
of countries specially the leading ones, i.e., the United
States and United Kingdom, the necessity of restructuring
the world sconomy based on mult{fateral cooperétion. This
cooperation was expected to be achieved by establishing

certain principles and procedures to govern the world

economic relations. It was found most suitable to achievs
this objective by establishing inter-governmental
multilateral institutions to govern the worid economy. A
serious effort was made to establish a series of
international gconomic institutions to achieve the
objective. The prominent among them are the I[nternational
. :
Monetary Fund (I1MF), the International Bank for

Reconstrgction and Development (IBRD), together known as the
Bretton Woods twins, and the International . Trade
Organization (ITO). The IMF was expgcted to manage the
international monetary sy;tem,'while the Bank was to assist
the reconstruction of war devastaéed countries and assist
the development endeavour of developing countries; and the
ITO was to take care ofr world t¥ading arrangements.

However, due to non-ratification of the ITO by the United



States, the ITO did not come into existence. Hence a
less ambitious arrangement was made carving out a portion of
ITO which came to be known as General Agreement on Tariff

and Trade (GATf), to manage the world trads.

Over the ‘last four and a half decades,f these
multilateral insti;utibns and arrangements have functioned
with varying degrees of success 1in achieving their
objectives. But by far the World Bank* has emergsd as the

most dpminant institution in directing the development
programmes of developing countries. Its importance has
grown in the decade of eighties when it has increasingly
used its lending capacity to ré&irect the gconomic policies

and strategiss of developing countries.

The purpdse of this dissertation is to study the
lending policies of the Worlid Bank to the developing
countries especially in the eighties. This study confines
to lending policies of the World Bank and does not deal with
the Bank's two affiliates - the "soft loan" affiliate, the

IDA and the private sector-oriented affiliate, the IFC.

Chapter-1 is devoted to study the nature, inception

and pPuUurpose of the Bank. As the name suggests,

» Unless otherwise notsed, the expression "the Worlid
Bank™ or "the Bank" refers to International Bank
for Reconstruction and Development (IBRD) alone,
excluding its affiliates, the International
Development Association (IDA) and International
Finance Corporation (IFC).



reconstruction and development were to be its most important
" tasks. The Chapter details out the evolution, objectives,
the organizational structure of the Bank, policy

formulation, executive supervision and decision-making.

Chapter-Il gives an insight into the changing
pattern of Worid Bank lending since 'its inception., It is an
endeavour to analyse the nature, purpose and priorities of

-lending in different activity sectors.

Chapter-111 deais with the lending policies of the
World Bank ?}n “the eighties, with special reference to
1Structural Adjustment Lending (SAL), its purpose, nature and
sectoral types of SAL. A comprehensive evaluation of SAL
programme is made as it is fhe central 1issue of this

research.

In addition to the discussion of SAL, the attention
is alsolfocuséd on the new lending instrument of the World
Bank called sector-adjustment lending. It also covers the
study of the poverty alléviation programmes. An analysis of
the co-financingu pfogrammes .of the World Bank in the

eightias has also been covered in the Chapter.

Chapter-1lV gives an assessment of the World Bank
lending policies since it began lending operations till the

end of the 1980s.

Finally, Chapter~V gives the overall conclusions.



CHAPTER - 1

EVOLUTION, NATURE AND PURPOSE

Evolution

The establishment of the International Bank for
Reconstruction and Development (IBRD) under the Bretton
Woods Charter of 1944, was a landmark in the history of

international economic system. The realization that large

=

sums of international finance would be required for the

reconstruction of productive activities that had been

destroyed during the war and also to enable the developing

countries to increase their productivity and to improve the

living standards of their inhabitants led to the beginning

of a new era of "development with foreign aid." Economic

-—

assistance for development on a gigantic scale and more

particularly of a multilateral character was in fact

initiated by the Bank. However, it was the culmination of a

series of events in the history of international monetary
. 1

affairs that ultimately led to the establishment of the two

multilateral institutions calledvthe [nternational Monegary

Fund and the International Bank for Reconstrﬁction and

Development,

In the late nineteenth century and before the

outbreak of the First World War (1870-1914), it was the

\



‘gold—standard' around which the world mdnetary system
revolved. The major countries of the world including
Germany and United Kingdom adhered to this system threby
gold coins ‘were in circulation and exchange arrangements
were done under this géld—standard. Also, the supply of
money to a particular country, ba}ancing of pgice and cost
relationships and balance of payments equilibrium among the

various countries were determined‘according to the supply of

gold.

The world economic scene just before the First World
War was that London became the centre of all economic
activity due to industrial revolution and had a highly
developed capital market. As a consequencs, pound sterling
became highly devefoped and was being widely used as an

international mearws of payment. However, with the outbreak

'"and many

of the war, ¢gold standard had to be abandoned
countrises witnessed widespread. inflation. Uith- the
termination of the war, tRere was relaxation in exchange
control and the excgange value of most- currencies
depreciated in terms of ‘gold. \ A number of monetary
conferences wers held duriné the poét war period (Brussels
in 1920 and Genoa in 1822) as an effort to evolve an
acceptable system of internationag payments. As.a result of

these efforts, relaxation in exchange control, depreciation

in exchange value of most currencies in terms of gold,

o



liberalization in trade and tariff reduction took place.

The world Economic Copference held in Geneva in 1827
failed to be ratified. By - then many countries had ;returned
to gold standards but without gold currency in circulation.
The U.S. dollar along with pound sterling became the "key’
cu}}enciés tied to gold. This new system was called the,
"gold axchange_ standard"” aﬁa many couﬁtries linked their

currency to this "key" currency.

Despite a recovery from the First World War in the

late 1920s, international economic disequilibrium continued.

"Disequilibrium gold-currency ratios and, hence,
exchange rates; and unequal international
distribution of gold; large and growing short-term
assets held abroad; ‘'erratic long-term capital
movements; incrpasingly rigid price and wage
structures; war-debt and reparations obligations;
high tariff barriers; and the preoccupation of

central banks with domestic rather than international
monetary policy™.

This resulted in the Great Depression of the wearly
1830s leading to a sharp decline:in prices and creating a

serious balance-of-payments crisis. In September 1931,

pound sterling was delinked from gold resulting in currency

depreciation all over the world, along with trade
1. Robert W. Oliver, Early PFlans for a World Bank,
(Princeton, N.J. Princeton Studies in International

Finance, No.29, 1871}, p.6.



restrictions, exchange controls, defaults on international
debts, and various restrictions on international payments.
Several countries of Eprope along with{,United States
delinked their currancies from the gold-sténdard by 1833.

Thus, the Great Depression caused the gold-standard system

e

of balance-of -payments adjustment to collapsse. Economic

-

nationalismqhad become the order of the day and the need for
"cooperation.ih the field of international trade and payments
became all the more cleqr. Also, many countfies witnassed
currency d;valuation, le;digg to deflation and decline in

business activity.

An . attempt was make to deal with these problems in

1933 at World Economic Conference held in London. However,
it did not produce any immediate results. United States
\

somehow returned to a modified form of the gola—standard in
January 1934, The '‘United States, the United Kingdom and
France singed the Tripértita Agresment in 1936 to avoid
exchange disturbances in the world economy. “The Declaration
also called for the expansion of intgrnational -trade énd
rela;ation and ultimate abolition of exchange controls and

quantitative restrictions on imports.

The outbreak of the Second World War in 1839 created

——

an \bpportunity for post-war planning in international

economic cooperati Due to common military and political




interests the .Americans and British were primarily
rasponsibléxfor planning the post war international economy.
In fact, efforts began shoftly after the outbreag of the war
in September 1939 and several proposals and plans were being

put forward.

The State Department and the Treasury Department of
the United States both proposed the plans for inter-Américan
coopearation which initiated the efforts towards mbre
multilateral institutions. A proposal for an Inter-American
Development Bank was thus worked out, which was accepted in
February 1940 by the Intern-American Financial! and Economic

Advisory Committes.

Secretary of State Cordell Hull appointed Leo
Pasvolsky of the Brookings Institution as his special
assistant to work on problems of the peace and economy.
This was the beginning of State Department planning for the
post-war world economy. By 1840, tﬁese gafforts were
abandoned due to war and by 1941 Master Lend Lease Agreement
-was drafted to provide supplies to meet the urgent calls ‘pf

the war.

During the same time, i.e. in August 1841, the
Atlantic Charter was negotiated betwsen President Roosevelt
and Prime Minister Churchill. >The foirth and fifth

principles of this Charter provided that the countries



., adhering to it would "gendeavour...to further the enjoyment
by all States ... of access, on equal terms, to the tradse
and to the raw materials of the world which arse needed forj
ﬁheir economic prosperity”™, and that thaéé.éountries "desire
io bring about the fullest cooperation béfween all nations
in the econpmic field with the object ofvsecuring - for all
- improved labour étandards, economic _devalopmant, and
social _security;"z This b;oad declaration of principles
underlay. the planning ‘that took placg for post-war

international economic cooperation.

During this time, Lend-Lease Agreament was negotiated
betwsen the Unitgd States ;nd its allies, under which the
former was to provide the latter with supplies to meet the
urgent calls of the war but _without precise obligations
regarding payment,. This was done keeping in wmind the
complex situation created due to huge war debts after the
World War 1, making recovery a difficult and mammoth task.
According to the Article VIl of this arrangement, "the terms

and conditions ... shall be such as, not to burden. commerce

between the two dountries but to promote mutually

advantageous gconomic relations between them and the

beﬁterment of worldwide economic relations. To that end,
. \ o

2. Quoted in Charles L. Merwin, "The Road to Bretton

Woods™, Finance and Development, Vol.1l, No.2, September
1964, pp. 61-62.




they shall include provisions for agreed action ... directed
to the expansion, by appropriate international and domestic'
measures, pf‘production, emplo;ment, and the exchange and
consumption of goods, ... to the elimination of all forms of
discriminatory treatment in international bommerce, and to

the reduction of tariffs and other trade barriers, and, in

~

. general to the attainment of all the economic objectives set
-forth in ... (the Atlantic Charter) ..."

"At aHVeafly convenient date, conversations shall be
“begun ... with a view to determining, in the light of

governing economic conditions, the best means of attaining
the above-mentioned objectives ..."3 This attitude of the
United States proved that it has discarded 1its wearlier
policy of isolationism and had taken upon itself this new
responsibility . of international economic leadership during

the world war 1I1I.

/

Following theseA developments, in February 1942,
Mutual Aid Agreement was signed between the . United States
and the United Kingdom. They recognized ghat if peace wers
to be won, attentfon would have to be given not only to the

immediate relief and physical reconstruction of economies

3. Robert W. Oliver, International Economic Cooperation
and the World Bank, (Mac Millan, London, 187%), pp.
100-101.

10 \



disrupted by the war but also to "the expansion, by
appropriate international and domestic maasures, of
production, employment and the exchange and consumption of

gonds which ars the material foundations of the libasrty and

4

”

wolfare of all peoples.

By this time it was evident that the United States
and United Kingdom would be the leading financial planners
of the world economy. ?y Spring of 1943, both American and

o
British governments had published their plans to correct the

disequilibrium prevailling in the world economy. Known as

the White and Keynes plans respectively, they were similar

in origin and purpossa, but there were differences 1in

approach.

One of the earlier drafts of White Plan, presentsed in

March 1842 and submitted to the US President in April 1942

put forth a suggested plan for a United Nations
Stabilization Fund and a Bank for Reconstruction and
Desvelopment of the United and Associated Nations. This

suggested plan was subsequently elaborated.

4, Article VI, Mutual Aid Agreement between the United

States and the Great Britain, cited in, [IBRD, The World

Bank, [FC and IDA, Folicies and Operations, (Washington
D.C., April 1982, p. 1.

11
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In the introduction to the plan white says,

"no matter how long the war lasts nor how it s
won, we shall be faced with three inescapable
problems: to prevent the disruption of foreign

. exchanges and the collapse of monetary and credit
system; to assure the restoration of foreign trade;
and to supply the huge volume of capital that will be
needed virtually throughout the world for
reconstruction, for relief, and for economic
recovery."5 )

The wurgency of international action was recognized.

The White Plan presented in 1943 envisaged tackling
of vol;iilg exchange rate problem by ensuring establishment
of stable exchange rates and facilitating the freely
cohvertible currencies. To achisve these objectives an

international monetary institution was envisaged. -

Further, it also visualized the establishment of an
International Bank which would give long term, low interest
rate loans for reconstruction and development to capital

i
poor countrises,.

The Keynes plan on the other hand suggested . the
formation of an International Claaring'Uniqn, to deal with
temporary balance-of-payments problem (rather than long-term
capital movements). The major purposes of the Union were

the same as the Fund. The important purpose of the Clearing

5. Edward S. Mason and Robert E. Asher, The World Bank
Since Bretton Woods (Washington D.C.: Brookings
Institution, 1973), p. 15.

12



Union was to resolve the problems of international monetary

instability.

y/goth the proposed plans were similar in - their
objsectives, i.e., to establish Vstable exchange rates,
elimination of restrictions on international payments.
Despite their similarities, both the plans wseTe criticised
for &a number of things which both sides found wanting.
However, white’'s plan was mors acceptable than KeYﬁes. The
plan therefore was amended several times befors draft was
published in 1943, and modified to take note of 3 number of

recommendations.

K/The process for 3 final agreement to the
~gstablishment of these multilateral institufions took place
in various mestings. The Atlantic City meeting on June 30,
1944, was attended by representatives of a number of
countries. This wexercise was to prepare the agenda for
Bretton Woods. The United Kingdom as mentionsed searlisr
suggested a number of changes in its draft called "boat
draft”™, ‘the most important being the Bank's capital

structure.

The Unitsd States suggestion was that 20% of the
country's capital subscription was to be paid initially
which could be increased gradually, while the United Kiﬁgdom

insisted that 20% was to be the limit and not mors than one-

13



fifth was to be paid in gold. “fhesa and othsr suggestions
were considered in Atlantic City,'and the US proposal and
the -"boat draft" were amalgamated into a statement to bs
. 5 _
placed before the delegates at Bretton Woods. Earlier a

Unitéd Nations Monetary and Financial Confsrence had besn

convened for the post-war financipl planning.

Ahe draft was thus presaﬁted to the delegates at
Bretton Woods, New Hampshire, U.S.A., on Julyfi, 1944  and
three weeks later completed final drafts of Articles of
Agreement for the Fund and vthe Bank were ready for

submission to ths participating governmants,

\/fgg/éank's Articles of Agreement were thus submitted
for ratification to the 44 governments during 1945 and
entered into force on December 27, 1945| when. they were
signed in Washington ©D.C., by 28 of the ‘participating
governments. Eventually, all the Bretton Woods partiei-
pating governments except fof the Soviet Union joined the
Bank.” The reason why the Soviet Union decided not to ratify
the Agreement;,eyen though it had represented in thé Bretton
Woods Conference and had played an important part in

drafting the Articles of the Agreement and even signed the

two agreements establishfhg the Fund and the Bank, was on

6. Quoted in Mason and Asher, The World Bank Since Bretton
Wood, p.21.

14
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account of ideological and other considerations. The Soviet

g

Union was opposed to the idea of IBRD membership being open

only to countfias which are members of the IMF. The Soviet
Union considered IMF as an organization which %ad the
potential of ingerfering in the economic policy of the
Soviet Union for which it was not prepared.ﬂ¢41 a meeting of
the UN General Assembly in 1947 the Soviet representative
charqu that the Bretton Uoods institutions were merely'
- "branches of Wall Street”™, and the Bank was "subordinated to
political purposes which make it the instrument of one great

power. "

The inaugural meetings of the Board of Governors were
held in Savannah, Georgia, in May 1946 and the first major

issue on the agenda was the site of the two institutions.

The choice was between New York and Washington. The choice
fell on Washington. The decision in favour of Washington
guaranteed that they would not become "just two more

financial institutions“e if they were situated in New York -

.a financial centre.

The second major issue was of duties of Executive

Directors of the two institutions. The question that

7. Mason and Asher, The World Bank Since Brgtton Woods, p.
29.

8. Ibid., p. 38.
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dividéd thé, éfitish and gha US delegations concerned the
tiﬁe and attention of the Executive Directors and their
alternates. A compromise was reached at and;it was aéreed
that the Exaéutive Directors and their Aléé:nates would

devote full time and attention to the business of the Bank

and the Fund.

IThe final issue was the salary that the Executive
Directors would get. The Americans proposed an aﬁnual pay
of $25,000. The Canadians..and the Dutch like the British
favoured. lowﬁsalaries in o;de; to discourage the formation
6f Washingtonzbasad club. The salaries finally chosen were
$17,000 a yaar for an Executive Director and $11,000 for an
Alternate. The salary of the President of the World Bank

was sat at $30,000 a yaar.9

It was also agreed that on May 1, 1946‘ the first
president of the World Bank, to be chosen would be an

American and that of the IMF would be an European.

On June &, 1946, Eugene Meyer was nominated and
electeq as the first president of the World Bank and on June
25, 1946, the Bank opened doors for business and procéeded

to call up capital from its member countrises.

\
9. Ibid., p. 39.

16



b/‘% Robert W. Oliver gays, the major objective of the
planners of two institutions, "was to provide a world within
which competitive market forées, would operate freely,
unhampered by government iﬁierference. for they supposed
that market would produce qptimum results for the entire

world."lo

Thus, the IMF was designed to provide short term
balancq—of—payments relief and the IBRDs function was to
provide longer-term funds for investment in pr&ducti#e
endeavours. \ kord Keyﬁes appropriatsly remarked that, "fha
Bank'.éhould really be called the Fund and the Fund the

Bank}<fi

As for Bank's membership, only governments of various
countries can become its members and as already méntioned,
under the Bank’'s Articles of Agreement, "only member
countries of International Monetary Fund may be considered
for membership in the Bank."12 On this, one of the drafters

remarked, "Basically we wanted to force countries to- agres

\

10. Robert W. Oliver, Early Plans for a World Bank, p. 3.

11, Quoted in Mason and Asher, The World Bank Since Bretton
Woods, p. 1ti.

\
12, IBRD, Articles of Agreement (as amended February 16,
1989), article 11, Section 1(a),

17



to standards in the monetary fiaeld as a condition to get the

benafits of the Bank."13

The World Bank Annual‘Report 1880 states that the
IBRD is owned by governments of 152 countries.14 Thus, one
notices a sharp increase in the membership of the World Bank
from 28 at the time of its inception in 1944 to a near
universal 152 today. One mentions that IBRD; is a near
universal multilateral institution because even today a few
countries of the socialist bloc including Soviet Union are

not its members.

Purpose

Article 1 of the Articles of Agresment of the
International Bank for Reconstruction and Development lays
down the purpose of the Bank. As.the very name suggests the
Bank was established for the purpose of Reconstruction and
Development. "To assist in the reconstruction - and

development of the territories of members ...."15

The founding fathers of the Bank had thought that the

Bank would play an active role in the ‘reconstruction’ of

13. Anssl F. Luxfofd. quoted in Mason and Asher, The World
Bank Since . Bretton Woods, p. 18S. :

14, The World Bank, Annual Report, 1890, p.3.

15. IBRD, Articies of Agreement, Article 1(i), p.1.

18



waf—shatterea.European economiss. Hence, the paramount but
temporary purpose of the Bank was to reconstruct the war-
torn European economy. Thq first loans of tﬁ?,Bank, made in
1847 and amouhting to 649?-million. wore in the nature of
gamergency assistance giye# to France, Netherlands, Denmark
and Luxembourg.16 However, it was soon realized that the
demands of European reconstruction could not be met by the

éfforts of the Bank as the capital at 1ts disposal was

limited. Subsequently, o}her alternatives weré thought of
an soon the United St;té; took upon itself this
fesponsibilit; and ,announced the Marshall plan or the
European Recovery Programme (ERP) in 1948, The Bank,

thereafter turned its priorities from reconstruction to its
other major responsibility - the financing of development,
that 1is to long term financing of "productive projects in

less developed member countries in order to promote their

17

economic development. "™ Thus, the World Bank 1is a
development Bank, engaged in promoting development by
supplying long-term capital with the purpose'of financing a

variety of projects of the recipient countries which helps

in their overall economic development.

18, Mason and Asher, The World Bank Since Bretton Woods, p.
P
25. .

17. IBRD, Question and Answers, The World Bank (Washington
D.C., March 1976), p.3.

19



The Bank soon came to realize that its function as a
development agency could not be confined to just giving
development loané becauss a more important point was that
‘the applications:‘for ioans needed technical assistance.

" This became necessary particularly in the contaxt‘l of
developing countries. Its first annual report publicized
the Bank’'s own willingness to supply technical assistance in
the preparation of loan applications.18 The second annual

araport emphasized that the Bank could not supply technical
ﬁaséistance from its own staff on any large scale but that 1t
could help members select and procure private technicians.lg/

Lﬁé;hnical assistance in the World Bank consists of aid in,

developing plans, assistance in the choice of priorities

among projects, and recommendations by the staff on the

administration  of selected projects. Thus, providing

technical assistance to the developing member countrises
v

became one of the major purposes of the World Bank.

\/4%9 purpose of lending for economic development by
the Bank 1involves three major activities. The first
activity involves the (co)-financing of specific development

projects. ~ The second range of Bank activities involves

18. IBRD, First Annual Report to the Board of Governoré,
September 27, 1946, p.5.

19, IBRD, Second Annual Report to the Board of Governors,
1946-47, p. 14.
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advise by the Bank to the borrowing governments on general
and specific economic policises at macro and sectoral levels.
Finally, the third activity is to bring about studies and

reports of operations conducted.

Another purpose of the Bank is "t§ proﬁote the long
range balancad growth of international trade and maintenancs
of equilibrium in ‘the balance of paymants of member
countrias."zo " There are certain means of doing this. In
doing so the Bank makes an ovsrall assessment of the economy
of the borrower countr} aﬂd'sees to it tgétlihe project in
question is viable through:surveys._ [t insists that the
borrower meets the local expenses such as on labour and
material as far as possible. The losses caused are shared
proportionately by the members upﬁn the insistence of the
Bank.ﬁvfﬁe Articles also contains that thse Bank is to impose

‘ "__,..,.!_ \

no conditions requiring the proceeds of iti‘ Tgﬁﬁﬁg to be
4 S
R

N

1

l B i H ,

spent in territories of any particular memb§g¥ ogy)ﬁembers,
RNZ v

i.e. the Bank has promoted multilateral trade and investment

by permitting the borrower to spend the proceeds of a loan

v

in any country.

-chb other purposes that the Articles of the Bank

state, are to insure that adequate financing exists for

. \ . .
20. IBRD, Articles of Agreement, Article 1 (iii).
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"more useful and urgent projects"z1 and to pay due regard to

the effect of its operations on business conditions of its

i 22
member countries.

Organizational Structure of the Bank

Article V of the Bank's Articles of Agreement,
spocifies the organizational structure of the Bank and - also
lays down policy formulation and Executive supervision..

‘Although Article'V, Section 2(a) vests all the powers of the
.Bank in the Board of Governors (which consists of one
represontative from member country), the real power is
exercised by the Executive Difectors which is chaired by the
President of the Bank. The former meets once a year and is
a big body while the latter is a small body consisting of
twenty-two members. It has three principal functions. They

area:

(a2 "control of annual financial and operating programmes
and administrative budgets,

(b) review overall policy proposals (Bank's capital
requirements, financial policies, lending terms, sectoral

priorities), and

(c) review evaluations of completed Bank projects.
21. Ibid. Article 1(iv).
22, Ibid. Article 1(v).



The President is the chief of the operating_staff of
the Bank and conducts under the direction of the Executive

Directors, the ordinary business of the Bank.

In .appointing the b%ficers and gtaff the President
shall, subject to paramount importance of securing the
highest standards ofiefficiency and of technical coméetenca,
pay due regard to the importance of recruiting personnel on

a wide a geographical basis as possibla.z3

Decision-Making

All matters before the Bank are to be decided by a
majority of votes cast, with certain exceptions. World Bank
has weighted voting system Ilinked to the capital
contribution by the member country. The subscription of the
member government serves as the basis for vot}ng. Each
member receives an initial 250 votes and then one'voté for
gvery share of Bank stock it holds. As a consequence of
this weighted voting system the United States, Japan, FRG,
-UKA and France have a virtual vote power on all major
decisions taken in the organization, as theylare the largest

share holders today (Table 1).

23. IBRD, Articles of Agreement, Article 5, Section 5(d).
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Table-1.1

Ten Largest Shareholders of IBRD and Percent of their Voting
Pover (June 30, 1000) Expressed in thousands of US dollars.

Subscriptions Voting Pover
Nenfkr Shares Percantage  Total Amounts No. of Votes Poréﬁntage
of total of total

United States 162,523  15.85  $19,605,962 162,773 15.12

Japan 93,710 9.03 - ¢ 11,311,943 94,020 8.94

Germany Federal 72,399 .97 ¢ 8,733,852 12,649 8.75

Republic of '

United Kingdon 69,397 8.66 ¢ 7,371,707 69,647 8.47

France 55,221 5.32 ¢ 6,862,300 55,447 5.15
* Sub Total 453,316 43.65 ¢ 54,885,773 454,536 2.23

Mext Five

Netherlands 35,503 342 % 4,262,904 35,753 3.32

China 3,971 3.37 & 4,218,727 %,221 .27

§

India 31,692 3.05 ¢ 3,823,164 31,942 2.97

Haly 5,140 242 ¢ 3,032,764 25,390 2.36

Saudi Arabia 25,140 2.42 ¢ 3,082,764 25,390 2.38

Others 585, 041 56.35 ¢ 42,159,55¢ . 621,821 57.77

Sub-total .

Grand Total 1,038,357 100.00 125,262,197 1,076,367 100.00

Source: World Bank, Annual Report , 1990.
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Capital Structureg of the Bank

Subscription by member countries is the basis of the
capital of the Bank. Suﬁgcriptions by member countries are
based En sach members qusta in the International Monetary
Fund which 1is designed to reflect the country’'s economic

24
strength.‘

The Bank's capital stock is available for
subscription by'members, at one sharse eqdal to $1OO,OOO.25
The Bégk is an inter-governmental institution, but corporate
in form, all its capital stock being owned by its member

governments.

Further, the capital subscription at the time of its

inception was divided into three categories:

(1) 2% payable by member governments
(ii) 18% in local currency

(iii) B80% to be. paid in when called."6

This capital structure sought to assure that every

country - rich and poor - would participate in providing

26. IBERD, The World Bank, IDA  and lFC, Policies and
Operations, June 1971, p. 8.

25. IBRD, Articles of Agreement, Articles 1, Section 2(3).

26, IBRD, Articles of Agreegment, Article I1, Sections
5 and 7.
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éapital (the é per cent portion); it recognized that
countries temporarily impoverished and in balance-of-
payments difficulties would be able to contribute usable
capital later (the 187 por cent); -and it ambodiedl’the
expectaﬁion that the mobilization of capital from other
sources would be much more important than the use of Bank'é

own assets (the 80 per cent).z7

This: capital structure provides the Bank both with
substantial loan resources from its own paid-in-capital and

with guarantees enabling it to borrow even more sizable

resources,- mainly through the sale of Bank obligations to
investors. capital markets are the largest single source of
funds smployed by the Bank to finance its lending

operations.

It was further decided that the Bank would raiss
funds mainly by guaranteeing loans by private investors to
such needy countries and not use its own capital. However,
when it could not gat private capital on reasonable terms,
then it would use its own capital tovfinancar projects for
productive éurpo%es. This the Bank would‘do by selling 1its
own securities in the capital market, The Articles of

Agreement of the Bank clearly state that the purpose of the

A\ .
27. Mason and Asher, The World Bank Since Bretton Woods, P-
105,

)
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Bank is "to promote private foreign investment by means of
guarantees'or participations in loans and other investments
-made by private investors."zb' Indeed, it 1S one of the
unique features of the Bank that, valthough it 1is an
inter-governmental organisation, it mainly relies upon
private investors for its financial resources.29 The
borrower may be a member government, a State, 3 business
set-up, but if the borrower is qther than the government,
the loan &gstﬁbe guaranteed by the member government in
whose territory the project is related.

Worlid Bank’s President and His
Role in Influencing Policies

World Bank's President has emerged as a powserful

executive over the decades of its existence. The first
President of 'the World Bank - Eugene Meyer - resigned six
months after being named President. During his

presidentship, he was confronted by a strong Board of
Directors, led by the young well—informedA enegrgetic and.
ambitious U.S. Executive Director. Much of his time and
energy was spent in béttling with the board for Ieadership

of the institution. He was naive to the balance-of-payments

28. IBRD, Articles of Agreement, Article 1(ii).

29. 1BRD, The World Bank, IDA and lFC, Policies and
Opgrations, (June 1969, Washington D.C.), p.3.
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crisis, foreign exchange versus local currency requirements,
and some of the other unprecedented problems that would have

to be dealt with by the Bank.

Another of Meyers' preoccupation was s?unding out the
private capital market on raising money for £ha Bank. 1t
was garlier assumed that tﬁe Bank would operats _ by
guaranteeing securities issued by others rather than issuing
bonds of its own but befors the.end of 1846, the Bank -

decided to give priority to issuing its own securities.

The principal frustration of the Bank's firét
President was his feeling of having responsibility without
authority, of having to battis the U.S. led directors for
stewardship of the institution and before any private
capital had been raised on loan applications, he resigned as

the President, sffective December 18, 1946.

The second President, John J. McCloy, made a
"strengthening of the President's role vis-a-vis that of the
exgcutivs directorsﬂ a condition of écceptance of his job.
He brought with him Robert L. Garner as Vice-President and
Eugene R. Black as the Executive Dirsctor. "When McCloy,
Black and Garner took over, the Bank was at itsvlowast ébb,
its reputation considerably tarnishéd, its accomplishments

nil, and its problems mounting because of the worsening



economid sitﬁatidn of Western Eurdpa."ao Under new
guidance, vthe éank was rescued from its shape of suspended
animation. ft sold its first bonds and made its first loan?“
for -the purpose of European reconstructipn. Soon the Bank
withdrew from reconstruction field anq‘mada its first loan
to a developing member country. A Press release stated
that, “tﬁa reconstruction phase of the Bank's activity is
largely over‘;1 and "the»dévelopment phase ... is under

w31
way.

World Bank and the United Nations

During McCloy's Presidency, tﬁe Bank, in addition to
tightening its internal organizational structure, completed
an agreement'formalizing its relationship with the United
Nations (UN); although, initially the Bank was very fearful
of becoming a speciaiizad agency of the UN, it apprehended
that the UN woﬁld subject /it to' undegsirable political
control or influence and hurt its credit rating - in Wall
Stfeet, despite the government guarantee behind‘its bonds.
There were differences of vieﬁ between the gxacutive
directors and the ;anagement as to which should run the

Bank, thay were unanimous that no encroachments from outside

should be allowed. On November 15, 1947, the Bank became a
X -

30. Mason and Ash%r, The World Bank Since Bretton Woods,
p.49.

31. Ibid., pp. 60-61.
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specialized agency of the United Nations along with the

Fund.V/However. the text of the draft agreement emphasized
——
the -independence of the Bank from the UN as seen 1n the
following "by rea3son ontha nature of its international

responsibilitias and the terms of its Articles of Agreement,

the Bank is, and is required to function, as an independent

<

international organization.™

Under the presidency of Eugene Black, the Bank’'s

third President, who served for thirteen years of the Bank's

life, .thef Bank became active in achieving 1its objectivae.
Under him the Bank achigved internal harmony which was
essential to external effectiveness. When he took over as

the President on July 1, 1949, it was clesar that by then the
medium term job of f;nancihg post~-war reconstruction was
‘beyond the capabilities of the Bank and it was not yet clear
what the International Bank for Reconstruction and
Debelopment would be able to do in fulfillment of its other
principal function - the long term task of financing
development., . Under his presidentship, the Bank grew
steadily in size, scops and understanding of the development

process as will be seen later in Chapter II.

A major organizational change took place in the Bank

32. Quoted in Mason and Asher, The World Bank Since Bretton
Woods, p.58.
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in the year 1952. Earlier, all staff members responsible

for relations with member countries and for negotiating

"loans, and most of the technical and financial staff
responsible for wevaluating projects;, were in the .Loan
Departmgnt. The Loan Departmentv also included some
economists, usually those specializing in particula£
countpies. Most economists, whethér sngaged in assessing
the cred%t—worthiness‘ ~of member | countries, studying

commodity pfoblams, or doing general economic rgsearch wore
in .the Economic Department. A loan;‘dqcision required a
favourable = judgment .by the Loan Department on the
engineering, technical and finanéial aspects of ths project
and a green signal from the Economic Department on the
credit-worthiness of a borrowing country. 'Uith the
expansion of operations in developing countries and lack of
harmonious ralations between the loan officers and tﬁe
economists it was evident that organizational changes be
made and in 1852, it was decided thaf Area Departments were
- an absolute necessity. Hence the parsonnef of the Loan and
the Economic Departments were redistributed among three Area
Departments; which were set up on a reg}onal basis (and
later increased to more than three), a Technical Operations
Department (which later became the Projects Departments),
and an Economic Staff. After this reorganization,

\ .
operational responsibility for technical assistance was
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assigned to the Area Departm€nts. but the  tschnical
assistance and liaison staff retained a responsibility for
regcruiting personnel and advising the Area Departments on

technical assistance policies.

Another landmark achieved during Eugene Black's
presidency was the establishment of the Economic Development
Institute (EDI) in 1955, whose function is to offer

technical assistance to developing countries.’

The two principal "affiliateé" of the World - Bank -
the International Finance Corporation (IFC), was established
in ~1556 to enable private enterprises in developing
countries to borrowr from the Bank without the intervention
or participation by their governments-and the International
Development Association (IDA) was set up in 1960 with a visw
to providing concessional aid to the low-income developing
countries. The latter was established wunder the Bank
despite pressures in the UN to establish separate capital

fund to help developing countries.

During the latter part of his presidency, Black

played a key role in establishing the India and Pakistan
consortia and the developing countries were provided with
Ipans and technical assistance for economic development.

\‘\
George Woods, the Banks fourth President during his

\
]
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tenure broadened the Banks efforts by -

(al 'providing finance in increasingly flexible ways;

(b) furnishing technical and planning assistancaﬁ; to

member countrigs;

(c) building up local institutionlto mobilize and channel
_capital for productive purposes;

(d) Forming fnternational consultative group to co-

ordinate the provision of external aid. >3

Economic and technical assisiénqe was expanded to
developiﬁg ~countries and new areas of develppmant, such as
agriculture and education werse gfven increasing emphasis and
f inanced. \/ff;o. the third affiliate, the International
Centre for Settlement of Investment Disputes (ICSID) was
established in 1966, with the objective of promotion of
favourable invéétment environment in the developing
countries through the settlement of investment disputes

among the member countries of the Bank.

The year McNamara took over as the President of the
World Bank he'regliied that drastic changes had to be made
in fhe policy structuré so as to achieve the goal of
development in the developing countries, as he put it, "The
character of international life in the next century - for

A\

33. IBRD-1DA, Annual Report, 1963-64, Washington, D.C.,
p.6.
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rich and poor nations alike - will depend largely on the

success of development effort.34

McNamara, thué; from the very beginning realized that

'ﬁﬁére was need to bring about drastic changes. Development

to him meant dealing in terms of tackling poverty under

whose ¢grip millions of people (nearly 40 per cent of the
total population of the developing countries live). For him
aggessing deQalopment in economic and statistical terms had
n;a.méaning until or unless the conditions of the poor in
these countries is improved. Development meant dealing
directly with serious probiems 'Quch asr malnutrition,
disease, illiteracy,.unemployment and increasing population
- which are a common feature and seriously affects the
development process in these developing countries. \ Also, he
remarked, "if development cannot change ths existing
situatipn, development will have failed."85 ‘" He insisted
that greater priority was to be given to growth targets in
tatms of nutrition, housing, literacy and employmént, even
if this meant reducing the pace of‘advance in certain narrow
and highly privileged sectors of the economy where benefits

accrue only to few.

34. Robert S. McNamara, One Hundred C&untrigs; Two Billion
People The Dimensions of DevelSpment, (Prasger: New
York, 1973), p.8.

35. Ibid., p.8.
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In _aqtumn 1968, six months after he took office as
President, he announced that in the next five years the
Bank's lending would bg doubled than what it had beeqiin the
pfecading five year. Not only was the target achieQéd but
it wvery much surpassed it. Duriﬂé the first five years 'of
his presidency, the Bank's lending totaled nearly as much as

it had lent since it began operations in 1947.

Adso, the Bank witnessed a geographical shift in 1its
lending operétions under McNamar?a During the first‘ two
decades of lending, @Qch importance‘wé; given to Asia by the
Bank.\/Hé strossed tﬁ#t, Latin America and Africa were to be
given importance in the next five years. Also, countries
such as Indonesia. and United Arab Republic werse to be

extended Bank's assistance.

Lﬁ%ird ﬁéjor change that was witnessed was a shift in
the sectoral allocation of funds. McNamara emphasized that,
sducation, population planning and agricultural sectors

o

needed improvement drastically.

The diversification in the Bank’s lending certainly
aid_not mean that the traditional projebts for sectors such
as powser, high—wayé. agriculture were dropped. In fact,
McNamara pointed out that "there was a new target for

lending to ag&iculture: an increase of 40% in real terms for
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‘the nextffive yeau*s.":36

Thus, it was an era characterized by two major
changes: a vast expansion in the flow of financial resources
and a significant re-orientation in the kinds of projects

these resources financed.

The 19705 also witnessed an increase in development
lending Byvthe World Bénk under McNamara. Also, there was a
shift in emphasis of its lending criteria it became an
exponent of developmé%t_;financing. Finally, the Bank
combines . the role of a multilateral public development
institution with ihat of an investment agency dependent_:on
different capital markets, looking after the interests of

both the creditor as well as borrower interests.

Thus, wunder President Black, Woods and McNamara the
_Bank had flourished, launched the affiliates, th;t account
for the name “Uorkd Bank Group"™ and has taken other steps
towardsﬁb{ﬁgnsforming itself from financier of the foreign

exchange costs of loanable projects to development financing

ingtitution, a term not used during the Bank's early yearé.

In the course of its institutional evolution the

World Bank has wundergone an important evolution of its

\ .
36. Robert S. McNamara, 1973, p.25.
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fﬁhctions. becoming a major source of technical aid to
developing countries in addition to its. traditional function
of financing dsvelopment. It élso assumed the role of a
léading pilet agency for designfhg development -s{gategies
and coordinating international development aid. Iin_ doing
50, it deploys 1its own financiné? instruments and its
"developmentv expertise™ as a "catalyst". This catalytic
fupction of the World Bank acquired vital importance during
the 19880s, especially’ since 1the outbreak of the

international ‘debt crisis.

In the year 1981, McNamara was succeeded by A.W.

Clausen. Unlike his predecessor, Clausen did not find
'poverty alleViationlas the major objective of the Bank. it
may be noted that Clausen was é banker (unlike his
predecessor but like every prévious.President). Being a
banker, he «could not relate himself to the task of
devalopmeét as identical as poverty alleviation. He

approached the matter qufte differehtly and was of the view
that deyeloping countries could benefit if the world economy
grew since in the garly eighties, the world economy was
under recession. bﬂgﬁamphasized on "macro conditionality"”

and designed "packages of projects that were tied to such

conditionality. In his view, right set of country policies
arse an essgntial ingredient for meaningful poverty
alleviation. He also placed great emphasis on the problems

37



of sub-Saharan Africa and urged a doubling of aid to the

. . 37
poorest African countries.

-

Further, he considered that development can be mofe
gfficient and dynamic if priyate sector is free to operate.
Clausen expressed his belief that, "those countries have
demonstrated the bestl economic performance that have
encouragsad theirNgiiiiﬁgﬂgggﬁgiffﬁaa Also under hinm Bank
activities such as co-financing, structﬁral-édjustment aga
sectoral adjustment gained importance as will be seen 1in

Chapter 111.

Clausen was succeeded by Barber B. Connabls. He
found that the World Bank organization was very unwieldy.
Hence, he wundertook the raorganizatidﬁ of thé World Bank
Secretariat by reducing the Bank's staff. He, however,
tried to combine other objectives of the Bank with .the
poverty alleviation. In one of his recent addresses he has
stated that, "The development agenda for the 1880s must be
to harness growth and use resoufces éreatively, 50 as to

improve the quality of life everywhere. This is the real

37. A.W. Clausen, Global Independence in the 1980s, Address
to the Yamiuri International Ecowomic Society (Tokyo:
January 13, 1882), p.14.

38. A.W. Clausen, Address to the Brookings Institution,

Seminar on the Future Role of the World Bank
(Washington, D.C.: January 7, 1982), p.4.
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challeng9 -6f development and the central task of the World
Bank and its partners particularly the governments of

developing nations."39

During his pres;dency, the Multilateral Investment
Guarantee Agency (MIGA) under the World Bank Group was
established 1in the year 1988. MIGA is expected to promote
fofeign Qirect investment in the developing countries.
Hence, it provides not only information, technical
assistance but also investment guarantee for non-commercial

risks of the investors.

Under Connasfe, the World Bank became more involved in
debt solution as weli as development. He perceived that,
"The development needs of the 1990s will be enormous, to
overcome stagnation in Africa, to move beyond debt paralysis
in Latin America and elsewhere, to offer growfh and hope to
Asia’s hundreds of millions of poor people, to assist reform
and renewal in countriés moving away from centrally planned
economises, and to reverse the dsgradation of developing

. : 40
countries natural resources.”

N

39. Barber B. Connable, Address to the Board of Governors,

(Washington, D.C.: September 26, 1989), p.G.
\ 3

40. Ibid.
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CHAPTER - 11

LENDING POLICIES OF THE WORLD BANK:
AN OVERVIEW

Over the four and half decadss of 1ts existence, the

World Bank has emerged as the most important ‘multilateral

institution providing long-term development finance to
develbping countriss. Over the years, it has devised a.
number of lending instruments to meet its needs. It has

diversified its targets not only in terhsvof objectives but
alsb in terms of sectors and countries. Thus, its lending
operations have been extremely comprehensive. !n the
following pages a study of the gtodth and diversification of

activities till 1980 is made.

Reconstruction Lending

The second World War had caused immense destruction
in the European territories and such destruction .took its
toll on the economic front as woll. Though the Articles
requirsed the Bank to give Tequitable ‘consfderation to
projects for devélopment and projects of reéonstruction

alike"l. the immediate but temporary task of the Bank was to

\\

1. IBRD, Articles of Agreement, Articlse Ili, Section
1(a).
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reconstruct the war-torn European economy as it was a
necessary prerequisite for the post war functioning of the

world economy.

The problems of European reconstruction were far
greater and coﬁplex than enQisaged by the architects of the
Bank. The economic difficulties such as improper trade,
physical deétruction, the industrial and governmsental
problems ihcreased”because of unforeseen political conflicts
in Europe. The taskv involved reha@jlitation and
reconstruction of entirse natiSnal economies ana not just

rebuilding of individual productive facilitises.

The war damaged nations of Europe required the Bank
to help them in the reconstruction work by supporting them
in their rebuilding activities, help them in the restoration
of physical structures, to work towards improving their
production which woufd gventually lead to the improvement

in the trade among all the members.

fhe concept of Bfetton Woods had been that the
relief needs of Europe after the war would be met through
the donations by the United Nations Relief and
Rehabilitation AdministrationA (UNRRA); and the external
financing needed for more permanent recovery programmes, té
the extent that it Sould not be furnished from other

sources, was to be supplied by loans from the Bank.
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 §§00very was conceived primarily in terms of the rebuilding
of factories, mines, railroads and other spacific
facilitias.z The focus of attenﬁion was thus mainly on the
réstoration-of-pra-war situationg; whereas the requirements

of war devastated Europe were far greater than anticipated

and demanding greater urgency. Europe, during this
transitional phase required dollar-aid for importing three
‘basic essentials for European recovery - food, fuel and raw

materials which would help 1increass in production and
ultimately sélvs;the problem of trade disruptions. Europe
‘requiring American dollars for reconstruction purposes

reflected -

1. that the rest of the worid is not yet producing

gnough to enable it to obtain the necessary goods

“and services through domestic production and normal
international trade channels;

2. tgat consequently these goods and services are being

purchased in lérge part‘ in the United States

- because, with its immense productive mechanism

intact, the United States is dne of thse faw

countries, ~ and certainly by far the most important

ong, able to supply such goods and services; and

SN}

. IBRD, The International Bank for Reconstruction and
Development, 1946-53, (The John Hopkins Press:
Baltimore, 1954), p.B.
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3. that procurement in the United States reqUirés

dollars.”

In the early phase of European reconstruction, the
World Bank gave very crucial';loans to four European
wcountries whose economies were badly damagea because of
devastations caused by the war and also dus to lack of

American dollars.

In May 1847, the Bank made its firét loan amounting
to %250 million to a French semi-public corppration, the
"Credit National"™. The loan was guaranteed by the French
government, . and was required to meet the cost of importing
equipﬁent and material for the purpose of reconstruction and

modernization of French industry.

In August of the same year, the Bank gave a loan of
$195 million to Netherlands. The proceeds of the loan werse
to f{nance reconstruction of productive facilities in
Netherlands homeland.

Dufing the same time Denmark was ¢granted $40
million, to assist Danish Qconomic recovery by financing\the

import, during 18547-48 of gssential capital goods and raw

3. IBRD, Segcond Annual Report to the Board\' of
Governors, 1947, p.B.
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" materials, such as agricultural and textile machinery,

hachiné' tools, trucks, steel, textile fibres, non-ferrous

metals and chemicals.

The fourth counfry to receivevgénk assistance was
Luxembourg, which waé granted $12 million, to finance the
purchase of squipment for the Luxembourg stéel industry and

of rolling stock of its railways.

These loans were made for the "general purpose” of
financing & variety of essential imports to bse made

axclusively from the United States, in a variety of sectors

such as - manufacturing, agriculturs, transport and electric
POwWSar. They were either in the form of raw materials -
petrolsum, cotton, coal and lumber - or in the form of
finished goods - factory and farm machinery, railways

locomotives, ships and structural steel.

In tha‘ third annual report to the Board of
Governors, the Bank stated that the loans it granted to
these four European countries during 1947, while, providing

6ply a partial solution toAEurope's problems, helped +to

pfevent 3 disastrous drop in production and possible

\

gconomic collapse by permitting the borrowing countries to

\

sustain for a time the necessary volume of imports.

pes

4, IBRD, Third Annual Report to the Board of Governors,
1947-48.
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Nearly half of the total of Bank’'s lending at that
time was fécilitated towards this type of lending. All the
ma. jor sectors such as aggiculture, industry and sexports
witnessed a marked growth.iglt helped France to maintain its
economid. activity in the agriculture, industry, transport
and eﬁbloyment sectors. Denmark recoversed in agriculture,
industry and eaxports while Luxembourg in stegl and
Netherlands in agriculture and industrial outputs. M?Tﬁﬁs,
these lgans, thoygh not fully but partially helped these
Europeagzggz;tries to increase production and thereby helped

in their sconomic recovery.

» The Bank in the year 1947-46 leﬁt'a total of $497
million ﬁowards reconstruction effort, but soon realized
that the demands of European reconstruction could not be met
by the Bank as the capital at its disposal was limited and
secondly, lthe war devastated countries in the Bank's
tefminology were not in a "credit worthy"™ position, i.e.
prospects of beiné able to répay wee bleak.! Subsequenﬂly,
other alternatives were thought of and' soon the United
States took upon itself the responsibility ;nd announced the
Marshall Plah or the Europesan Recovery programme (ERP) in

the year 1948,

i In his spesech initiating the Marshall =~ Plan,

Secretary  of State, George C. Marshall said, "the
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rehabilitatibn of the economic-structuré of - Europe quite
evidently will require a much longer time and greater effort’

than had been fobeseen."s

The Bank gave its full support to the European
" Recovery Progfamme and at the same tiﬁe méde it clear - #ﬁat
tﬁé Bank's Eur§péan operations for the next few years would
necessarily be conditioned by deVeloéments_‘in connection
with the European Recovet; Progrémme.S\\Also,.ft stated that
£h9re was a Ereal need for Bank finahéing in Europs Qﬁ
additiénlto the financial assistance made available througg
the European Recovery Prqgramme.7 Hencse, théaBank continued
lending to European countries, though on a much smaller

scals.

One criticism that is leveled against‘ these
reconstruction loans that were made by\éhe Bank is that the .
Bank ddring 1847-48 gave extra imporfanpe to reconstruction

needs of these four European countries and consequently

neglected the devélopmental needs of its wunderdeveloped
5. Quoted in Robert Solomon, The International Monetary
System 1945-1981, (Harper and Row, New York, 1982),
p-10.
6. IBRD, Third Annual Report to the Board of Governors,
: 1948. : ‘
\
7. lbid. '
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ﬁambertéouﬁtfies. The Bank, however, justified its stind.by
stating that é speedy Euroéean economic reCo{éry will
indirectly help deveioping economies in their devéiépnental
~plans - by being im a positidn‘ia provide them with goods,
equipment and | technical ékills and the desigﬁi. of
lhternational JMonetary  Systé§ envisaged at Bretton Woods
could% not Pe fulIyAimplamented. until European economies

‘achievad recovery from devastation of war.
Development Lgﬁding

The Uniﬁed States 6f America took over the task of
reéonst;uction of Europe through the European Recovery
Programme as has already beeﬁ mentioned and this allowed the -
World Bank to divert its attention to the task of
‘development gof the develoéing countries. Hence-forth the
primary taqk was to finance development projects iﬁ Latin
America, Asia, Africa and the Middle East..fhrough long-term
capital whiph_would help to develop their overall 'economy.

However, it continued to lend to certain European countries

and Austral ia.

In the beginning, such development loans were given
for what is known as "inffastructqre projects™ or those
wﬁich constitute the ﬁackbone of én economy ;uch as @electric
power, transﬁortation and agriculture. Emphasis was laid on

fostering development by utilizing the human and
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tecgnological-rqsourcas Lhat was aiready available in these '
countries. In sssence, such endeavours of the Bank was to
have twno outcomes. Firstly, it would help to raise tbe
standards of %&ving of recipient countries, and secondly, it
would eventually lsad to increasing world trads. "For 1in
the very magnitude of the davelopmeht potentialities of

these nations lies the best hope of the world for greater

sconomic well-being.in the.futura."a
Before going into the why and how of lending
policies, it would be important to see whey the above

mentioned countries are termed underdeveloped and what

characterizes under-development? Essentially, under-
development can be attributed to a major‘weakness i.8. low
productivity which in turn leads to a low standard of
living. ..

Hence, it.was obvious that the World Bank, which had
embarked on the path of development, wouid seek -ways and
means to remedy this weakness. .The first and major obstacle

in the path of development of these countries 1s the acute

shortage of capital both foreign as well as local. It 1s

known that capital has a many-fold importance, for buying

equipment, infrastructure, for training of workers, to set
\ .

8. I1BRD, Second Annual Report to the Board of

Governors, 1947,
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QPA houses, transportation, public utilities etc. To start
with capital has to come from external sources, but since it
is not very reliable what is actually needed to be done is
to get local capitai and to give the‘foreign capital a3 role
of Jjust supplemeﬁiing it. To attract f?reign capital the
developing counifies must have some favourable conditions.

A numbsr of them did not have such conditions.

In many cases excessive defaults by debtor nations.
.was a major obsiac{a to the flow of «credit since debt
repaxment went beyond‘a nation’'s capacity to repay. In such
situations credit could cbme in oniy when thse crad?tors were
convinced that a financial reform would be undertaken. ‘This
would mean a stroné budgetary as well as monetary policies
which while increasing production curb inflationary

tendencies. The Bank was to help do this as well.

In adéition, free flow of private capital could come
about on the assurance that the recipienﬁs would prevent
such capital from "inequitable and restrictive legisiation.”
However, ét this point it must be said that 'Cap;tal both

foreign and domestic are always subjected to regulation in

keeping with the policies that a country follows. This 1is
doner so as to protect itself from political or economic
exploitatioq as have happened in the past. Risk capiial,
contrary to loan capital, is not given without assﬁrance of
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fair and equitable treatment and of reasconable returné_ on

investment.

Despite the Bank having visualized.a few steps to
ensure flow.of foreign capital to the less well developed
sreas, there 1is no suggestidn’thai ail steps must bé
cémpleted before caéital actually flows in. The Bank may
help a borrowing country by lending if it fulfills éome
requirements which .uill enable vthe bogfower to become

craedit-worthy.

Shorggge of technical and managerial personnel is
the secpnd,'obstacle. It applies to every aspect of the
economy i.e, public administration, agriculture and

"industry, as it is a major impediment in acdnomic "progress.
Hence, the only remedy is to séek help from foreign business
enterprises, who along with capital provide techhiéal
assistance and help build up a workforce of ékigled

personnel. To overcome this shortcoming, the Bank actively

participates in formulating plans.

Thirdly, there is the aspect of economic instability
which is seen in the high inflation that these economies are
facing. War, improper fiscal and monetary policies are some

of the reasons.

\
\ . \
Fourthly, there is the absence of a general pattern
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of development, In such a8 situation it becomes extremsly

difficult to assess what needs priority and what is in short

supply.

Fifthly, illiteracy and low level of seducation 1is
rampant in most devéloping countries. Therefore anything to
do with development in the modern world 1is difficult to

impart;._For example, standard of living would improve only

when per capita income increases. Finalily, and sequally
important is the fack; of political stability in such

countries. Investment patterns will be influenced by such

factors as well.

From the abové analysis it can be noted that monsy
or capital apart from other factors go téwards furthering
development. For the Bank, expansion of production can come
about only through welf—planned projects, and moderate flow

|
of funds. This 1is how the Bank helps its members to
approach development, but loans.ara advanced only when it is

By

conQinced that the recipient is credit-worthy.

Developmental Projects

When the Bank at the very outset, said that it wouid

f inance only those projects which lead to balanced
\Hevalopment,itr was indeed spelling out the general pattern
of development of the economy concerned. All facets of the
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country i.e.. natural resources, - location, climate,
population and financial and administrative sources were to

be taken into consideration.

Agricultural production was a major concern.. It
financed modern machinery, diversification of crops and
modern methods of farming. This would help to increase

domestic consumption and exports.

The " Bank also finances the establishment or
sxpansion of appropriate manufacturing and proc%ssgng
industries. Among such industries importance is . laid on

consumer goods and processing industries, due to lesser
capital - involved and the potential to - tap existing
resources. As a;reéult, heavy industries follow a close

second piiority with the Bank.

Nearly two-thirds of the capital available for
. N §
developing countries are invested in order to develop

transportation, communication, port development, power
projects, water and sewage systems and other public
utilities. In addition investmept is also made on less

directly productive purposes such as technical training,

education, nutrition and medical programﬁes.

N/Eégentially then, some of the broad principles which
\

guide the Bank development lendiné'policies aretés follows:



First, only those projects which are ''strategic' or
viable sconomically which will have no problems to
production by increass output, merit investment. Secondly,
investment should not only develop a country'f economy but
must in the ultimate analysis go towards bettering world
trade as well.. Thirdly, the Bank's Articles of Agreement
provide that "the most useful and urgent projects, large and
small alike™, must be:dealf with first.g ‘Finally, the Bank
loans must be confined to.projacts for which financing
through private or other chanﬁels is not évéilable on

reasonable terms.

‘Technical Assistance

As mentioned earlier, the Bank may be called upon to
help in providing technical assistance whereby skilled
workforce is produced to apply modern tecﬁnology to

|
production. This may entail the Bank to participate in thse
formulation of these countries' plans. Technical assistaﬁce

is arranged for by the Bank and it does so by arranging

independent consultants and private enterprise.

Whilie hélping recipient countries to frame policies

Bank has to however take care not to interfere with their

9. IBRD, Articles of Agreement, Article 1 (iv).
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- internal affairs or go too much into the details of
programmes. V/( may be mentioned here ‘that the Articles
specify that the operations of the Bank is to be governedfg

. 10

conly by economic conditions rather than pg!itical. This

is sought to be avoided by the following approaches.

\/;irétl}. the: Bank accébts t§ make a broad
»investigation inﬁo the\shoftébmings'and deQelopment needs of
a couﬁtfy only on request. Secondly. the“ Bank ehcpurages
member éountries to make'é.survey of devefﬁémént potential
and to chalg out prioritiqswin which projects are to be
under taken. Thirdly, the Bank adviseé on.a proper path of
development rwithout however. trying to impose a programme.
It dOesufhe same on improving the finaﬁcial structure of a
country. Fourthly, apart»for its own genéral assistance it
provides experts for various fieldé such as agricuiture,
finance and taxation to provide assistance. Lastly, while
the programme is actually functioning, if keep# in-‘touch
with the respective govarnment to gef a feedback. of the

progress made and problems facing it)

N\

Stimulation of Investment
from other sources

Apart from the Bank’s direct assistance, the
\
10. IBRD, Articles of Agreement, Article 1V, Section 10.
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development of a raspectjveicountry is~1aréély'dépéédent oni
itself, 1i.e., the conditions existiné and"the resources,
both physicél and financial, that it can muster locally as
well as _internationally. :.Tﬁare_ are cases where local
resources are availgblé bﬁg due to improper financiaf
policies they are not channeled to development Qrieﬁted
activities. Although the Bank .can vhelp to stabiiize'
conditions and policies in - the gqmber\\ counfry, ‘the
vinitiative' rests lgrgely witﬁ the recipient mgmbef country

itself.

Vgank also actively participatés in providiﬁg foreign
"direct 'investment?/ In order that there is an wunhindered
flow of private capital, the Bank _éndeaVours -to braate-
certain necessary-cohditionsbthat mus t bé,mét by the meﬁber
Epuntry. The finéncial and monetary mechanism must rprombte
efficiency in industry and agriculture, restrictions on the

:
flow of capital must be elihinated and tﬁere must be a
general finagcial stability. Where found to be extremely
viable, the Bank campaigﬁs for the projécté to private
investors. Ig._also goes to the extent of wusing its

guarantee powers to take the risks of loans made.

Finally, the Bank makes efforts to . encourage
following - of those principles -and pranices which are

acceptable to capital exporting as well as capital importfng
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couﬁtfieé, ‘\74; seems‘clagr tﬁat the real measure of the
Bank's . effectivéness will Se. no£ ;o>much the number or
amount of its loans and guarantess, signifiéant as they m%y
be, but rather ifs success in influencipg aititudes in-
promoting a realigtic. éonstrq?tive approach to development.
érqbléms on the part of its members and in fostering a great
degree of confidenca among inVestors;ff; |
.Thus the Uorld,Baﬁk is a development ﬁahk, engaged
in proﬁoting development by supplying fong-term capiial with..
the pufpdsa of financing a variety ofl'projécts of the-
recipient countries which will help inv:tﬁéir economic
development and providing necessary technical support to

achieve their development objective.

The first development loan aﬁ0unting to $16 millioﬁ,
to a develpping country was made in Maféhv1948, to Chile.
It° was made to support power deveiopmen} and promote food
production. Power expansion was given a high priority by
tﬁe Chilean government becauss develo;ment of cheap
hydroelectric power was considered basic to the expansion of

industry and improvement of agriculturef

The total of $16 million was in the form of two

11, . IBRD, Third Annual Reéort to the Board of Governors,
1947-48. :
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loans and both were guarantesd by the Government of Chile
and were made only after a settlement - had been reachsd
between Chile and its foreign bondholdsrs over pre-worid Uaf
11 bond 1issues .which made Chile «credit-worthy 1in thé-

international investment circles.

In January 1848, .the Bank - granted two loans
totaling 34.1 miliion to agencies‘pf Maxican government for
2lectric  power develoément, guaranteed V by Mexican
Government. The first loan of $24.1 million was made té,
finance the purchase of squipment for completing new power
generating stations and transmission lines-by the Federal
Electricity Commission. The second loan of $%10 million was
made to an official financial institution to enable both to
finance a loan to the Mexican Light and Power ~company for
part of the cost of equipment neede& in carrying out a
programme for the expansion of elactfic;power generating and

distributing facilities.

The third development loan was of §75 million,
granted by the Bank to the Brazilian , Traction Light and
Fower Company Ltd., a Caﬁad;an Corporation to finance most
of the foreign exchange costs of the hydroelectric power and
telephone facilities of the company’s Brazilian subsidies.

The loan was guarantsd by the United States of Brazil.

The Bank made a3 small loan of 5 million to Mexico



for tﬁe'importation of agﬁicultural m;ch{nery;' Al;o, in the
late 19505' the Baﬁk approved ﬁwo sm;Jler power loans. The
first a $3.53 million loan for power development_ and ths
sacond was a $2.6 million loan, again for power development

in early 1951, a1%16.5 million was granted for highwéyﬂ' 

construction and rehabilitation.

India was a major recipient of éank's development
lending in the aa:ly yaars.of the ' Bank's lending. The
Bank's first Asian loan - to India in 1949 Qas just for
railway rehabilitation. The proceeds of the.$32;8 million
loan were used for importing railQay locomqti;es, sparse
bodies. and miscellaneous -spare parts. It was a high-
priority projeét of the ;ndian Goverhment s0 as.to fimprove

efficiency of national railways.

Another loan of $75 million was fB} the purpose of
importation of agricultural machinery Qeeded. to clear
reclamation of large tracts of land in central India which
would help in the production of foodgrains. The third loan
to India also made in the ysar 1949, was a $18.5 million for
the purpose of power development prosect.\ It was- a first
step in a lafge scheme for deﬁélbping the Damodar Valley of
Eastern India. Another loan of $19.5 million was given by
the Bank for projects within the plan, \fuch as 'elsectric

power development, flood control and irrigation. This was
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for the second ﬁhase of Damod#r Va{ley Development.

. A élose analysis of:the ea;ly development lending by
the Bank reveals that tﬂ%se loans to the developing
céuntrié§ ;w9ra overwhermingiy concentrated in the areas of
power ‘;na transportation. Bank loans Aduring' the = years
immediaﬁély following four rebonstruction loéng were
predominantly. for power development._Tranfportation sector
was the second highest receiver of the Bank's finances.
AgricultUFQ,was tﬂe’third majﬁf recipient. Thus,bthe loans
ware mad;‘fa; public entities - power and transppftatioﬁ -
supporiing development programmes covering an entire country
or region. By the end of fiscal 1952,:§.Vtotal of $391
.million was lent to power sector, whereas transportation
reéeivéd $179 million and agriéulturé received a total of
$128 million,

\/ﬁ; ‘agreement is reached between the Bank and the
borro;er a5 to how the capital is to be utilized, when a
loan is sanctioned bhly after ihe satisfaction of the Bank.
Under the. Articles of Agreement the Bank is required £o
"make arrangem;nts to ensure that theAproceeds of any 'loan
are wused only for .the purpose for which the loan was
granted, witﬁ due attention to considerations of sconomy and

12

efficiency.

12, {BRD, Articles of Agregment, Article 11, Section
5 (b)y.
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\Before making a loan, the Bank ensures that the

following ~ conditions are fulfilled after a thorough
investigation. They are, theﬁeconomic condition of the
country  including the foreign exchange that it has,

.viability;iqf the projects to be financed, ability of the
borrower to complete the project to raise local capital to
. meet local costs and needs that the project will meet when
~§omp{9ted. The loans, however, are given only when the

borrower giﬁés Hevidenée that thé money will be spent in
vAaccordance w;thn the agreement. Finally, the Bank gets
regular ~reports régarding the progress of"QOfk and also

sonds its representatives for an on the spo£ éppréisal.

'\/ﬁank has also a programme of assisting developing
countries through general survey mission - a group of
sxperts, espaciélly orgaﬁised to make a first hand study of
a country's resources and formulate recommendations designed

to serve as the basis of a long term development programme.

A similar type of assistance is the special survey
mission - organised to make a first hand study of a
particular sector of a country’'s economy and make

recommendations for its development.

In addition to these, the Bank also gives assistarice
by providing staff members and nominating experts to advise

on programming development and in working out specific
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deveiopment problems in various sectors.

However, the most inﬁovafiohal activity of the Bank
in the early years of its lending was the establighment of
Develoﬁment .Finance Companies, also known as Pévalopment
Banks or Develophegt Corporétioﬁs iﬁ developing( countries.
They Qere to play a par@icularly valuable'. part in
stimulating the grﬁwth of private enterprises in :developing
countrias. ‘Tﬁése inégitutigns are. designed to provide .
mediu; and long-term loans and éqﬁity capital for%indpstrial

~and other private productive ventures.!

1. Credit Worthiness and Repayment Prospects

Unaer‘the provisibn of the‘Artiéles of Ag;éement "In
making or guaranteeing a loan, the Bank shall pay due regard
to the prospects that the borrower, ;hd if the borrower is
ﬁot a member, that thakguarantor will be in a position to
meet its obligation under th; loan.™ The Article further
~enjoin the Bank to act "prudentiy” in the interests both of
the particular”membar in whose-territorias the project is

located and of member as a wh‘ole.l3

Judging tﬁe credit-worthiness of the borrowing

13. IBRD, Articles of Agkeement, Article Ill, Section
4(V),
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country is an important prerequisite to the granting of a
loan by the Bank. In doipg so the Bank takes into account
various economic consider%tions of the country concefned.
The Baﬁktmakes a thorough gﬁudy of agriculfural. industrial
and @iGQral resources available in the country. The state
_pf iéé» external trade, balance of payment poSiiion and
conditions of its internal finance particularly its budget

and currency position are also taken into consideration.

i

%&he}country's attitude towards its foreign debt is
also an important consideration towards judging a borrower
as credit wofthy. A country which sthé willingness to
maintain debt at the expense of, if neéeésary, sacrifices in
conshmption standards, 1is plainly better than a country,
even with a potentially somewhat stronger economy, which
dﬁes noﬁ- treat its foreign obligations with equal

serjousness.

The Bank makes a general examination of the economy
of the borrowingycountry with a view to determining (a) Athe
approximate amount of additional ‘external debt of the
country can’'afford to service and at the rate at wﬁich. it
can effectively absorb such debt, (b) the general order of
priority of the projects wunder consideration from the
standpoint of their contribution to the country's

development, and (c) the appropriateness of the government's



'_economic~ and fiﬁancial policies to futiher the development

14
process.

2. The specific project provision

Bef%fe avBank.!Oan is granted, there has'to”rbe an
agreement _between the borrower country and the»BaﬁR;vas to
thé types of goods and services to be procuféd and the use
to wﬁich they would ba put. This was done in order té make
'suré that the léan‘was effective in thé purpose of ngsing
the level of production. The Articlés,of the Bank ;;owide
that "loans made or guaranteed by the B;nk shall, except in
special circumstances, be for the purpose .of specific

projects of reconstruction or developmant."15

One critiéism against the specific project provision
is that the Bank examined the merits of particular projects
in isolation, without reference to the overall needs of the

]

borrbwing country. But it is_noi always true for the Bank

does the opposite.

Vﬁowever. the Bank also makes loans fof the ¢general

development purposes, though co&paratively on a smaller

14.  IBRD, Fifth Annual Report to the Board of Governors.,
1949-50, p.12. . ;
\ )
15. "IBRD, Articles of Agreement, Article 1(i).

63



'scéla>as coﬁpaféd to the lending for specific purpos’es‘.‘/> In

the yéar 1848-50, it Qas stated thqt, "the Bank would prefer
to go fﬁrther wherever that is feasible, ;and base its
financing_on ainational development programmei;provided that
it is properly worked out iﬁ terms of the projects by which

the objectives are to be attained.16

3. Selection and Analysis.ofgprojects

The. Bank éelects;g projecf only after a thorough
analysis.bof the overall ecSno;ic position of the borrowing
éountry, ‘and the priority of the project in the country’s
developmeni needs 1.e. consideration is éiven to high

priority projects.

~Analysis is done by determining the goals of the
projecf> being finaﬁced and by assessing thé relative
pfoducgivity to be achieved. “Also the Bank must be
satisfied by the technicél, fihanciai and administrative
aspects pf the project concerne&%//Thus, the Bank finances
projects which.. tehd to strangthéh the economy of the

. N
borrowing country.

\ )
16. - IBRD, Fifth Annual Report to the Board of Governors,

1949-50, p.B. ‘
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4. Types of Expenditures Financed

\Zﬁge éank finances only a part of the total cost of
any project or programme. The Bank loans are normaiﬂy used
fo cover the direct iﬁport 'hééds for the deQ;lopment
financing requiramants of the'bd;rowing_country and at\ithe
same time assuring that the p;bceeds of the loan will be
uséd for pfqductive purposes. The borrower is however
‘expectad: to \mobil{ze the resources and finances already
1available iﬁ’the_goﬁntry.' Howeveg, if a douﬁtry is nét in a

4

position to do so, the Bank alsé‘pbbvides portion of thse

-

local expendituréé. 

5. Procurement and End-Use Supervision

' The Articles réquire the Bank to make certain that
its funds are used exélusively "for the purposs for which
the loan was }ranted, with duse attenfion to consideration of
economy ahd efficiency."17 Thus, the.proceeds of the Iloan
can be wused by the borrowing country to make purchases
anywhere in the world as the loans are not tied +to make
purchase; in any one cogntry. However, the Bank does

‘supervise so0 as to ensure that purchases are made in the

chéapest possible market and in the most satisfactory

17. IBRD.\Articles of Agreement, Article I1], . Section
5(b).
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fashion. Also, it supervises that Bank ,financad' supplies
and equipment are used for the purposes and at places for
which the loans have been given. Procurements are made

Athrough international competitive bidding.

The objective of international competitive bidding,

as it has evolved, has been two-fold:

(a) to serve the interests of both the Bank and the
borrowsr by obtaining goods in the lowest-cost

market consistent with satisfactory'performance;

(b) to give all member countries a fair chancé to supply

goods financed by Bank loans.18

As for end-use supervision, the Bank since its very

first Iloan has been involved in checking the arrival of

Bank-financed ¢goods in the borrowing country and their wuse

on projects. < ‘

6. Lending Rates and Maturities

The Bank established its first policy on -loan

charges in 1947. The main element of the interest rate
charged was the cost at which the Bank could borrow in the
market plus a margin sufficient along with income from

\

18. Mason and Asher, The World Bank sincé Bretton Woods,
p.187. ‘ '
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‘caéitat "tb cover the Bank's operating expenses and yield a
.moaeét amount for a reserve against contingencies. Thus, a
commit@ent fee of 1.5% on undisbursed amoént was se8t, and
the lending rate to be charged from the daifof disbursement
fixed at Of25% abové.tﬁé Bank's cost of borrowing for tﬁe
same maturity. 'Also;”the Bank charged a uniféfm 1% a year

commission on the outstanding amounts of loans whether they

were made~frpm borrowed funds or paid in capital.

N

‘A major review qf.lending rate policy was undertaken
in laéa 1967, when the m;rk;t rates wee at historicélly high
levels. ft was agréed that the rate should bé kept as low
as compatible with the maintenance of tﬁa Bank's ability> fo
'raise the capital markets of its members, or otherwise

borrow, the funds it needs;19

Ny

In 1976, tﬁe lending rate pdlicy was ;gain subjected
to a major review, and a new formula was put into effect on
July 1, of that year; Thé lending rate is now to bse
reviewgd at the end of each quarter and adjusted to the
average weighted' cost by amount and maturity of. fﬁnds
borrowed by. the Bank in.thgrpreceding twelve months. To
this calculation a positive spread of 0.85% is to be added to

arrive at the interest rate that the Bank will charge

\ .
18. - Quoted in Aart Van de Laar, The World Bank and the

Poor (The Hague: Martinus Niijhoff, 1880), p.28.
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| - L .20
borrowers on new loans approved in the ensuing quarter.

As for Bank's maturity of loans, till ¢the wearly
1970s, the Bank loans were given seven years grace and 25
years maturity, repayable in annuity form. The Bank

reviewed _and subsequently modified i;s repayment policy in
the year 1978, Accordingly, loan principal was to be repaid
in equal amounts rather than in g;adually-ascending ‘amounts
over the amortization period. Also, jfhe A;QGrége' érace
period was not to excead 3.8 years and the final ugturity
was not to exceed 19 years. Further, the countries wére to
bé'grouped-according to income levels for the determination
éf’térms.

The attitude of the Bank Towards
the Probles of External Debt

~

The Bank  in the 1860s became concernea about the
mounting problea of externél debt of its dévekoping member
countries. With the limited capital available with the Bank
as compared to the demands.of these member countries and
also because of Bank's dependence on international capitai
markets, it had to adopt a very cautious app;oach towards

this problem of external debt,

In the 1950s and early 1960s, the problem was not
o \

20. Ibid.
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that ssveré as it became in tﬁe‘latfgr haif of the 1960s.
The total external debt of.less developed countries stood at
appro?imately $60 billion at the end of 1969, and this debt
has continued to grow at the rate of 14 per cent a yeaé,21
Also, the Bank estimgtgd'that debt service payments by}tﬁesa
éountries amﬁUnted to about $5 billion in 1969, which  was

nearly 40 per cent of the total flow of funds to these

countriegs.

The major reaéon why the Bankl-ﬁécame increasiééfy;
interested in this problem Qas because large proportion of
this debt, i.e. nearly 16 billion was owed fo the Bank. It
thus could not help being aware of the debt problem and

could not afford the subsequent danger of default.

Taking the seriousness of the situation into

consideration, the Bank decided to follow a policy so as to
ease the problem of external debt ofithese countrias: Debt
negotiations, re-nqgotiations, debt rescheduling, postpone-
ment af debt service payments, and debt management, thus
begcame a common‘feature of Bank's dexelopment policy. Under
its Artiéles of Agreément the Bank is :authorised to
rescheauie its debts by modifying the terms of amortization,

extending the life of the loan, and by accépting payments in

\

21. World Bank, Annual Report, 1871, p.50.
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the debtors’ currency for a period of up to three years.22

The Pearson Commission, appointed by the Bank in its
report Partners in ipavelopment recommended that, Tdebt
relief operations avoid the need for repeated rescheduling

and seek to re-establishia realistic basis for - devalophent

finance.” Also, "The World bank and the IMF, as important

providers of long~term and short-term finance, respectively,

must of course participate in rescheduling discussions."23

'

The countries facing this problem of external debt

can be classified into two broad categories. The first

group of countries face this probfem~due to accumulation of

short-term maturities, mismanagement of their economy and

debts, sudden increase in imports or a temporary decline in

export earnings. Several Latin American countries, Iran,

lvory Coast, Philippines; Turkey and Tunisia fall under this

group and owed as much as one third of external debt of

deQeloping countries.

One common feature among countries of this group was

the large reverse flows of valuable foreign exchange earned

22. IBRD, Articles of Agreement, Article [V, Section
4(C).,
23. Report of the Commission on International

Development, Lester B. Pearson, Chairman, Partners
in Development, (Praeger, New York, 1868), p.157.
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‘by these countries as debt service payments, which were
geﬁerally very h;gh. "Debt service ééymants constitute a
major élaim‘against'export earnings aaé thereby endanger the
debtor country’s ability ﬁo use foreign gxchange 'earninga

for development p‘urposes."z4

All that the Bank could do to overcome these
“problems was to guide these qountries, to frame econoamic
policies with resgect to debt managemeﬁt. by giving' them
m&re ‘time to maké‘ré;ayments along with additional IMF

assistance.

Project Lending

The World Bank since its very inception adopted a
veary cautious approach towards its lending and was

N

determined not to repéat the mistakes committed earlier, in
"the internati;nal, lending. .vﬁﬁe gxperience of the
international lending by means‘of general‘purpose financing
in the 1920s and 1930s resulted in a series of defaults.
\The lending in<£hose years suffered from weaknesges - such
as procéeds of the loans being used for unspecified purpose,

lack of evaluation of performance or judging the credit-

worthiness of economies. Hence, the Bank adopted "project

24. Lewis, John P. and Kapur, Ishan (ed.), World Bank
Group, Multilateral Aid and the 1970s, (Lexington
Bopks, 1973) p.113.
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lending"” as a cautigus approach towards devafopmant

lending.

Under the Articlés of Agreement, the Bank is
required to lend its fﬁﬁds-except in special cipcumstances
for spécific projects and to ensure that the proceeds of
these loans are used for this purposé. The intention was to
ensure that funds were well used, and thq foun@ers sought to

. A : - 2
do this by tying funds to the prdjects.“s

As according to Bank's interpretatioﬁ, hroject
lending is limited to the financing of specifié and
ihdepandant installations. \fhis type of specific investment
lending aims to bromote investment by creating new
productive assets and it also aims to restore economic and
social infrastructures to full capacity or to\ensure their
maintenancef//iThe purpose of project lending is to ensure
that the funds are invested in sound, productive projects
with thes purpose of contributing both to the borrowing

¢ountry's capacity to repay and to the development of its

economy.

\

John A. King Jr. as a commentator on the Bank

project lending comments that "they can consist of an

\\
25. IBRD, Articlies of Agreement, Article ll1l, Section 4
(vii), Article [11, Section 5(b).
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investment to build something sntirely new,'quita spacific
and virtually a3 unit in itself ... or of investments for ths

gxpansion oOr improvement of existing facilities ... or &

much more gensralized investment involving, a great many

facilities and activities n20

According to two officials of thse Bgnk, 3 projesct
may be defined as "an optimum set of investment - . oriented
actions, based on comprehensivse a%d coherent sector
planning, by means of which a defined combination Qf human
and material resources is expected to cause a détermined
amount o0of economic and social development ...Each Bank

project constitutes a3 discrete unit of operation, with its
own appraisal, negotiation of terms and conditions, ©board
presentation, disbursement procedurses, and supervision.
Depending on the circumstances, the Bank loarm.may finance a
minor.or ma jor part of the items packaged .in a project, and
the project itself may be limited to a small fraction of the
development programme for the sector or embrace the whole

2
programme. "

26. John A. King Jr., Economic Development Projects “and
Their Appraisal, (John Hopkins Press, 1967), pp.3-4.

tJ
~

Bernard Chadenet and John A. King Jr., "What 1is a
World Bank Project?", Finance and Development,
Vol.S, No.3, September, 1872, pp.4-5.
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However, one of the significant charactefistics ,bf
project lending is its flexibility to adapt tq‘thé needs of
the particular situation i.e.V{ge Bank’s conception of
projects and project lending ié fairly broad and flexiblé“;s

is evident from its attitude ‘towards lending over the ysars

of its functioning.

\Aaso, the Bank’s policy of project lending‘ involves
comprehensive sector planning. The'éank makes a'*thordugh
study of the séctor to which the. project bélongs and
determines its ecdnomic priority. These studises afe made
gither by the Bank staff or in collaboration with the ;t;ff
of O£her internétional agencies, providing the basis for a
sound sector strategy. "Bank  projects are based
increasingly on a study of the sector which analyzes the
needs for various types of facilities and determines their

. . . wlB
economic priority.

/

Thus, the Bank finances projects which lead to
economic development of the borrower country which is
required to pay an adequate rate of return. The Bank along
with the capital provides knowledge and.expefiencé through

the introduction of new technology, institutional and policy

28. Ibid.
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tchanges, social and thén deovelopment through training and

demonstrations.

For the Bank, sach project that it finances H%s 3
saeparate identity of its own. Eacﬁ;project is a wunit in
itsa[f{' and has toAgo through cer%a;n common stages during
its life cycle. From the time of its conception to the time

of its complétion _pf the project, there is closs
coilaboration bStween‘the Bank and the borrowsr government

(see Appendix-1 for details).

‘Generally a  project loan takss 4{5 ygars to be
disbursed as it has to undergo é detailed and painstaking
procesé called "The Project Cycle™. It is a;gued that the
'Bank does:not make project loansbfor development purposes,
but on the need to convey. the image to its bond holders that
the Bank is a §6bar, responéible onganisatioﬁ, checkiﬁg
carefully on the ,use of its loans and the viability of the

projects it finances.

xdgother serious criticism against the Bank's project
lending is its ;gilure to assess adequately the ‘development
conéquences of its loané§//End-use superVﬁsion falls short
of dealing with this qﬁestionJ Nevertheless Bank remains

committed to projedt lending. But recognizing its

limitations, it has embarked 6n.programme lending as well.
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Prograsme Lending

"Programme Loan", cén be defined as a loan for the
 purpose of impbrting raw materials,_lintermediate. products
and . any equiément which will anhanceH o?erail deve lopment,
As Mason and Asher define it, a programme loan js designed
to finance a particular kind of foreign. exchange deficit ;_
"a deficit arising frbn planned foreign axchange:
ekpenditures in excess éf the foreign exchange prospectively

available. for a national development programma."z

Also _#ﬁch'lending is defined as "the financing of
- imports thatA aré not specifically directed to particular
~capital installations“.so Further, Alan ‘Carlin dofines
programme aid as assistance whose disbursement is tied to
the recipients expenditure on a wide variety of items of the:
tqtal needs and development plan of the country rather thaq
any particular project.31 (The Bank provides such aid only;
when a country has a "suitable development programme™ and
makes an "adequate development effort". Thus programme

lending implies financing of imports covering the fdreigﬁ

29. Mason and Asher, The World Bank Since bretton Woods,
p. 264,

30. Ibid. o ' \

31. Alan Carlin, "Project vs. Programme Aid: From thé

Donors Viewpoints", Economic Journal, No.305, March
1967, p.4S.
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exchange costs of a given volume specified in more or less
detail and related to a development programme rather than to

specific capital projects.

The Articles of Agreement provide‘ for progrémme
lending as well when they refer to financing of not only
projects but - also a clause "except in special

. ' 32
circumstances”. -

This implies that financing of imports
that may add to production but not necessarily to rcapita{‘
investmeﬁt is sttifiable only in “excéptional
circumstances.“33 Eugene Black, President of the Bank

stated that a loan for general purpose "really means a loan

for a purpose or purposes unknown".

According to one of Bank's operational memoranda,

important characteristics of such financing (i.e. programme

”

lending) are that it enables "a larger amount of external
aid to be made available to a country than might be possible
if aid were limited to the direct foreign exchange cost of
projecfs"; and it is "a method by which external.aid can be

-provided rapidly;.."s4

32. I1BRD, Articles of Agreement, Article itt, Section
Alviid.,

33. Mason and Asher, p.261.

34. Quoted in Mason and Asher, p.265.
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LoCél;Expenditure Financing

\442 definition and explanation apart, one needs to
at this point, mehtion, "local expéndgﬁura financing", which
is a part of'UoridAEank lending for de;élopment and is also
cfassified undefﬁfaxceptibnal circumstandés"@// This means
funding which 1is in excess of the foreign exéhange
expeq@iture for a project over which the Bank has no control

N .
over 1ts use.

i

The condit?th‘under which the Bank might do such

financing are

1.0 "The Bank may, in excsptional ‘circumstancés, when
lbcal currenéy required for the purposes of the loan
cannot be raised by the borrower on reasonablse
‘termé, provide the borrower és part of the loan with

an appropriate amount of that currency".35

i

2. "The Bank,.if the project gives rise indirectly to_
an increased need fqr foreign exchange by the member
in Qﬁose territorises thelproject is located; may 1in

- exceptional circumstances provids ghe‘ borrower as
part of the loan with an appropriate amount of gold

or foreign exchange not in excess of the borrowers

- 35, IBRD, Articles of Agreement, Article IV, Section 3
(b). '
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local expenditure in connection with the purpose of

the loan."a-'6

However, the folilowing conditiéhs must be met for
such lending to take?ﬁlace:

(a) the borrowing to finance a project of urgency must

be prdperly utilized,

(b) '"inadequate domestic resources to meet local currency
-costs;
(c) to avoid infﬂationary forces at times when local

"currency -is not enough to import goods or raw

materials.

The Pearson Committee reviewed the progress made
during the past 20 ysars in terms of aid and development and
(prther suggested ways and means of pfomoting development.

The Committee’'s repor£ "Partners in Development” made
i

sbecific recommendations with respect to local expenditurse
financing that - "Aid givers should remove regulations which

limit or prevent contributions to the local costs of

projects and make a greater effort to encourage local

procurement wherever econOhically justified".37

36. ‘IBRD, Afticles of Agreement, Article iV, Section

3(c).

\ .

37. Report of the Commission on International
Development, Lester B. Pearson, Partners in

Development, (Praeger, 1868), p.180.
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Coming to programme lending, it must be said that it
got less attention durfng the first two decadses. Until
1969, i.e. when President McNamara initiated changes in the
lendiﬁgv policies of the Bank, only sixteen such loans were
made. The often spoken about _feconstruction loans kto
France, Denmark, Luxembourg and Nethe{jands \which” totaled
'3497 mitlion are programme ioéhs. The; are so called, as
the proceeds of the loans were‘used for import-of specific
goods. - Austria received five ioans iotaling $308.5 . million
‘f}om 1851-57 to dollar financing of imports spacifiéd by the

borrowsr.

Belgium Congo got a.loan of 840 million. These
qualified as programme loans as they were meant for foreign
exchange requirements. Incidentally, this loan was the

first of its kind and first programme loan to a member

country and its colony.

The ftalian Government was aided withb its
development plan, when in 1952-54, two léans Sf $10 mil{ions
sach were grantéd to Cassa per Mezzogiorno to administer the
development of southern half and lslands of Sicily and

Sardania.
\

In the year 1854-55, two loans amounting to $50
million were given to Norway. In the ysar 1957, a loan of
$75 million was granted to Iran in order to help the

\ ' \

80



country to cover its foreign'exchaﬁge expeonditures. Also, a

loan to India of 835 million in the year 1982 can be termsd

as programme landing}

.Thus, a look a£ﬁthe lending policies during the
first two decades and one concludes that the Bank made more
of project loans and less of programﬁe loans. The.coming of
Robert McNamara as its President in 1968j§aw major 'ﬁqlicy

changes.

With respect to programme lending, the _Eéarson
qdmmittee :ecommendéd that - "Aid givas.should adop£ the
' fﬁfms of aid to the needs and level of development of the
receiving country #nd recognize the greaf valus, ih many
cases, of more programme aid';.38 In keeping with the
recommendations made, there was an increase in @be programme
lending in the 1970s as compared to the first two decades.

(For regional distribution of Programme Loans in the 1970s

See Table 2.1).

38. Lester B. Pearson, Partners in Development, p.190.

-
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Table-2.1

REGINAL DISTRIBUTION OF PRDGRAHﬁE LOANS IN THE 1870S. (In USS Millions)

1970 - 1971

1972 1973 194 1975 1976 1977 1978 1979
Eastern Africa - - - %0 - 80 - 0 - -
Vestern Africa - 80.0 - - - - - - - -
Europe, Middle - - - . - %0 - 100 50.0 150.0
East and North
Amarica
South Asia, East - - - - - 100.0 5.0 - S
Asia and Pacific

Latin Assrica - - w0 - - - - 265  30.0 1515

Total - 80.0 600 30.0 - 1950 75.0 126.5 80.0 3015

Source: World Bank Annual Reports (1970-79).

have

The lending poiicies pursued by the World Bank

- been considered to have paid inadequate attention to certain

instance, the

important aspects of development finance. For

Bank took considerable time to recognize the importance of

local financing in executing the project. Only after

" substantial time, it recognized its necessity. Further, it

has been reluctant to do so particularly to the more needy

developing countrises.

When it came to advise on bilateral assistance for



programme lending it always did so but it‘nevar showed any’
inclination to follow its own advise. Advise  and
suggestions werg always a one-sidsd affair., It resisted
suggastioﬁs to ;ivon adopting more flexible lending .policy
and that it increasg thg volume of more programme legding.

This gave it an authoritarian tinge.

Also, there has been no proper definition of the
term programme loans in order that the various programme
loans given could come within the definition. In essence,

than the terms and definition given are vagus.

In faﬁt all thesse loénsiﬁan be cétegorized as "non-
project”™ loans. They can be termed so for two reasons 1i.e.
(i) they were not intended to finance identifiable
increases in - productive capacity and (ii) thé imports
'financea could not be traced through to find output in any

precise fashion.

Another criticism is that at times programme lending
tends to lead to undesirable intervention into sensitivé
areas of dévelopment policy of the borrowing COUﬂtFYw Also,
suéh loans can be an‘impediment to the planning efforts of
many developing countries. It can also lead to neglect of

pre-investment activity and project preparation.

In conclusion, it must be said that its drawbacks
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'apart,: prégramma loans are fast disburéigg i.e. within one,
or two years, as a result of which the donors can easily
traagfgr resoufces to thse goverhmants they are actually
deaf;ﬁg with rather than to their successors whose policies

and programmes they cénnqt foresee or monifof¢
Lending of the World Bank over the three decades

Table—2;2 gives the total loan commitment of the Uorid
Bank o?er the period 1947-1979.' It began iending Qith small
amount. During the entire decade of fifties the World Bank
was not making anyA§mporfant breakthrough in 1its lending.
However, dgring ﬁhéuperiod 1953-1958, the World 'Bank was
lending at an annual average of & 300- $400 million. The
next ten year period i.e. 1958-1968 saw a marked increaée_
(nearly double) in the amount of lending. From a modest ¢
300 - % 400 million every year, the Bank started lending
nearly & 700 - % 800 million annually. Except in the year
1965, when the amount lent by the Bank crossed $ 1 billion.
Since the seventies the World Bank lendiﬁg‘ has grown

~substantially. = The loan commitment of the Bank reached the

high figure of % 6989.0 million in the year 1879. °* In the
decade of fifties, lending grew by 261 per cent over the
yeaar 1947. Similarly, in the sixties the lending of the

World Bank further increased by 252 per cent over the year

1959, In the seventies, the growth wés even more. It grew
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by more than 350 psr cent. Same is true for the number of

projects financed. From 3 meager figure of one in 1947, it
stood at 31 in 1960 which shot up to 70 in 1870 and doubled
in the year 1878.

Table-2.2

IBRD LENDING OPERATIONS (1947—19795

(U.S. ¢ Millions)

Fiscal Number Amount Fiscal Numbér Amount Fiscal Number Amounts
years of Years of Years of

loans loans loans
.1947 1 250.0 1958 74 710.8 1969 _ 84 1,398.2
1948 5 263.0 1958 30 703.1 1970 70 1,680.4
1949 10 137.1 1960 31 658.7 1971 78 1,896.4
1950 12 166.3 1961 27 609.9 1972 72 1,966.1
1951 21 297.1 1962 29 882.3 1873 73 2,051.0
1952 18 298.6 1963 28 448.7 1874 105 3,218.4
: i

1953 10 178.6 1964 37 809.8 1975 122 4,319.7
1854 26 323.7 1965 38 1,023.3 1876 141 4,977.1
1955 20 408.6 1566 37 839.2 1977 161 5,759.3
1856 26 386.0 1867 46 876.8 - 1978 137 6,097.7
1957 20 389.9 1968 44 847.0 1979 142 6,985.0

Source; World Bank Annual Reports (1947-13979),
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'Regibn-w§s§1_ TableﬁZ.S’gives the region—wiée dist;ibution
of len&ihg'of_the Ugrld Bank ddring the deéade of séventies
Afficav.has increésingly become important. Furthenf in the
_latter years of 70s the Latin Aqerica and Cériégean had

become importanﬁ.
Table-2.3

1BRD LENDING IN REGIONS IN THE 1970s
- (US$® Millionsg) '

1970 1971 1972 1973 194 f975 1976 1977 1978 1978 Total

Africa (East and 281.7 347.2 192.3 234.4 370.6 648.1 507.8 570.8 465.8 583.1 - 4201.8
Vest ' :

dsia (South) 435.2 429.1 185.0 408.9 7i5.4 269.0 260.0 3940 330.0 300.0 3726.8
Europe, Niddle 160.5 398.5 477.4 _768.9 1246.5 1264.1 1341.9 14743 1660.5 2081.5 10874.1

. East and North
Africa '

East Asia - 5.0 - -

972.0 1458.5 1452.0 1586.9 1791.6 - 9103.6
and Pacific )

Latin Aserica 702.9 . 670.6 945.3 638.86 085.9 1666.5 1400.9 1668.2 2054.5 2232.8 13074.4
and Carribean ~ : :

LLF.C. 100.0

Total © 1680.4 . 1896.4 1966.1 2051;0 3218.4 4319.7 4977.1 5759.3 6097.7 6989.0 40980.5'

+ Due to rounding of figures slight variation in totaling is unavoidable.

Source: Vorld Bank Annual Reports (1970-1979)

\\
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Sscto;-Qise : Bank Lending sector-wise was also diversified

as seen in Table 2.4. Agriculture steadily became
important. In Z;the seventies its importance grew
"substantially. wﬁqreas the importance.of

“fgrew considerably but not to the same extent

‘" agriculture. Sectors such as Electric Power
Finance Companies were also major recipients

.Education also received the attention of the
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'l'abl_e—Z__. 4_

IBRD SECTORAL LENDING IN THE 1970s
(US ¢ Millions) "

1970 1971 1972 1973 197 1975 1976 19W 1978 197

Mriculture and 1868 1910 123.1 5016 . 646.5 122.5 1209.2 1637.8 1929.0 1568.1
Rural development ' . »

Developsent - 253.0 217.0 268.0 09.0 469.5 697.1 730.7 829.5 628.6
Finance companies : :

. Education . 5003 68.2 133.6 1616 1344 1267 2.9 2101 268.9 26.7
CElectric pover  502.1  3%0.2 463.8  390.2 7559 4757 690.3 7845 900.0 6725

Industry 234.5 3.0 2.0 - 309.1 665.3 5010  720.8 364.8 721.0
Non-project . -  - o 60,0 30.0 - 185.0 15.0 1268 = 80.0 30LS
Population k 20 30 - 21;5 - 25.0 25.8 42.5 5.0 1.0
Kutrition _ .
Technical = - - - - 16.0- - 1.5 11.0 . 13.0
Assistance . '

Telecomsunications 67.9 1047 827 1578 66.5 9.0 6.0 140.7  153.6 110.0
Tourisa - 0.0 %0 - 306 07 20 986 5.0 6.7

Ny

Transportation  516.2 573.2 483.2 520.1 733.2 - 85i.8 895.6 Si6.1  1430.9 {1147

- Urban Davelopnent- - - - 6.0  68.0 70.5 79.6  128.2  222.4 291.5
Vater Supply 18.5 185.7 54,7 200.1 1498.2 128.0 296.5 262.5 5.4  647.3
International 100,04 '

Finance Corpn.

General Dev. 85,44

Corporation - \

Energy o : 8.4
Total 1660.3 1896.4  1966.1 2051.0 3218.4 4319.7 4977.1 5759.3  6087.7 6989.0

# Loans were made ju&t once during the decade.

Source: World Bank Annual Reports. (1970-79).
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To cbnclude, Table 2.5 gives the list of

twenty

largest borrowers of the Bank loans till 1980 since the

-development lending actually began.
Table-2.5

TWENTY LARGEST RECIPIENTS OF BANK LOANS
CUMULATIVE, 1948 TO 19860 -

Country ; ‘ | Amount
Brazil - 5313.7
Mexico ;ﬁ ~ 4113.8
Indonesia Y 3086.0
South Korea | 2948.5
India | 2770.8
Colombia , 7 _ 2761. 4
Yugoslavia : 7 2684.1
Turkey . 2407.4
Phillippines ' . 2389.9
Thai land | 1960. 4
Romania l A . 1502.8
Morocco 1437.3
Nigeria : _ 1380.7
Argentina - - 1350.3
Iran \ ! 1210.7
Malaysia _ i 1132.6
Egypt _ 1128.0
Algeria ' 1091.0
Pakistanm | ) 884.0
Japan A : 862.9

Source: Robert L. Ayres, Banking on the Poor The Worid and

World Poverty, (The MIT Press, Cambridge,
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a CHAPTER - 111

Lending policies of the World Bank in the eighties (1980s):
With Special Reference to Structural Adjustment Lending
(SAL) - Purpose, Nature, Sectoral Types of SAL

Thé developing countries in the latter halfgfof the
docade of seventies faced a large number of problems. Their

development pace became tardy.  Their average rate of growth

. in 1965-73 was 6.5 per cent which deciined to 5.4 per cent
N - ’

in 1979-80. Fu;ther, tﬂey "began to experience» severe
balance;of-paymenfs crisis. These.'cquntries facéﬁ" gcute
debt  crisis. The»totaIAinternationa{ debt of developing
coun£ries .in the year 1980 was ‘404.5 billion. Actuai

implication of international debt can be seen in the debt
indicators such as debt service ratio andjdebt GNP ratio.
The debt service ratio was 13‘7 per cent.in 1975 and it shot
up to 17.8 per cent in 1981. Sihiiarly, debt GNP ratio also
increased. It increased from 15.7 per cent in 1975 to 26.3
per cent in 1982. In fact thé early eighties witnessed
steady decline'in the net transfer of resources. Thus in
.the beginning of eighties the devéloping countries were in
bad position, as some commentators put it that davelopmen£
was in siege. Further international_ trading environ#ent
also deteriorated for the world economy was in recession and
protectionist barriers affected the liberal trade. This led

\ .
to the financial crisis of developing countries having a

=10



serious bgarihg on healfhy functioning of world econoay.
lf . became essential fér'tﬁg intéfnational community to pay
special attention to this global financial orisis or else
development - of developing countries would be further
seripusly'affected leading to_a serious imp;ct}én the other
investment progrémmes being carried out in tﬁé;e developing
countries and also on pther éfforts sucﬁ as poverty
alleviation, stimulating érowthignd providing basic human
needs. In the case of the World Bank, key reforms suggested
included: | |

- A substantial increasse in ﬁon—projéct le;di;g béth to
assist countries coping';ith economic shocks and
cycles and deceleratioﬁ of the flow of non-official
financing.

- Use of Bank’'s guaféntee authority to help countries
diversity their fgnge of development  financing
instruments -'includiﬁg new non-bank fiﬁancing and
innovations in Bankifinancing techn;ques.

- An active effort by the Bank to help a country‘-to
mobilize .public renegotiation before most private

investors have regained confidence in the debtors'

2
economy.

1. See9 for detailed discussibn, Sumitra Chishti.

2. Richard E. Feinberg and Valeriana Kallab (ed.),
Uncertain Future: Commercial Banks and the Third
World (Transaction Books, USA, 1884), p.26.
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" Thus, the World Bank in order to help overcome such a

situation introduced in 1980 another lending instrument of a

non-project nature known as the S;ructural Adjustment

Lending (hereafter‘peferred to as SAL)i'

In fact, prior to 1980, non-project operations were
undertaken only in response to a few cases of
immediate and wurgent need stemming from mnatural
disasters or "man-made" ones (such as post-war
reconstruction in Nigeria or Uganda); from serious
declines in terms of trade due to export price
declines (such as Zambia's experience with copper or
Columbia’'s with coffee; from import price increase
(most obvidusly in the price of oil in 1973-74, and

'again in 1979); or other acute need such as India's

need for help in financing imports of intermediate

2 goods and spare parts for more fully wutilizing its

existing industrial capability rather than for
financing new projects.3 ' ‘ .

Although- lending for structural adjustment is a new

form of Bank assistance which has been introduced for the

“first time, such assistance is a natural evolution in the

traditional programme assistance that has always been (and

N

continues to be) a paft o£> Bank's lending operations.

Previous programme lending however.' has generally been

designed to mest the'inmediate consequences 6f c:isis. As a

‘result, the programmes supported were concentrated on

measures dealing with immediate.difficultias. rather than on

Stanley Pleass, "The - World Bank: Lending for

Structural Adjustment™, in Richard E. Feinberg and
Valeriana Kallab, (ed.), Adjustment Crisis in the
Third Worid, - (Overseas Development Council,
Washington, D.C.1984), p.85.
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findiﬁg solutioné to a country’'s wunderlying long-term
structural probiems. Structural adjustment lending on the
other hand, ehvisages the prqbaéility of  multi-ysear
progrémmes being. worked out and supp;}tad by a succession of
ioans, Becausse such lending will be developed with lopg-
term bbjectivas’in mind if is expected tg hav9 more enduring,
- effects than the crisis-oriented operations that were

: . . 4
characteristic of the Bank's programme lending in the past.

The beginning of SAL is seen in the President
‘NcNaméra's addre;; go the Board of Governors.at tﬁe 1979
Annugl Meeting where he noted that he was prepared to
récommend to the Bank's executive Directors considérations
of requests for "structural adjustmént" assistancq. With
this the Bank took over a new role of poiicy based programme

lending.

Just before the Annual Meetingé of the World Bank and
the IMF in October 1979, thq‘Davelopment Committee5 stated
that "The Cohmittee welcomed the initiativa taken by the
Bank to provide aésistance through structural adjustment

lending on appropriate terms and conditions for developing

4, World Bank, Annual Report, 1980, p.68.

5. 20 Member Joint Ministerial Committee of the World
Bank and IMF whose function is to advice and report
to the Boards of Governors on transfer of real
resources to the developing countries.
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couﬁtriés which face difficult mediumjtarm pboépéets.in the
balance of payme££s. Members recogﬁized >the contribution
that would bs made tﬁrough this type of non—ppoject and
programme lending&/g;th to. rapid transfer of adequate
resources andn tb: the active pursuit of appropriaﬁa""

structural policies in the developing countries.™

As» def ined by'the Bank, "this tyée of‘wnon—project
lending has the specific ijectivéf of \halping countries
redﬁce their current account deficits to more manageable
proportioﬁs.over the medium-term by supporting p;ogrammes of
adjustment that encompass specific‘policy. ind;strial and
‘other changes dsesigned to strengthen their balance of
payments while maintaining their »gfowth and‘ devélopment

momentum”.

The Articles of Agreement of the\éank state tﬁat,
"loans made or guaranteed by the Bank .shall, except 'in
spacial circumstances, be for the purpose of specific
projects of reconstruétion or development",8 SAL by the

Bank 1is made -under this clause of Texcept in spécial

N\

6. Development Committee Communique, April 24, 1880,

cited in World Bank, Annual Report, 1980.
7. ~World Bank, Annual Report, 1980, p<68.
8. [BRD, Articles of Agreement, Arficle 111, Section

4(viii).
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circumstances".iléhe SAL programme has moved the institution
into 'non-project lending on a systematic basis and has
placed policy issues rather than'project issues at centre-

stége.vg

Another definition states that, “Thevﬂorld Bank's new
structural adjustment Iban which it Qill offer on "soft"
terms to joy income!goudtnies ahhAon "hard" terms to higher
income boréowers - is, in esseﬁce, conditigpal long-térn
balance of payments financing tofpromote-chan;és in economic

" policies and programmes.

Deonoy and Addison state that the term "adjustment”™
has cbme to be used.in a loose ana 'sométimeé nisléading
fashion. Vlt can refer to the objective of adjusting the
balance of payments deficit itsélf, bﬁt it has also been

used to describe the accommodating changes needed in the

AN

domestic sconomy to correct the external deficit.11
The same authority states that = "structural

9. Stanley Please, "The World Bank: Lending for
‘Structural Adjustment™, p.B87.

10. Mariam Camps and Catherine Gwin, Collective
Management - The Reform of Global Economic

Organizations, 1980s Project Council on Foreign
Relations, p.267.\

11. IBRD, Lione! Deonoy and quy Addison, The Alleviatiogn
of Poverty Under Structural Adjustment (The World
Bank, Washington D.C. 1987), p.2.
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adjusﬁmgn{" 'fefe;s to policiesﬁégsigned to infLuancé the
.gquilibriﬁﬁ v configuration: itself by making.; strquural
reallocations and changing some of the grbuﬁﬁ_ rules of
production and exchéngs (£hf?ugh institutionaff reform or

uprivatisatidn for axample)ffz

N&urther the objective of theVSAL programme is, "to
provids quickj disbursing finance to support measures
degignedv\to stréngthen recipient coﬁntries' balance-of-
payment wﬁthin five to téhj_years,’ without | severely
COnstrainingAdaﬁgnd in a-manner gﬁat unnecessarily sets back

. . . 13
economic and social development."

Unlike project loaqs, finances under SALs‘are quickly
disbursed but in accordance with certain agreed measures to
help stfuqtural adjustments. Siructural Adjustment Lending
(SAL) ha; been defined as "a séries of. discrete lending
operations .+« to provide quick disbursing balance of
payments support to a country which is prepared both to

formulate and to reach agreement with the World Bank on a

structural adjustment programma_."1

AN

12. Ibid.

13. Lendsel ] and Mills, "Structural Adjustment Lending:
Early Experiences"™, Finance and Development, January
1?. 1981.

14, Stanley Please, The Hobbled Giant, Essays on the Bank

(Boulder €Co., Westview Press, 1984), p.29.
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" Above a1l and primarily, as mentioned earlier, SALs
are tézinfuse policy and institutional change in specific
policy objectives such as fertilizersgl_ pricing or
liberalization of igade. 'lﬁstitutional chané; means change
in the individual seciorsf Thus, SAL has new el§ments and
also aspects of old landiﬁg policies. It has been described
that SAL is a "finanéial bridge while policy reform is
taking. placé;,a new mechanism which has been introduced by
the World B;nk "with the gjm of givtﬁg greaterl urgency to
its concerns  over polic;“iséues relating. to structural
adjustmenﬁv.éhd a more systematic involvement in programmes

‘which address these issues."15

Moslay and Toye detail out three entirely separate
objectives of lending under the SAL in increasing order of

complexity. They are:

Financial - to provide resources, which  would €359
developing countries acute .debt and balance of

payments problems of the early 1980s on a medium term

basis.

AN

Macro-economic adjustment - to hanage aggregate demand so as

to optimize medium term growth prospects for the

economy.

15. Ibid., p.30.
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?:ﬁicrd-éébnomic édjug&géntvé to further impro&e the supply
side by rémoying policy ind'ucéd " distortions  in
specific m;rkets. in paftibu{ér ‘the markets for
foreign exchange, energy, p&élic utilities = and

16

agricultural ‘produce.

In attempting to.implement_teforms.lﬂhe Bank makes
‘some suggestions while éranting SALS to member countrises.
They inClude- promotion of inyestment  in vnon-traditional
exports, adjusting ;@omestic production to higher énergy
pficés{i emphasis 651;}abour. intensive investments to

generaté employment, for making institutional changqs to

improve production and marketing sysfems. '

Next,  the two conditions that must be met for a
country to receivé SALs. Firstly, a country must experisnce
Br anticipatera serious balance of paymanfs crisis due to
reasons that cannot be reversed. Secoﬁdly. the . would be
recipient must chalk out # timg_bﬁund structural adjustment

programme so as to improve its balance of payments position.

Furthér,“the Bank on its éart has formulated certain

\

restrictions on the SAL program. However, today after 10

16. Paul Moslay and John Toye, "The Design of Structural
\ Adjustmegnt Programmes™, Development Policy Review,
6(4), December 1988, pp.396-97.
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years ipf SAL operations, it has been proved that these
réstrictions'are of a flexibie nature. Acqor¢ingly,-at vthe
time .of ité initiation, lending under SAL, ?pich is non-
project jn nature was }iﬁi;éd io 10 per centlaf the total
World Bank lending in aéy‘ona year and 30 per cent of thé

total }ending to any one country.

?olicy\Reformg‘Under SAL

Undéf SAL finance, é%é:borrowing country has to enter
into agreemént with the Bank promising structural adjustment
with a cohprehansive.program of policy action. However,:
some of the specific areas of policy measures requested in
return for SAL 'finanﬁe are : removal of import quotas,
tariff reductioﬁs, budgét reform, interest rate policy
raform:; revision of agricultural pfices, reauction or
elimithion of some agricultural input subsidies, revision
of industry incentive sysfam and st;eﬁgthening.of capacity
to forqulate and implement public investment programme. (A
list of the policy'changeé whiéh ﬁave been requésted as
céndit%ons attached to Wofld; Bank &GALs is set out in

Table-3.1.
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Table-3.1

bl %
Types of Pollcy Heasuras Requested in Turn gf SAL Finance
Measures , b
1. Trade Policy:
1. Removevimpdrt quotas
2. Cut tariffs :
3.  Improve export incentives and institutional

support

I!. Resourceg Mobilization :

Reform budget and taxes

Reform interest rate policy

Strengthen management of external borrowing
Improve financial performance of public
gnterprise

BN e

111. Efficient Use of Resources:

1. Revise priorities of public investment programme

2. Revise agricultural prices

3. Dissolve or reduce powers of state marketing
boards

4, Reduce or eliminate some agricultural input
subsidies

B, Revise energy prices

6. Introduce energy consarvatlon mMO3SUres

7. Develop indigenous energy sources

B.. Revise industry incentive system

Iv. Instxtutxonal Reforms:

1. Strengthen, capacity to formulate and implement
public investment prograame

2. Increase efficiency of public enterprxses

3. Improve support for agriculture

4, Improve support for industry and subsectors

Source: Paul Mos]ay, " Conditionality as a Bargaining

Process: Structural Adjustment Lending - 1980 -86"
Essays in International Financs, No. 168,

(Princeton University, 1987), p.7
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According to -a senior‘Vice-Presidqnt of the Bank,
structural adjustment loans are supported by prbgrammes that

include measures falling primarily within four areas:

- the restructuring of incentives, including pricing
‘policies, tariff reforms, taxation budgat " subsidises,

and interest rates.
- the revision of public investment priorities,
: - o AN _
- improvements in budgeting and debt management, and

- the stroengthening of institutions, particularly

public enterprises.

The Bank reéches on an agreement.-and undarétanding
with the borrowing.governmqnﬁ on specific _actions to bé
taken and a few key actions are made precondifiohs for the
release of disbursements. Satisfactory progresé in carrying
out the overall programme is also a requiremeﬁt. The Bank
on its part makes tranched or phased disbursements
{successive SAlecover a peri§d of 5-7 years) of funds unde;

the SAL program so as to ensure the efficient implementation

of the SAL operation by the borrdying government,

17. Ernest Stern, "World Bank Financing of Structural
Adjustment"™, in John Williamson,\ ad., IMF .
Conditionality (Washington b.c., Institute of
[nterantional Economics, 1983), pp.93-58.
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Non-Project Lending and SAL

As SAL comes under non-project iending; it is
necessary to make a distinction betwgeﬁftypesi of .lending
that i£ madé under non—érqject lending.* A programme |loan,
simply put, is‘long-term balance of paymént financing. The
Bank makes this type of lending to be wused to support
govegnments effo;té to ‘remedy the conseqdeﬁces of. a
temporary crisis such as a civil war or a natural. disaster,
an unanticipated shortfall, or a sudden and substéntjal

deterioration ih»téfms of trads.

The SAL, also a non-project iending is designed to
help . developing countries difficult process of policy and

ihstigutional reforms.

As is wevident froﬁ the above explanation, the’
programme loaﬁs intended to meet the short-term or immediate
difficulty rather than dealing with the long-term structural
problems ‘of ~developing countries. A sector loan, on the
other hand is basically financing for a package of projedts
in one éector of a country’'s ecoﬁomy, with some additional

planning money.

* Programme Lending, sectoral lending and structural

adjustment lending all come under non-projsct

lending.



Conditionslity and SAL

In cbhtrast to conditionality on project léans, SAL
conditionality is related entirely fo issues .of. macro-
econbmic Zﬁﬁd séctoraf policies. :It raises th9_ L3vel of
dialogue . to tha higﬁest ranks of goverﬁment and provides a-
single fécus that helps ensure that adequaté atténfion, is
-given to the.programmes' promptrimplamentation. Whereas in

: - N ,

project lending, ' the Bank will typically be dealing with

agencies or sectoral ministries, SALs are always the’ concern

18

of the key decision;makers. - "The main feature of
structural adjustment lending - "its high ' degrese of
conditionality, focused on such considerations as the

structures of - incentives, public investment ‘priorities,
budgetary reform and institution building - has virtually

precluded its applicability to éﬁergency situafion.lg

. 1
Dus to this, i.e. " stringent conditionality
prescriptions imposed by the Bank along with SAL finance,
only a limited number of countries have resorted to this.

kind of assistancs.

18. Ernest Stern, "World Bank Financing of Structural
Adjustment™, p.104. ’

19. Richard E. Feinberg apd Valeriana Kallab, ed.,
Uncertain Future: Commercial Banks and the Third
World (Transaction Books, USA, 1984), p.S1.
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Assessment of Structurali

Adjustment Lending

" Richard E. Feinberg points out four criticisms .

against .structura} adjustmeht lending by the Bank which_ he

says are also the complaints from many Third World clients:

.The Bank 1is in danger of becoming like the -IMF -

pushing simplistic standérdized formulas that slight

the  particular history, culture \and poiitics of

individual ;nations, and that are based morse on
precbﬁpeived ideology than on objective.qnéiysis.

Some Bank staff are just too junior too"a£rogant, -§r
too ignorant to negotiate with senior government
officials- who generally knowvmore abouf their own
countries gconomic aﬁd political realities. |
Structural adjustment progfammgg ' arev overly
ambitious,encompass too many objectives and details,

.

and require closely SPacad assessm;nts that come wup
before substantial progress can reasonably be expected.
The si?e of the Bank;s loans is often not commensurate

with the costs and risks of the adjustments that it

proposes.

20.

Richard E. Feinberg and contributors, Between Two
Worlds : The World Bank's Next Decade (Transaction
Books, Overseas Development Council, Washington .D.c.
1886), p.12. ‘
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As for the expahsion of strpctﬁral’ édjﬁstment lqans.
the ;Bank‘facea two diffiﬁulties; one difficulty, which is
often mentioned, 1is the lack of expertise in the Bank to
svaluate strgctﬁra[ adjustmant programmes. ~.Second1y,
éxpansion couié  onl§ be .at the expense of the 'Bahg’s
valuable project lending activities. These werelﬂ:the
difficulties énd‘dpubts‘faéed by the bgnk at the £ima of the
initiation of the structural adjustment programme in the
_early 1980s ;when tﬁe élimate wWas thathf -global econ0@§c

crisis and uncertainty about the scale of private financer

In fiscal year 1980, only eight non-project loans were

approved, These totaled only $525.5 million and accounted
for only 4.6 par cent of .the Bank's total lending.2- Out of
these only two i.e. Turkey - 200 million and Bolivia - 5-

million were structural adjustment loans approved by the

IBRD.

N i
N

In the second year of 1its lending for structural

adjustment nearly half & dozen countries had adopted such

programmes, a-- number far smaller than the ngmber of
countries that needed to implement such programmes. The
difficulty that 'governﬁents find in gaining political

acceptance for the adoption and implementation of structural

\\ N
21. World Bank, Annual Report, 1980, p.124.
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adjustmenfv progrémmes ‘has been and continues to be fhe
sjngie most imporﬁant_obstacie to rapid progresszy the Bank'
with structural adjugﬁment assistancse. ’Oftan.thelneed for .
sffgbtural adjustmenézis greatest in;those countries thag
fiﬁa. if most difficult to adopt effective programmes. 'lﬁ
Qame of these countries, the Bank has sUpportad policy
improvements on a more limited sectoral basis in the hope

that they could be broadened gradually.

”t'Tbe Bank can make SALs only from the resources
available with it and also the policies related to SAL havg
to be flekible so as to suit the cirggmstances of indi?idual‘
countries which normally vary fromaohe.country go another.
Guyana was the first _country to receive a SAL of ¢$14
million, in the year 1981. The loan was in the form of
foreign exchange to be utilized for industrial and
agricultural inputs both in public as weli as privéte
sectors. The Bank's aim, was to stimulate economic growth

and restors balance of payments equilibrium.

~In the year 1982, in an informal éeminar of the
Directors of the Bank, it was noted that, "while there is
still much to learn, structural adjustment programme will
consider, as far as possible, how the burdens of adjustment
are shared amoné income groups, and how adversé éffects the

poor,... Bank research will give high priority to reducing
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the gaps in its knowleége of the effects of the poor of
macroeconomic policies, including alternative routes toward

structural adjustment."zz

The ysar 198% witnessed an increase in the World Bank_ 
lending in the form of structural adjus£m9n£ as compared ﬁp
the 'lending .in the first three years. However, .it was
assessad that T"structural édjustment Ilending has been .
limited both in the numbqf of countries participating -
sixtesn to daté - and in the volume of World Bankr funds;;
allocated to SAL operations, which hés Jrisen from

approximately $700 million to % about $1250 million. in

198(3“.2:3 (See Table-3.2).
\ i
N
22. - World Bank, Annual Report, 1880, p.37.
\ .
23, Stanley Please, "The World Bank: Lending for

Structural Adjustment™, p.86.
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Table-3.2

IBRD Structural Adjustment Lending - 1980-89
(US & ‘Millions) . '

Fiscal Year  No. of Loans ;, Amount ' % of Total
’ Lending
1980 3 ) 305.0 2.7
1981 6 | 717.0 5.8
1982 6 1,071.0 8.2
1983 7 . 1,285.0 | 8.9
1984 - 6 1,082.0 | 7.0
1985 3 © 183.0 1.1
1986 7 610.0 :-f | 3.7
1987 13 o 665.0 | 3.8
1988 7 ©1,520.0 10.2
1969 7 o 1,392.0 , 8.4
Total | 8,810.0 7.3

Source: IBRD, Peter Nicolas, The World Bank's Lending for
adjustment, and interim report, (Washington, D.C,
1988) and Worlid Bank Annual Reports, 1888-1989.

Spegcial Assistance (or Action) Programme

In the year 1983, structural - adjustment was
incorporated in a broader Special Action Programme (SAP)
.initiated by the Bank, which was established for two years.

This programme was described to help developing countries-
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[

restore their development efforts déspite_ adverse current

economid environment. The programme’'s major elements

included -

1. expansion in lending for high-pri&tity operatiohs that
éuppdrted strucfural - adjustment, policyv changes,

production for export, fuller use of existing capacity,

and the maintenance of crucial infrastructure;

2. - sector adjustment support in the form of laons for

gxport devélopment and modernization of . existing
- facilities,. and provision of agricultural inputs as

-part of a programme to improve incentives;

3. financing of an increased share of pfojact costs,
including part of local currsency costs, especially 1in

"the poorest countries, and

4., coordination with other international lending

institutions and bilateral donors.

The pfog;amme involved financial measures and policy
advice to help those countries that were demonstrating a
willingﬁess to cope with thse édversa environment. through
policies aimed at improvingv export competitivensess,
mobilising additional domqstic resources, and adjusting
overall expanditurés to aiminished foreign and domestic

resources in a manner least damaging to their future
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prqspedts ‘6f; §rowth.24 ‘This programme certainly did not
intend xtor finance balance*of—payments deficits of the
countries facing severe sconomic crisis. .Inétead it was 3
time bound programme to help those count;ies that are
already :pursuing appfopfiate policies with ;dditional

financial measures and pblicy advice by the Bank with the

expectétion of world economic recovery during that period.

Tﬁ; Bank»ahnoupced that within‘this programme it would
be willing temporarily to Q;loy structural adjuétment loans
to exceed_thé. limit bf 30 éaé-cent previously imposed on
fhat coﬁaneﬁt of its-fotal lending to a country. It also-“
intimated that it would be prepared to eicaed the 10 pef
ceﬁt limit pfeviously imposed on structural adjustment loans

in relation to its total lending.

AN .

The estimated increase in IBRD diébursement.as a result
of fhhs programme was ¢ 2 billion over the period fiscal
1883-85, an 8 per cani incfease» in total projected
disbursement for those years. Net transfers fdisbursamants
less interest and aﬁbrtizatipn) were.equcted to increése b}

nearly 25 per cent in this period as a result of the érogram

(see Table-3.3).

24, World Bank, Annual Report, 1884, p.47.
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Table-3.3 : ‘

Projeéted IBRD Disbursesents and Net Tfansfers Under
Special Assistance Programme#
(US & Million)

Fiscal Years

1983 1984 1985 Total
1BRD
Diéburéement without 7300 8300 9400* 25000
Programme : , ' '
Net Resource Transfers 2600 2550 2200 7350
Additional disbursements 150 1000 850 2000
from Programme. :
Additional Net Tf?nsfers 145 825 680 1750
from Programme
Increase in 2 12 8 8
disbursements (%) '
Increase of net 6 36 31 24

Transfers (%)

*# Projected as of 1983.

Source: World Bank Annual Report 1983.

In March 1984, an assessment on the progress of the
SAP operation for the year 19837was made by ithe Bank's
Executive Directors. The report stated that there. was an
gxpansion in tﬁe lending for "adjustment™ operations as was
expected when this: prograhme began. The Bank 'approved

tweive new operations under this programme during the first
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ten monthét— which.inéjuded two SALs, six sactor-adjustment
loané, and four supplemental loans. Also, twanty-eight
programmos a3lready under Bank consideration were modified to
include SAP slements, As expactea;réubstantial incraége in

the Bank disbursements under this programme was witnessed.

In order to achieve the objectives of the programms
the Bankﬁexpanded its‘advisory services for both structural
;s well a; sector adjustment programmes includsed in tha.SAP.
As one of thse objectives of the Bgak in the -implementation
of SAP was to "u;ge other members to make similar efforts”
for a successful completion of the programmsa, the reviaw
stated that it had achieved its objgctive as far as Sudan

and Ghana were concerned. The programme had achieved a

positive response from various bilateral donors as well,

In march 1885, the Directors of the Bank after
1
reviewing the SAP operations for a second consecutive year,

stated in a progress report that:

1. It had facilitated the completion of some 260 priority
projects,\ supporting a total investment of about $50
" billion, by ensuring the timely availability of

financial resocurces;

N

Its fast-disbursing assistance allowed imports of

critical raw materials and spare parts needed for the
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better .use of existing production capacity, thereby

. ‘making the adjustment process less painful;

3. 1t had providéd éigood opportunity for identifying and
- resolving bottlenecks of . efficient project,

'implemaﬁtation; and

4, The peréeived responsiveness of the Bank in édopting
its procedures and practices to ameliorate the economic
difficulties of its developing mehbe:s_Was- beneficial
éijib the policy dialogue the Bank has with its developing
membe; countries,‘.-in addition, the flexibiiity,
demonstrated by the Bank affeqt;a the action of other.

,donors.zs

Under the SAP fofty-foﬁr countries received about
$4.5 billion during the period 1984-66. It indicates an
,incréése. almost twice the amount given when the SAP was
first started. However, the SAP has not been able to play
an important’fole in the-19805. In fact there was a rise in

ecqnbmic-activity but it cannot be attributed to SAP.

Recently the components of SAP such as structural
adjustment and sector adjustment lending, use of revolving

funds, financing of working capital and recurrent costs,

25. World Bank, Annual Report, 1985, p.54
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have been absorbed into normal Bank operations. This makes
it easier for the Bank to undertake policy adjustments  for

countries on a case by case basis.

Sector Adjustment Lending'

Sector-adjustment lending was another form of

instrument adopted by the Worid Bank in the year 1879, along

with ~structural adjustment lending. Sector adjustment.

leﬁding was designed to Support, withiﬁ an accéptable macro-
economic framework, sectoral programmes of policy .and
institﬁtional .ghange, including restructuring of capacity,
and to incrééséﬁresourcé mobilisation and in ways in which
resources are allocated. It was the adverse world economic
environment that led the Bank té resort to this type of non-
project lending. The objective of sector-adjustment lending
is £o promote the introduction and effective implementation

of sector policies necessary for sustained rapid growth.26

This form of lending involves major changes in macro-

economic policies of the borrowing country. Its focus is on

major sectoral issues and investment programmes, especially:

incentive framework (tariffs, prices, taxes), and
institutional capability. The condition for a sector

adjustment loan is that the borrower country has to agree on

\

26. World Bank, Annual Report, 1986, p.47.
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;‘specific monitorable programme of action in ﬁhose,areas on
specific schedule and..on investment progfémmas for the

saector.

Seﬁtor' adjustméﬁgf-loans' are wusually - given to
countries which lack adm;ﬁistrative and political skills to
formulate and implément» coﬁprehensive economy - wide
‘structural adestment programmes. Also, countfies where SAL
are considered td be to?: compreheﬁsive and' not needed
sector—édjustment loans ;ie;‘provided. “These loans are
generally-.uééd for impbrts required in a particular sector
§0 as toﬂbring about reforms in that sector. These loans
are generally disbursed in between two to sig Years. These
operations are norméliy tranched or phased, and the release
of tﬁe second tranche is linked to the progfegs of sector

adjustment programme (see Table 3.4 for details in sector-

. 1
adjustment lending and operations for the period 1979-1989).
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Table-3.4

IBRD Sector Adjustment Lending 1978-89

Fiscal Year No. of Loans Ampuﬁ£ l % Total Lending
1979 1 _ 31.5 0.3
1980 1 65.0 . o.8
1981 . I 137.0 1.1
1982 - - -
1983 8 640.8 4.4
1984 ’ 8 -‘~xi 1,317.9 : 8.5
1985 13 1,475.1 10.3
1986 ’ 18 2,283.5 14.0
1987 | 18 3,452.5 19.5
1988 10 ' 2,420.1 16.3
1989 l12 3,887.0 ' 23.6

‘ ,
Total 82 15,710.5 | 13.1

Source: IBRD, Peter Nicolas, The World Bank's Lending for
Adjustment, An Interim Report, (Washington:
D.C,1988) and World Bank Annual Reports, 1588-8S

Sub-Saharan Africa

World Bank for the first time adopted a developing
region for intensive support through various lending

programmes and policy dialogue and reforms in the eightises.
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Sub-Séharan‘Af{ica emergeod in the-aa:l} 1980s as the region
of gréat9st concern to the development pommunity because of
its poverfy, rapidly risiﬁg population and deéjining living
standards} Tﬁe World Bank realized thatéfthis ragion
deserved greater attentionfto sound_investmgnt planning so
as to deal with the problems facing the sub—Saharih, African
countries. plﬁ 1981, the Qorld Bank issued the first in the
saries -of its'reports, "Accelerated Development in sub-

S;harah Africa: An Agenda for Action". This special
programme . bf;action was to;héal with problems of Africa’'s
slow growtht . The region was witnessing a decline in per
capita incbmé as well as agricul£ural output during this_

period. The report emphasized on reforms in domestic as

well as external policises.

Tbe former, i.e. domestic reforms included the
elimination of inefficient trade regimes and over valued
exchange rates that Aave_led to the region’'s poor export
performance. Also, it stressed on the establishment of an
appropriate institutional framework in order to .increase
agricu{tural A production. - It also suggested greéter
efficiency in parastatal bodies and development of increased
capacity for hroject evaluation and policy formuiation.

Alongside .domestic efforts, the report emphasized for

\ .
an "equally profound commitment ... from the international
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commﬁnity +++ to increase aid and to ptov&de assistance in
ways more suitable to Africa's needs and in support of the
reform pfogrammes, defined by the African governments".27
In order to deal with the problems Qf this region along with
the policy'reforms suggested in thegréport, it also stated

that the official aid to the region in the decade (1980-50)

should be doubled.

In the next two years of the publication Bf th{s
feport, the cpuntries of this tegion witnessed a worsening-
sconomic climate, a sharp decline in world +trade, falling
prices of exports, rising debt service commitmenis, and

stagnating levels of official development assistance.

Reviewing the existing economic climate 6f the ‘region,
the World Bank in the year 1984 publishad second in thg
séries of reports on sub-Saharan Africa called, "Sub-Sahar;ﬁ
Africa: Progress report on Development prospects » and
programmes"”. This report highlighted on problems being
faced by these countries in designing -and implementing
programmes df reforms, examined the changes due to the World
Bank operations and reviewed the response of. the donors go

increased aid to this region. In September 1984, the World

Bank published the third in a series of reports on the

27. World Bank, Annual Report, 1882, p.62.
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‘problems of and prospects for, sustained develophentvin sub-
Saharan Africa: A Joint Program of Action. It stressed that
fﬁhe; better use of investment both domestic and foreign is

the key issue".

It notes - "Experience demonstrates that too"much
investment has gone into projects that have failed to
generate significant increases in output. Genuine

mistakes and misfortunes cannot explain the excessive
number of "White elephants”™. Too many projects havse
been selected either on the basis of political
prestige or on the basis of inadequate - regard for
their likely economic and financial rate of return.
Changing the structure of an economy still ' requires
strict adherence to criteria for project selection
and design in order to maximize the return on
investment. External financial agencies have shared
the responsibility for this inadequate discipline
over the use of investment resources".28 '

This programme traced the unsound investments and
pricing bolicias in the region, examined thse effeéts of long
term constraints on dévelopment and proposed a programms of
action that would 1lead the region’'s realization of its

potential for sustained development. This programme

emphasized on six major elements:

- efficient.. national economic management by policy

planning gsared towards rehabilitation and development;

28. Worid Bank, Towards Sustained Development in Sub-
Saharan Africa: A Joint Programme of Action
(Washington D.C., 188B4), pp.1-24, Quoted in Warren C.
Baum and Stokes M. Tolbert, [nvesting in Development
- Lessons of World Bank Experience, (Oxford, 1985),
p.11.
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- monitorable and coordination and donor. programmes;

- external support for reform programmes should be in the
form of adequate, timely and suétained financial

assistance;

- emphasis should be on rehabilitation and maintenance of
existing infrastructure 1in support of policy reform

. rather than on new investments.

- emphasis should;” be on | basic programmes for

development/education, health, population etc.; and

- external finance both bilateral and multilateral should

be increased.

On its lending to Africa, the Bank decided that it
will resort to its different types of lending instruments.
Majority of the {anding will be in the form of specific
in;estments or project lending, efforts in support of policy
reform will be through sector Iadjustment and structural

adjustment loans and to lesser extent, programme loans.:

Another major activity of the Bank in support of the
action programme in the region was to strengthen the non-
financial assistance. Also, the Bank decided to support for
mqfe aid cOordiﬁation in the regioﬁ by other agencies such

as IMF and UNDP. Finally, the most important activity that
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TH-3595

this programme :callad‘Afor was the creation of Special

Assistancs Facility 1in support of reform programmes

undertaken by African governments.

On July 1, 18985, the Special Faci{ity for sub—Séharaﬁ
Africa began operatioﬁs. The resources available amounted
to $255 .million and was expected to increase to ¢ 1.2
billion.b 1t was a programme for three year (1986-1988)
period; Thisffacilify was .a crucial component of the Jjoint
programme of action ;n so far as it proyidqd the means to
facilitating the formulatibn and implemegtéfion of reform
pregrammes, and of supportiﬁg govern@ents in the difficult
decisions needed to make the over all flow of resourcses to'

Africa  effective. It also stressedqgs issuss such as debt

) ) 2,
rescheduling and increased and.A;;}r ra&er assistance to
e N =, .

the region. . ' . s u_

During the year 1986, Special Facility Operations
totaling 782 million were approved to fifteeﬁ cquﬁtries.
DQring 1887, twelve operations were financed with facility
credits totaling $421 million. | Special joint. fiﬂancing

amounted to %192 million;sov In 1988, Af;ican Facility

Credits amounted to about $1.1 billion, and approximately

28. World Bank, @nnual Report, 1986, p.22.

30. [bid., 1987, p.30.



GBOb:millidn'was allocated under special joint financing.31

'Addressing Poverty Alleviation
in the 1980s

In the 1980s povéf?y alleviation was £o be a key and
integral part of the Béﬁ&‘s development programme. The Bank
was to lay emphasis opvéconomic growth alohg with efficiency
and Equitable distribution. ﬁanaging the global sconomy and
" financing  the alleviation of poverty were the two most

important tasks of the World Bank. '

The  Bank in the 1870s had laid special emphasis on
direct »”méasures to alleviaté poverty under President
McNamara’s leaderships lt was a reaction to the world wide
recognition that.growth_was not reaching the poor majority
in many developing countries. Hence lendjng for sectors and
subﬁéectors.considered more directly beneficial to the poor-
rUrg} and urban development, primary sducation, population,
health and nutrition, small-écale_industries, water supply
atc., were given special emphasis. Trends by the end of the
decade showed‘that many cbuntrieé'had made a steady progress
in ‘the fight against povérty but stiil the total number of
peopfe living below the po;érty lihe continuea to mount

despite SF efforts made by the developing countrises

31. - lbid., 1988, p.36.
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‘concerned as well as by the international community.

At the time when McNamara made his final address ;}o
the Board of Governors on September 30, 1980, "Absol;;e
Poverty", he said, "is an open insult‘io the human dignity
of wus all, to the poor themselvses, Eécause simply as human
beings _ thay have deserved lbetier ... for we have
collectivelyﬁbad it in pd&er to do moré to fight poverty and

we héve failed to do so".32

The 1980s began_w;th the world ;it;essing a severe
economic crisis. The cr;sis as diécussed earlier occurred
due to two and a half fold increase in the oil prices which
resulted in severe econoﬁic constraints 6n the economies of
the- developing countries and léd to stagnant or negafive
growth in low income countries of sub-Saharan Africa, Latin -
America, and some parts of Asia. Thié' gconomic decline

N ' .
almosf brought thg development to a standstill and in many

cases reversed the advances in poverty reduction achieved

during the earlier decades as has already been noted.

The World Bank, thus, faced a mounting challenge
in theIIQBOs to reduce poverty which was accentuated by the

deteriorated global economic climate, combined with limited

32. IBRD, John L. Maddox, The Development Philosophy of
Robert S. McNamara, (Washington D.C., 1981), p.47.
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economic growth and worsened due to rapid population growth

‘in the developing countries.

Various - .lending policies iéf the Bank such as
"Structural Adjustﬁent, Sectoral Adjustmqnt Lending involved
"macro conditionality". With the dé;artﬁre of Robert
McNamara.uand tﬁe arrival of A.W. Clausen the Bank shifted

its’ explicit "focus on poverty" to what Clausen called a

"balanced: strategy"”, i.e. one of faster economic growth
combined with *ﬁrégmatic measures to reduce "absolute
poverty".33 The Bank's new President was of the view that

there can be no meaningful poverty alleviation withbut the

right set of country policies.

The.Bank, thus, in the 1880s put‘much éreater weight
on prices, markets and agriculturai.raaearch and technology.
The Bank's approach'was to integrate the core of the poverty
concerns ofI the 1970s into growth and market oriented
concerns in the 1980s. Thé Bank was bf the view that once

“growth had‘revivéd-in thesse countriés, progress in reducing

poverty would automatically resume.

In the year 1982, the Annual Report of the World Bank

stated, "While there is still much to learn, structural

33. IBRD; A.W. Clausen, Address to the Board of
Governors, (Toronto, Canada, September 6, 1982).
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adjustment programmes will‘con;jdef, as fén aé poiﬁible, how
the burdens of adjuétment are shared éﬁong income groups and
how adverse effects on the poor .... Bankireséarch will give
high priority to reduéing_thé gaps in its knowledée of the
affects on the poo;jof'macro ecqpomic policies, including
alternative routes tpward structural adjustment".a4 Also in -
early 1982, an integral task fbrce on the Bank's prerty
focus <circulated a report whose pr}ncipak cdnc1gsion was
-that_ "the poverty focus sﬁoﬁld remaig an.integral part of

the Bank's.overall development lending"”.

_The World Bank has addressed'poverty alle&iation as
its major concern over a long periocd of t;me. Despite
sfforts by the governments of develqping countries ahd the
Bank assistance it has remained the most difficult ﬁask.
All ;he efforts and achisvements are halted be “ong

N

particular factor i.e. population growth. Hence, the Bank
. {
considers that addressing this problem is essential for

reversing the stagnation of per capital incomes and

promoting lasting developmént.

To increase the effectivensss of pragrammes,to reduce
poverty, the World Bank is foéuSing more directly on poverty

"in its lending. The Bank's efforts to reach the poor

\
34, World Bank, Annuai{ Report, 1882, p.37.
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emphasizes improvements 1in efficiéncy, prpductiQiﬁy - and
growth in sectors which concern the poor. Lending by the
Bank is for rural and urban developﬁent.'agriculture, social
sectors, and small scalse industf& - which are all related

\to .tha poor in the developing countries. Emphasis is also

being given to targeted employment, food security and social

programmss.

Thus, Feinbefg appropriately remarks, "its new
potential vto influence macro-economic policies may prbve
especially. . valuable for stimulating new economic
opportuniﬁies- for the very poor, thus iméroving efficienéy

and equity simultanaously.ss'

To make this approach operational, the Baﬁk is
implementing initiatives in the context of adjus%ment
lending as well as its direct lending for poverty. as far
as adjustment lending is concerned, there are three areas in
which the Bank hélps countries in designing programmes to

protect the poor during adjustment -

(a) re-designing adjustment programmes when the poor

suffer unnecessarily from specific policies;

35. Richard E. Feinberg and contributors, Between Two
Worlds: World Bank's Next Decadse, p.19.
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(b) maintéining wherever pbssibla, social 'expehditures

that benefit the poor and improving térgeting of

other expenditures such as food subsidies etc.; and
(c) designing short-term compensatory programmes that
benefit identifiablse podf .groups affected . by

adjustment.36

The contsxt'that structural adjus;@ent pyovidé;. for
the.élleviation of povetty - fifsf, if structural adjuétmant
raduces 'price distortions, enhances competition and‘ erodas
monopoly profits and economic rents, the incomes qf the
‘Qgéfthy are likely to fall and those of the poor tb rise,
The reduction .in market distortions .brought about . under
adjustment may therefore enhance Bofh efficiancy and equity.
Second, if structurél adjustment ultimately promotes
gconomic growth, the alleviation of poverty wili’undoubtadly
be an easier proposition. But unless sttuctufak adjustment
strategies are well designed, the benefits of economic
growth will bypass some perrty groups. The . challengse
fécing policy -makers, especially in countries with chronic

\

poverty is to direct structural adjustment toward the poor -

36. IBRD, Development Committsee, No. 189, gtrengthening
Efforts to Reduce Poverty, (Washington D.C., January
18893, p.18.




- to identify 3 strategy ‘of adjustment with equitable

growth.37

Adjustmqnt policies bini?the developing countries
however may}adversely affect thé poor in two ways. In £he
short-run lguch 'policies may reduce the real income 'and
consunption'df'poverty groups. Second, even over the long-
term, some poverty groups may not benefit from the process
~sét in motion by the adjustment effort. Adjustment policies
shape developgénﬁ and iﬁfluence. distribution of income for
f?ears into tgenfutura and have different effects on the
éoor. The Trelationship between- adjustment:‘and poverty
therefore extends beyond a notion of sociai' cost that

features only short-run effects.

In April 1987 the Development Committee considered a
paper preparedlby the Uarld Bank egtitled "Protecting the
Poor During Periods of Adjustment"™. This report noted that
during the >recent period of economic difficulty and
adjustment many of the poor appear to have suffered a severe
deterfération ‘in social conditions. Both ghe low-income
African countries and highly indebted middle income
‘countries suffered negative growths during fhe first half of

- the 1980s.

37. IBRD, Lionel Deonoy and Tony Addison, The Alleviation
of Poverty Under Structural Adjustment, (Washington
D.C., 1987), p.5.
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The repérf 'identifiéd three types of 'traﬁsitional
cost of adjustmént associated with policy rseform. First,,
adjustment mseasures designed to balance aggregate demand énd?;
'Esupply usually though not inevitably;:depress output,

employment and consumption. These costs are typical of a

‘recession. . Second, there are changes in the structure of
incentives designed to stimulate the reallocation of
resourcgs betweédn sectors  and activities. Third, some

transitional costs also arise because productive resources

do not move effortlessly and instantaneously among
alternative uses in responsa to -changes in ralative
prices.

Tﬁe repbrtr further noted - thét the Bank's early
support for economic adjustmant fopuséd.almost eitensivety'
on improving effiéiency of reéource ’4allocatioﬁ and
strengthening insﬁitgtions «.. withta view to restoring .
growth and improving the balance of payménts in adjusting
ecohomies. This support reflected judgment that the quick
restoration of- growth was the mostiéffecti?e way to help the

\

poor.

Fresident Conables’ address to the Board of Governors

at the 1987 annual meetingsr rededicated the World Bank to a

\

38. IBRD, Feter Nicolas, The World Bank's Lending- for
Adjustment: An Interim Report (Washington, D.C.,
188>, p.3.




more affdctive'rbla in combating poverty. "...the World Bank

is raady;ﬁto play a rseinvigorated role in the fundamantal

tasks - of ?development-: to promote seconomic growth and to
combat poverty ... Restoring and strengthening growth are:
essential for achieving our greatest goal - to . reduce the

38

poverty, misery and destitution that blight our worlid."

In the recent ysears, the Bank has broadenéd'-its
efforts to ﬁelp adjusting countries include aE more direct
concern with the social effects of adjustment. Measures to
protect the éoor have baqh&divided into two categories. The
first one is the refocuéing of social expenditurse,
particularly in health and education, towards the poor. The
second is cost-effective compensatory programmes,

particularly in the areas of nutrition and employment.

The - recent Development Committée report prepared by
the Bank points out that in order to implement more
effectively strategies for reducing poQarty. the éank is
making 1its practices ;n some areas more flexible and
responsive to the needs of borrowers. First, poverty
programme credits and loans might be used where aépropri;té

to support sectoral policies, resource allocation and

39, I1BRD, Barber B. Conable, Address to the Board of
Governors, (Washington D.C., September 29, 1987).
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institutionél' affprts £§ improve the welfare of the poor,
especiaily the poorest of the poor. Sécond,'in most cases
projects that héve asvtheir primary and direct objéct fﬁhe
reduction of poverty will be evalpaté@laccording to eifker
cost-effectivaneés (least cost) con#iéerations, for examplse, .
in sducation and in population_and}health.- or economic rate
of rafurn calcul;tions_for gxamplie in agriculture. Third,
the{ Bank will continue to de;l pragmatically ’and filexibiy
with subsidies.' reéognizing ihat th%y“are justified when

targeted -to the poor.40

Another major and recent cbncern of the World Bank is
to provide food security to.the low income sub-Saharan
African countries. It is estiméted that a quarter of
Africa’s population - more than a.hﬁndred million people -
do not get enough\fo gat, This‘problem'éxisted in the 19705
but mounted in the 1980s due toirapid population growfh,
adverse terms of trade and an -unfavburable economic
"environmant. Thq World Bank, along with the formation of
Task Force on Poverty Alleviétion in.the ygar 1888, also
formed anotﬁer %ask Force»on Food Seéuri?y in Africa, in
order to develop improved approaches to meet the ¢goal of

food security by the snd of the century.

N .
40. IBRD, Development Committee, No.19, Strengthening
Efforts to Reduce Poverty, (Washington D.C., 1989),

p.13.
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"Assuring African food security”, the Task Force
report noted, éntails meeting two conditions. First{"fbod
must be avé;lable and second, households must have  the
ability to acquire it. The report concluded v"'.'that.
"effective action to combét both chronic and transitory food
insecurity wmust focus also::on the root . cause of food
'inSecurity:_ihsufficiént real income of hoﬁseholds aithq; to

grow or buy food".41

In its efforts to éolve the . problems of food
insecurity and as a response to the recommendations made by
the Task Force, the World Bank is launchiﬁg new initiatiQes
to increase agricultural production in sub-Saharan Africa.
Thfs in turn would lead to increase in per capita'income and
solve the problem at least to a certain extent. All this

‘ |
will ‘involve framing and implementation of correct
agricultural policies, developing programmes and policies to
stabilize increasés and prices ' and strengthening
institutional _capabilities. All these efforts along with
growth oriented polieies would lIlead to .long~t9rm food
security and for achieving short-term foéd security, the
Bank has decided to implement measures to improve
Hoﬁseholds' and countries ability ép cope with +transitory

food insecurity.

41. Worid Bank, Annual! Report, 1989, p.85.
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The Bank has also decided to take country spoacific

actions to deal with the problem in a more systematic and

o;ggnized manner. ?}so, the Bank 1is <collaborating with
va;jous non-governmeh;él organizations (NGOs) to work ag
épecific country level Jto -tacklé the " problem of food
sgcurity, The World Bank's food security ‘strategy also

includes actions to improva women's economic opportunities
and increass their food_saéurity. The Bank a}so>intends tq
cojépoﬁsor with other Uﬁited Nationébagencies such as United
Nation; Food and Agricultural Organization (FAD) activities
to enhance food security in the region and to create greater
sconomic opportunitie; for Africah'ﬁdmen farmers. Food aid
has; as Poverty and Hunger noted, "long been the main Qay of
the helping low - incoﬁe countries sustain domestic food

supplies and protac£ the income of vulnerable groups against

4

)

temporary shortfalls".

Food aid can often be used to support poverty
alleviation measures, either directly through the provision
of food to participants or indirecily through the earmarking

of counterpart funds generated by local sale of food.

Thus, after reviewing the recommendations of the two

42, IBRD, Poverty and Hunger: Issues and Options for Food
Security in Developing Countries, (Washington D.C.,
1886), p.52.




“Taék "Forces we com® to the conclusion that povarty
alleviation and providing food security to .the developing
countries are ths two fundamental objé#tives of the Bank in
recent timss. Henég, economic growth ﬁUst be supplemesnted
by additional effbr;s to ensure that development reaches the
poor. A continuéa support to improvse agriculturgl sector

:and structural reforms are both . necessary for economic

“growth and poverty alleviation.

(Co)-financing

-::Anothar "major activity of the Uorld Bank in lending’
in the 1980s was strengthening of its ftraditional rsfe as 3
catalyst for private investment"™. Article | of the Articles
vof Agreement statss épecifically that one of the purposes of

the Bank 1is "to promote private foreign investment by means

Ny

of guarantees as participations in loans and other
‘investments m;de by private investors“.43 The world
gconomic conditions in the beginning of the 198B0s (discussed
in thse beginn;ng of this chapter) and decline in the flow of
\official development of assistance to the Adeveloping
countries along. with increasing constraints on its own

lending capacity faced the Bank to review its policy of

Co-financing.

43. IBRD, Articles of Agreement, Article 1(ii).
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Co-financing is specifically  designed to assure 3
continual flow of capital from private sources to developing
countries for "high priority investments, to encourags
extension of commercial loans on more favourable terms, to
increase the contacts between banks and borrowers, and to

. . . ) T
establish a foundation for future financial dealings”. .

The term "Co-finuoncing"™ refers, in general, to any
arrangument' under which funds from the World Bank are
associated with funds provided by other sources outside tﬁe
borrowing country in the financing of . a particular

. 45 . - '
procisct. The three sources of co-financing funds are the
official aid agencies, export credit institutions, ‘and

private lenders, primarily commercial banks.

Although the Bank has been involved in' Co-financing

operations since the early 1970s but it was in the beginning
. i
of 1980s that it expanded its Co-financing activities. (See

Table-3.5) "Co-financing with private financial institutions

has become the single most important source of co-financing

44, Brenda S. Bishop, "World Bank's New Co-financing

Initiatives: Legal Mechanisms for Promoting
Commercial Lending to Developing Countries", Law_ _and
Policy in International Business, 15(3), 1983,
pp.S18-19, \

45, 1BRD, "Co-financing; Review of the World Bank

Activities™, (Washington D.C., 1876), p.5.
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...aﬁd pro?ides -thé gféatast potential for axpansion.4
Co—finahcingAprovides a vehicle through which the World Bank
can . leverage its limited resources to ovaercoms ?ﬁhe
impediments to private bank lending fo} specific projecgs.

Formal association with the Worid Bank gives private lenders

access ~to all the pertinent, non-confidential information
the Bank has about the project to be financed. Also, the
World Bank -saves time and efforts of private lenders by

identifying and making initial contacts with bortowers, and
providing information about potential éro}ects.
Table-3.5

IBRDs (Co)-financing Operations in the Eighties
(US &% million)

Yearb IBRD Contribution Total Projsct % of Total
: Cost Project Cost
1983 3,567.8 22,144.4 | 16.2
1984 4,641.6 21,72%.2 21.3
1985 4,749.3 23,733.3 20.0
1986 4,026.8 | 24,204, 4 6.6
1987 4,994,6 22, 440.9 22.2
1988 3,755.3 ° 18.294.7 20.5
1989 - 9,247.4 . 35,814.4 25.8

Source: World Bank, Annual Reports, (1983-1989).

\\

46, World Bank, Annual Report, 1882, p.14,



Project lending in the Eighties

The previous pages fdcgsad the attention dn the
disépssion of new lending instruments of the World Bank in
thezﬁ eighties. Although adjustment :kending_ increased
dramatically in the eighties, it does not however mean that
the Uorld Bank neglected iig traditional lending instrument,
i.2. project lending. "The Bank remains a development
institution that commits the majority »of itsiqfuﬁds “in
suppoft of specific investment projecté that emphasis will
continue, for Dbasic inyestmeﬁté are the foundations of
sustained growth.47  The foLlowing table (Table—SiS) giveé a
clear picture of project lending in the eighties. The
share of project .lending ié 3119,?88.7 million in ﬁhé
aightiés. This constitutes S0.8% of the tota}bvlending in
tﬁe decade. Hence only 5.2% of the totai was in the form of

non-project lending.

47. World Bank, Annual Report, 1887, p.Z21.
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Table-3.6
IBRD Lending to Borrowers in the 1980s

(US ¢ millions)

Fiscal Year No. of Loans Total Lendir_lgé'*f ‘Non;Project

Lending
1980 144 7,644.2 | _' 280.0
1981 | 140 8,808.9 789.0
1982 150 $10,329.6  990.7
1983 136 11,136.3 | 1,174.7
1984 129 11,949.2 1,026.9
1985 131 11,358.3  a3s.0
1986 131 | 11,178.8 900.0
1987 127 11,188.2 8;490f0
1988. 118 14,762.0 ‘ 1,020.0
1989 119 16,433.2 2,892.0
Total 1,325 119,788.7 11,098.3

Source: World Bank, Annual Reports (1980-89)
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Region-wise Lending

Table-3.7 gives the region-wise distribution; of
lending of the World Bank during the decade of the eigﬁ{ies.
The Tahble shows that Latin American éhd Carribean countrieg
were the largest recipisnts of Wof{d Bank financse. Also:
Asia  in the iéter years of the eighties had become

important..

Table-3.7

IBRD Regional Lending in the 1980s
(US § Million) -

Region 1980 1981 - 1982 1983 1564 . 1985 1986 1987 1988 1989

Eastern Africa 150.5  304.0 107.9 326.6 M45.2 745  198.1 35.0

| 251" 1,507.8"
Vestern Africa 739.2. 5548  853.8 1265 710.2 AI9.1  A03.1 . 630.8

East Asia and Pacific 2,107.5 2,227.9 2,641.4 3,545.0 2,873.0 2,654.3 3,101.8 2,762.4 . .
: ' 5,751.8  5,687.1
South Asia 125.0  430.0 1,146.0 1,631.1 1,865.0 2,168.0 2,216.2 2,525.0

Europe, Niddle East and 2,174.0 2,173.2 2,317.6 2,464.5 3,052.4 2,387.1 258.4 3,040.4 3,133.3 3,511.8
North Africa

Latin Aserica and 2,595.0 3,119.0 2,962.9 3,396‘6 3,003.4 3,654.3 901.2 4,994.6 5,152.0 5,703.7
Carribean ' N ' '

* Total lending for Eastern and Western Africa
#%* Total lending for Asia

Source: World Bink, Annual Reports,(1980—1989)

138



1

Sector-wise Lending

Table-3.8 gives the sectoral distribution of ths

World Bank Ilending during the decade of the éighties.

Agricultural and rural development ssctor was the largest
recipient of the World Bank assistance. Powser and
Transportation followsed a close second. Assistance to

development finance companies also gained importance during
the decade. Most striking feéture,during this period was

the increase in non-project lendiﬁg by the Bank.
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Table-3.8

1BRD Sectoral Lending in the 1880s

(US ¢ Hillions)

1980 1981 1962 1983 1984 1965 1986 1967 1988 1989

Agricultu}e and Rural-

Developaent

Davel opieﬁtal Finance
Education

Energy

Pover

Industry

Non-Project

Population, Heaith
and Nutrition

- Small Scale Enterprises

. Technical Assistance
Telacosaunications
, P
Transportation

Urban Developaent

Vater Supply and
- Sewerage

1,700.4 2,406.0 2,180.2. 2,3686.3 2,062.7 2,389.6 3,961.7 1,946.3 2,932.1 2,068.1

743.0 1,042.0 957.8 1,177.3  762.3 506.1 1,324.7 2,204.9 1,490.0 2,223.0
360.1  374.6  428.4  296.4  451.2 5149 577.7 173.5 654.9 M6
- 328.5 5640 T720.6 879.1  749.4 1,193.7 213.0  605.4 325.1 5495
1,584.5 1,282.5 1,432.8 1,528.2 2,286.3 2,171.6 2,423.2 2,867.0 1,908.0 2,858.5
3.5 4.8 910.4  625.1  503.0 635.0 57,2 AlL.4 2,082.7 1,888.0
260.0  789.0  990.7 1,174.7 1,026.9.:7435.0 900.0° 1,790.0 1,020.0 2,692.0

65.0 12.5 13.0 60.5 66.5 160.9 166.9  33.3 100.0 3995

222.0 151.5  228.0 516.1. 595.6 536.1 2645 4055  493.0  585.0
- 4.5 | 24.8 25.7 145 45 60.1 15.0 15.2 4.0
66.0 - 338.3 - 186.5 59.6 24,5 654.5 3.0 53.1
1,205.0  763.0 1,379.5 1,408.1 2,243.4 1,866.9 1,253.8 {,145.8 2,217.2 1,137.7
249.8  459.0 3248 328.3  M7.0 204.6 9445 1,234.6 1,108.5 959.0

46,4 4335  400.8  630.9 549.9 622.8 507.3. T7i1.0 490.3  569.2

Total

7,644.2 8,808.9 10,329.6 11,136.3 11,949.2 11,358.3 11,1768.8 11,188.2 14,762.0 16,433.2

‘Source: World Bank, Annual Reports (18980-19889)
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Finally, to conclude, Table-3.9 gives a clear picture
of regional distribution of the _WOrld 'Bank non-project
lending in the eightiss, Non-projéct lending as already
stated had incféééingly becomse impo;tant due to stfuctural
and sectoral adsggtmant lending. The table shows that this
t?pa of lending Qas popular in iow-income African countrias.
andv middle-income European countries. However, in the
seacond half of the eighties many of the Latin America and
Carribsan countr}ps were also increaéingly receiving this
form of assiStancé; JVery few South Asian countries feceived

non-project loans,
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Table-3.9

Non—Project. Lending to‘Borrowers in the 1980s, By Region

(US & Million?

Region 1960 1981 1982 1983 1984 1985 1386 1987 1968 1989

Eastern Africa 192.5 217.0  70.0 130.9  145.0° 45.0 95.0  105.0 “ “
, 760.0 1,280

Vestern Africa - 60.0  150.0 80.0 326.7 18.2 320  202.0

East Asia and Pacific - 218.0  400.00 477.8  300.0 - - 600.0  500.0  390.0

South Asia 5.0 115.0 2400 110.0  170.0  30.0  200.0° 2400 - 62.5

Europe, Middle East 80.0 21.0 - 76.2 60.2 60.2 435.0  705.0 1,050.1  277.0 1,482.0

and North Africa :

Latin Aserica and 80.0 27,0 6.2 60.2 60.2 435.0  705.0 1,050.8 - 277.0 1,499.0

Carribean

* Non-Project lending includes programmse, sectoral and

structural adjustment loans.

**%» Total lending for Eastern and Western Africa.

Note: The amounts include IBRD loans as well as IDA credits.
IDA credits are not significant as revealed in the
Annual Reports of the World Bank.

Source: World Bank Annual Reports (1980-1989)."
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CHAPTER - IV

‘ASSESSMENT OF THE WORLD BANK'S LENDING POLICIES

The World Bank has emerged over the last four and a
hal f decades of its existence as the most important
multilateral institution which is channeling financial and
technical assistance to the developing cpuntries; In “the
last-'thrae chapters, we have seen the steady growth of the

World Bank as a developmental financial institution.

The world_B;ﬁk is considered a specialized agency of
the United Natiéns. .The Bank formalized its relationship
with the United Nations by signing a Memoréndum of
Understanding. The Bank preserved its autonomy and is not
subjadt to the supervisory control of the United Nations.
Hence, the role of the United Nations in determining the
course of the Bank’s lending policies has been limited. Any
move on the part of the developing countries to build an
institution within the UN system to provide concessional
finance was thwarted by the United‘States. It was directiﬁg
all its. support to make the Uorid Bank to be the leading
institution in development finance. The scope of the World
Bank operations was, therefore, widened by establishing new
institutions wunder its fold such as the International

Finance Corporation for financing the private sector and the

144 \



lnté;nainnal Developm9n£ ~ Association to' _ provide
concessionaf aid to the poor countries. "The exposure of the
Worid Bank to tﬁe poorest countries throughrng? operations
has humanized an institutiqn}ﬁhich might otherwisé have been
indistinguishable from a New York Cbmﬁercial Bank ... IDA
lends to the World Bank a wunique world-role and a

developmehtal f_ocus."1

The World Bank'consistg of “unéqu#l partners”™ as the
United States “has almost ?; veto power because of the
weighted vqtingysystem.'_As a consequence the borrowers i.e.
the davelopihé member countries are increasingly facing the
erosion of their voting rights. This is ﬁn important
coﬁcern for the developing countries as it has reduced their
say in the lending policies of the World Bank. As according
to the }atast Worlid Bank Annual Report;z the five major
indusgrialized countries, i.e., Unites States, Japan,
Federal Republic of Germany, United. Kingdom and France
control the major policy decisions in the Bank as they hold

42.23% of the total voting power and the rest 1is shared

amongst the remaining 147 member countries.

Also one notices growth and diversification in the

\
1. V. Venugopal =~ Reddy, World Bank - Borrowers'
Perspectives, (Sterling, New Delhi, 1985) p.111,

2. World Bank, Annual Report, 1990.
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World Bank lending over the years. As mentioned earlier, in
the wearly sfages of its working thé Bank was financing
.reconstruction but soon the eﬁbhasis ghifted to -devalopmen£
and.bthe ‘Béﬁk henceforth cggéentrated all ;its energies
fowards.'fﬁg development of devgloping countries. Ever
since, tﬁé‘ purpose of the Bank is to provide investment
capital for'raiSing productivity, the standard of living and
-conditions of labour in the member countries.

1

From%ihattima the Bank began lending for development
purpoéés»marked shifts were witnessed every ten years. In
the 1950s the Bank was laying emphasis on dé@éloping -basic
"infrastructure facilities”, 80 neceéséry to start
déve)opment.- It included electric power, transportafion and
_agricultufe.

The similar sectors continued to be financed in the
mid and late 1950s. However loans advanced were rather
disproportionate. Juﬁe 25, 1956 was the tenth anniversary
of the day on whiéh Bank began its operations. in
retrospect for the fist ten }ears. one gannot deny that the
- Bank had helped improving the general esconomic environment

in the developing countries.

‘In the fiscal year 1956. the Bank made 26 loans

amounting to $396 million. One significant activity in this

4

3. IBRDP, Articles of Agreement, Article 1.
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year was the Bank's increased activity in Asia where lending

totaled $168 million.

Looking at the lending patté}n ong notices that in
‘the early years;‘Bank's lending went largely for electric
power than fof”any other purpose. Loaﬂg for transport .had
taken a.secondvplace. The remaining, apart from post-war
reconstruction loéns, has been for industry, agriculture and

other development purposes in that order.

The trend gonéinuad in the year 198%57. Bank'é lending
during the fiécal 1957, continued at apﬁroxi-ately.ﬁhe rate
sf the previous three years. The 20 loans made deing the
yeér amounted to $388 million and brought the gross total of
Bank loans to 3,108 million. Elactrfc power continued to
be a' major purpose for which the Bank had lent, Equally
important was loans for industry. Loans for agriculture and
transport we;e nearly equal.

The ten year period i.e. 1958-68, saw a marked
increase (nearly double) in_the amount to iending. From a
modest 300 - 4b0 qillion every ysear, the Bank started
lending nearly $700 -$800 million annualiy. Except in the
year 1965, when the amount lent by the Bank crossed one

billion.

The economic growth was slower in the second of the
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post-war decades than.in tﬁe first and the prébleas of these
:dGVQIoping countries continued to be severe. Despite the
greater emphasis-pléged By the Bank on agricultufe, industry
'aﬁd education durine;the preceding years, the largest part
'6f the financing had continued to be concentrated on h{gh.
ﬁbriority projects to strengthen the infrastructure of the
developing countries economies.

Neyértheless. food production in the developing
@ﬁunﬁries h;d declinea or stagnated, loans were given while
not in keeping with the existing realities. Mass illiteracy’

and pophlation seemed to be the .stumbling block.

In 1961, the Bank had realized the gravity of the
Vproblems relating to lack of education and started financing
education projects. Skilled manpower was an important
- ingredient éf development. Emphasis was laid on projects
for general.secondary education, vocational and +technical

training at all levels and teacher training.

Reélizipg the inadequacy of skills at various levels
in developing countries, as seriously limiting economic
growth; the Bank laid equél emphasis on providing ‘technical
assistance. Such assistance was mainly geared to help
esﬁablish priorities for investments in mgjor economic
sectors, or to prepare development projocfs. The Bank,

however, stands ready ¢to help in the preparation of
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applications to the UNDP, and to act on request as the
Executing Agency for selected UNDP pre-investment projects.
Due to increased lending, the Bank's market operations

expanded.

By 19687, most colonies had gained inddpqndence and
ware in the rade to speed up the procéss of deQelopment.
One such sector whereﬁdevelqpment‘énd hence heaQy investment
was fequired' to be made was agficultural sqctor. Fopd
problem was paramount task of aimpst all »thesgi countries.
Hénce 1968 marked a sharp increase in financse provided for
development projects in the agiicultural éector to which
nearly one-fifth of the Bank’'s lending was directed. Close
to agriculturé, followed the need to expaﬁd and improve
education facilities. While the Bank's efforts to assist
agriculture and education intensified in these years é
substantial part of the Bank's financing continued to be
concentrated on improving basic services - povér. réilways

and roads.

Looking at the 19605 and particularly under Georgé
Woods Presidengx,«agﬁe finds that the activities 1in both
volume and range, of the Bank had expanded considerably.

The Banks efforts were broadened by -

\ .
(a) providing finance in increasingly flexible way,
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(b) | furnishing technical ';pdr pfénning assistance to
member countries,

(c) building up local institutidn to mobilize and channel
cgpital_for productive PuUrposes, and -

(d) forming international consultative group to

cbordiﬁate the provision of external aid.

The éank greatly gkpandqﬁ its'bcpnomic studiés. both
in support of :its operétions ana on broader issues of
gconomic develoément. Technicalllassistance pr&iidgd to
memberbgovernments wa€ also increasgd; Along with econom@c
and technical assistance that -was expandéd to these
developing vcountries, new areas of development such as
education were_given increasing emphasis and finanéed. In
the late 1960s debt negotiations, re-negotiations, debt
rescheduling, postponement of aébt service payments and debt
management became the Baﬁk's broad policy towards the debt
burden of its member countries.

As foriiha Bank's role in helping these countries to
overcoms the problem of their external debt and its
reschedulipg is épnperned, it has firét and foremost spent
large amounts of human and financial resources towards

accogssing information and data for the purpose of analysis

\

4. C.P. Bhambri - World Bank and iIndia, (Vikas, New
Delhi, 1980) pp.53-54,

150



and projécéing . the .debt position of the most iuportant _
devaléping countries on a continuing basis. Secondly,
keeping in viéw the limitations of the borrowers i.e?, the
developing countries towards debt. s9rvicing capabilities.
the bank has very intelligent1y p1ended {DA credits with
Bank . loans. Thirdly, the Bank has taken an active role in
consortia and §Onsul§§tive groups to help ensure that the
total le;ding ééckage.is concerned with development: needé
and liquidify requirements. "That the World Bank has taken
an interest in the‘proslem of world ind;btedness is another
indicatioﬁ that the B;nk indeed has gone a long way fromv a
develdpment financing institution, concerned not only with
financial_.aspects, but involved in the full range of
relations betﬁeen the developed and the developing

. 5
countries."

The iS?Qs was different in the sense that Robert
McNamara took over as the President of the Bank. He brought
about drastic policy changes. Two major changes that the

Bank witnessed under his preéidency -

1... a wvast expansion of the flow of financial resources
from the Bank to the countries of the developing

countries, and -

\

5. Lewis and Kapur (ed.), The World Bank Group,
Multinational Aid and the 1870s. p.117.
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2. " a significant reorientation in the kinds of projects

- those resources financed.

Bettina Hurni in her study on lenaing policies of thse
Agbrld Bank in- the 1870s comes to, the conclusion that
external finance provided to any devaloping country is not
more than 5 per cent (a small portion) of total domestic
investment. Although this portion |is very> small ié-
nevefthelass is important for any national dé?élopmené:

This is no way diminishes the role of the World Bank

lending

(i). as a multilateral, essential supplement to domestic
inveéthént;

(ii)d as a locomotive for attraciing additional publid and

private funds into a country which thé Bank has found
credit wofthy, and

(iii) as a means for infiuencing national economic policies
on macro-economic and micro-economic lévels, noruall;

to the advantage of the borrowing country.

Anothef- noticeable feature in the 1970s was that
there was a slight increase in the programme lending. | Fro&
1971 to 1876, 72 per cent of programme lending.ﬁeht to South
Asia, which shows that the Bank had been helping the poorest

countries.
\

6. Bettina Hurni, The Lending Policy of the World Bank
in the 1970s : Anailysis and Evaluatjon, p.117.
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Also, the Bank focused on attacking pbverty.' The
“Bank in order to help make the poor more productive expanded
i?its lending for more experimental, complex, integrated rural
 projects with social services, such as_exténsion work, water
supplies and sanitation, schooling, credit, basic health

care, and smployment creation etc.

Agriculture was one sector where lending by the Bank

increased substantially. The Bank encouraged labour
intensive technology, improvement in food production,
promotion of small farmers, building of institutions like

(Developuent:Fiﬁapca Cohpanies etc.), assisting the landless
through non-farm rural eméloyment, promotion of small-scalse
enterprises etc. Thus, rural development Qas the main
" thrust for implementing poverty-oriented lending policy.
Tw§ new ways of financing were also introduced by the Bank;
i.e. co-financing and rural credits. Also, two Anav
instruments of financing such as the third window and more
blending of IBRD loans and credits were introduced. The
Bank during. this period gave importance to production of
energy in order to make development less dependent on oi;

imports.

Though there was a steady increase in the World Bank
lending till the year 1979. it 1s pointed out that it wgs

not sufficient to meet the developmental needs of the
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ﬁevelopiﬁg countriésf It may also be noted that the
conceséional finance from the developed cpuht;ies was not
_growing in fhe ggventies. Consequently, the developing
-"countries had to‘cbpa with the problem of éecuring fipance'
from 'private sources such as commercial Banks and foreign
" direct investments which make different ginds of demands on
them. All thesse féctors lead to the severe world edonomic

crisis in the 1980s.

!

The lending of the World Bank is not very
concessional. Hence, the repaypant of loans has been at
considerable costs. It is thé:f{;a) maturity of loans which
is fifteen to twehty years, with the repaymént of principal
beginning about four to five. fears that attracts the

borrowers.

The World Bank hés been innovative in introducing new
lending instrumenis in responding to the new complexities of
the devéioping countries. For the purpose of its lending
operations the .Bank from the very beginqing resortéd to
‘specific ihstruments of leﬁding. The Bank is basically a
prd}ect lender and majority of its lending is for specific
projects which in turn create new productive assets and
restore economic and social infrastructures in the
developing member countries. The purpoée.of the project

ianding is to ensure that the funds are invested in sound,
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'productive projects with the purpose of contributing both to
the borrowing country's capacity @D repay and to the
development of its economy.
"The evolution of the Bank and its functions over
time provides a very interesting, but rather complex
story. With growing induction of the consideration
of policies and the development strategies of the
borrowing countries with its lending operations and
also with its concern and comaitments for certain
theology of development paradigm, the Bank seems to
have developed in it the characteristics of an
Economic Development Institute rather than remaining
. merely a Development Financing I[nstitution."8
While the Bank's Articles provide primarily for
project lending, it is the innovative capacity of  this
organization which "has used its Articles of Agreement
flexibly by seeking various types of instruments. Another
. kind of lending instrument which came into prominence in the
early 19705 under McNamara was programme lending of non-
i
project nature, .This is for importing raw-materials,
intermediate products and :equipment thch enhance the
overall development. Programme loans include institutional
reforms as features.'although their basic objecfive remains

focused on relieving specific constraints in the economy and

addressing the policy issues associated with these

7. J.L. Bajaj and V.R. Panchamukhi, RIS Occasional Paper
No.30., Aid in the 1990s with special reference to
the Worild Bank and 1DA, New Delhi, 1990, p.13.
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. constraints. However, as compared to éroject lending, this

type of quick disbursing programme lending has been minimal.

Technical  assistance is yet éﬁﬁther form of lending
instrument of thE.WOrld_Bank. While it is often made as a
part of projecfiassistance, many a timesvit is independentu'
also. Thié fofm.of assistance is particularly helpful to
those countries l#cking in human skills aﬁd institutional

structures.

The World Bénkffunctions as a project lender could
not have given it a dominant fole that it has ach;red in
influencing the economic policies- of the déQaloping
couﬁtrieé. ~ The World Bank is expected to play an important
role only when it influences macro-économic policies.
. Therefore, it intelligently and creatively used the space
provided by the Articles of Agreement by devising various
lending instruments without violating the principle
objective of the World Bank. .These new.lending instruments
(seen in Table-4.1) have given the World Bank extraordinary
powers to influence the devaidping countries 'which could

never have achieved if it had remained purely a project

lender. , N
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Table-4.1 o i

. A Bird's eye view of the World Bank Landing Instrussnts

Instrusent Objective focus and content Use of loan Disbursgnent
: Proceeds Period
1 2 I ' 4 5
Specific To create new pro- Focuses on technical, Preidentified Four to nine
investaent  ductive and economic  financial, econoaic and equipsent, years.
loan and social infra- institutional viability aaterials, and

structures, to restore of a specific investeent services and
thea to full capacity, and its saintenance, and . civil works for
or to ensure their  on those aspects of the ‘specific invest-
saintenance. sector policy frasework sents,
: that bear directly upon

the productivity of the

investsent (for exasple,

input and output prices,

operational efficiency of

enterprises). Assists in

the design for investsents

and in preparing manage-

sent and training prog-

gramses. Investsent pro-

posals are appraised by

Bank staff, Requires agree-

sent on viability and

specific of specifics of

investsents,
Sector
Operations
Sector-  To bring sector invest- Focuses on sector expen-  Broad categories of  Three to
investeent  sents in line with eco- diture, especially balance equipeent, seven years.

and sainte- nosic priorities and  between new investeents and materials,
nance loan  ensure they are effi- rehabilitation and sainte- services, and civil
ciently operated and  nance, and on institutional works related to
aaintained, capacity to plan, isplesent, the whole, or a
and sonitor investaents. tise slice, of the
Requires agreesent on well- sector programse.
seet priority developsent
needs, as well as on specific
seasures to strengthen sanage- \
sent and policies, and a '
sector institution capable of
carrying out the prograsee
using agreed appraisal
criteria for individual parts
af prograsee.
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Financial  To provide funds for  Focuses on categories of Credit for investsent Three to seven

intersediary enterprises and - clients, types of invest-  and working capital  years
loan seall and medius- sents, service levels, and needs of subborrowers

size farsers through = cost of capital. Requires  selected in accordance

an intersediary agreesent on criteria to with agreed criteria.

within a cospetitive  select subborrowers and ‘

environsent. appraise their needs, on

on-lending rates and on
specific actions for insti-
tution building.

Sector- “To support compre- - Focuses on major issues and Mainly imports One to four
- adjusteent  hensive policy investment programmes required for sector, years.
loan changes and especially incentive frame with actual users o
institutional work {tariffs, prices, either preidentified i
~ refores 1n a taxesi, and institutional  or fo be selected
specific sector, capability. Usually either following agreed

in countries lacking admini- criferia.

strative and poiifical capa-

bility to forsulate and

implement comprehensive eco-

nomy wide structural-
_adjustsent prograsmes, or

not requiring such compre-

hensive prograsses or

as follow-up to stabi-

lization proérannes to

deepen reforas in a sactor. 7
Requires agreese:t on . !
specific monitorable action

program in specific

sciiadule and on investment

. programmes for the sector.

Structural-  To support, through Focuses on major -macro- N General imports ~ One to
adjusteent 3 series of loans, economic issues, as well subject to negative three
loan " specific policy as o0 major sectoral issues list of prohibited  years.

changes and insti- covering several sectors, imports.

tutional refores to especially trade policy {for

achieve efficient example, tariff reform,

use of resources and  import liberalization,

contribute to a sus-  export incentives), resource

tainable balance of mobilization (for exasple,

paysents in the role of parastatals, budget

sedium and long term, policy, interest rates, debt

while maintaining sanagement}, efficient use

growth, of resources (for example,



public-investsent prograsee
criteria, pricing, incentive
system), and institutional
reforas, economywide and in
specific sectors. Requires
agreesent on effective sta-
bilization prograsee with
monitorable policy sodifi-
cations in these area on
specific schedule,

Technical-  To strengthen local  Focuses on capacity (e.q. Specialized E Two to six
assistance institUtims con- organization, sanagesent, consultants and years.
loan cerned with (i) staffing, sethods, physical services, studies,
' designing and adop- or financial resources) or and training,

ting policies, stra-  institutions directly con-

tegies, and institu-  cerned with sector or eco-

tional approaches nomywide policies and

prosoting further strategies or with invest-

developeent in a ments, and on specific gaps

sector or in the {studies and persoanel}

economy as a whole,or  preventing efficient invest-
(ii)operating specific sments. Requires agreesent
investeents, or to on specific time—hound
~carry out specific action prograsse to strengthen
tasks related to the  institution through technical

preparation, or assistance and training, on

‘operation of invest-  appointeent of local counter-

sents. parts, or on the carrying out
of studies with agreed terss
of reference.

Emergency To support rebuilding - Focuses sainly on restoring Broad positive list Two to five

recons=- activities and rapid  predisaster situations with related to recons-  years,
truction vrestoration of emphasis on strengthening  truction needs.
loan physical struttures institutions to handle re-

and productive construction effort and

activities after prepare thee for future.

disasters.

a. This is the normal range of expected disbursesents. There may be a seall nusber of exceptional
cases where the disbursesent period is shorter or longer than shown.

Source: World Bank, Aanual Report, 1985.



In the eighfies, adjustment lending (i.e; structural
and saqtofal) by the World Bank was considered +to be an
answer to the seconomic problems faqed by the developing
countries. This form of lending bacame'ériajor part of the
Bank's development assistance programme. It allowed the
Bank to play an active role in helpiﬁg these countries
overcome the strgctural weaknesses' that ﬂdve Bindered
balanced and. rapid develoément. Through its adjgstment
lending operations, ihe Bank for the first time addresséa

short and medium term economic policy issues.

It is evident by now that this concept of adjustment
lending réquires an agreement onvAthé whole package of
economic polices and tﬁis substantially enhances the
capacity of the Bank to influence the economic po{fcies of
the countrises concérned. The most significant feature of
this type of‘ lending was that +the Bank had to help
governments introduce reforas Qnder extraordinary time
pressﬁre due to rapidly weakeningiexternal environment. The
Bank extended this typg of assistance to countrises ghat came
up with an acceptablse progrémme of‘>p61icy as well as
institutional adjustment, The SALs were considered as

necessary primarily to achieve a viable balance of\payments

position "at a higher level of real income and with greater
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attention to the needs of development policy."B

One 9§f the major areas of contrbversy during the
eighties haéﬁbeen the conditionalities'linked with:this.gype
of aid, be itbstructurél or sectoral adjustmeﬁt. This
conditionality is linked with tranéhed release of funds
which makes the borrower country change its macro-economic
policies. This comes in direct confliét with the national
objectives as perceived by thse bOPfowérs. Also, domestic
policy ﬁonitoring by an intérnational agency is particularly
prone to raise sovereignty issu9s. Hence this kind of an
arrangement often comes: in_ direét conflict with the

sovereignty of the borrowing country.

Apapt from the question of impingement on
sovereignty there is the issue of relevance and efficacy of
the macro-economic policies suggested by the World Bank.
Therg has been no conclusive evidence to show that the
policies would necessarily result in full,achievenent-of‘the
ijectives. The Uorl§ Bank studies themselves reveal that
not many of the developing countries have opted for SAL
loans on accoﬁnt of skepticism abdut the  policy

requirements.

8. Stanley Please, "The World Bank: Lending for
Structural Adjustment™, p.88.

161 : \



"But the.single most demand constraint is undoubtedly

that of loan conditionalg{ty."9

lssue of “erss—conditionalitx"

With ~ the introduction of Structural Adjustment
lending, which offered medium-term balance of payments
’wsupport, "in brder that the current account deficits of many
developing cqgntries do not become so large as to jeopardize
.gariously t%é'lﬁimplementation of current  investment
programmes and foreign exchange activities",lo raised an
importan£ .issue of "cross-conditionality" begwéén the two
Bretton Woods siblings, the World Bank and the IMF. Earlief
thev Bank focused on long-term project loans, the IMF on
shorter, balance of payment financing. Partial erosion of
the differences. of roles.of the Baﬁk and the Fund came to be
reflected in the eighties. As a result the degree of cover-
Up over an 9£tremely wide range of instruments, policies and
objectives greatly increased. . The Bank bescame concerned
with ‘>many variablesb central to Fund's | stabilization
programmes, and developed an acute interest in exchange

rates - variable deemed to be the "primary responsibility"”

8. Richard E. Feinberg and Edmar L. Bacha, "When Supply
-and Demand Don’t Intersect : Latin America and the
Bretton Woods Institutions in the 1980s™, Development
and Change", 19(3), July 1958, p.380.

10. World Bank, Annual Report, 1880, pp.67-68.
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of thé Fund. For its part, the Fund addressed variables of

great interest to the Bank.

Howevser, it may bs worthwhile to mention here that
the Baqk has appro;ed these loans only f; thﬁse countries
whers IMF stand-by arrangements had  been conc luded
previously. In effect such a policy has had.mixed réSUIts.
While the objective of a stabilization programme is to solve
the problems of balanéa of payments deficit, thé structural
adjustment programmes aim at reducing payments deficits,
resums. growth and g;evenﬁ future payments and stabilizétion'
problems through'  ﬁhe ﬁecessary structural  changes.
As for the volume §f adjustment lending of the World Bank,
it has certainly increased, specially sector. adjustmént
lending, in the recent past. This reffects a. broadening and
deepgning of the adjustment process as countries move from
an immediate concentration on overall macro-economic issues

to sector issues.

There are apprehensions that thése policy
prescriptions- have affected the poor adversely. In fact,
the World Bank has itself become conscious of thesé. gdverse
effects, Hence, the poverty alleviation programmes are to
be integrated into the SAL and other arrangements to reduce
the adverse impact on‘ ihe vulnerable sectors of

the population. Consequently, more attention is being given
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to designing ‘adjustment proérammas so as to miﬁﬁmize the
suffering of the poér. and greater omphasis i85 beéﬁg placed
on the design of implementationﬁarrangements. It is due to
these factors that adjustment lending ﬁas become a fl;xibla
‘énd responSivé form of fending instrument. However, success
of %djustmént lénding depends'not oniy on the continued
williggnass of borrowers to undertake difficult. adjustment

but also on thevavailability ofiﬁdfficient external financs.

Thus, §neinotices tHat reducing poverty is accepted
as a major OSjective of economic development, Economic
growth is generélly @onsidered to be a necéssary. condition
for allgviéting poverty. However, growth aiona is not
sufficient\-to bring about substantial redgctionsAin_ levels

I

of poverty. The World Bank lending policies in many
l

davelopingi countries along with promoting growth arse

specifically designed to improve the lot of the poor;

Despite great efforts byvall conéerned in the recent
years. absolute poverty is gfowing in ihe developing
countrises. The Bank in the year 1968 focuséd its atteﬁtion
on poverty reduqtion and food security. The objective is

to facilitate production employment for the growing numbers

\ .
of poor, to help them increase their physical and human
assets, to improﬁe their access to affordable basic social
services and to reduce food insegcurity. Hence, the
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objective of the Bank is to promote growth, efficiency and

adjustment, along with poverty reduction.

Since: the early 1980, when the Bank besgan to lay
special stress to the sub-Saharan region and issued special
x programm9 throﬁgh'.é series of report. By ﬁ;d 1980s many
countries in the region started.showing signs of ec?nomic
improvement due to efforts by the Bank as well as thse

concerned governments reform efforts.

The World Bank in an effort to support the regions
davelopman}. albng with its adjustment Jlending  operations
adopted ;iépecial Frogramme of Assistance (SPA)", in »1988;
The objective of the three year (1988-90) programme is to-
help eligible countriesiadjust and grow, while restoring and
sustaining normal debtor-creditor relationships; The
programmse provides for substantially increased highly
commissioned quick disbursing financing, as well >as debt
relief on softer terms to expand import capacitises in

adjusting countrises.
- I

In March 1889, the Bank brought about a review
"Adjustment Lending: An Evaluation of Ten Years Experience",
and it stated that the countries which received adjustment
loans in the 1980s ;howad better economic performance than
the countries whicﬁ did not. The review also reco&hended

that the Bank should continue with this type of lending in



futureg but with alterations so as to be more effective.

Finally, one notices that over the years lending
policies of the World Bank moved from one  of
reconstruction through financing of individual
projects to T"growing - emphasis on the package of
2conomic pplicies o{lthe cquntry concerned 'through
the concept-of SAL."

i1,

V. Venugopal Reddy, World Bank-Borrowers Perspectives,
pP.73. '
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ii.”

iii.

iv.

vi,

vii.

CHAPTER - V

CONCLUSION

The World Bank came into exiétence after the Bretton
Woods Conference as a reconstruction and development

finance institution.

It is a sister institution of the International

Monetary Fund.

Membership of the International Monetary Fund is a

precondition to the membership of the Bank. .

Its decision-making 1is based on weighted voting

System; as a result of which the United States and

- the developed countries haye a major say.

The World Bank has retained full independence in its
1

functioning despite the Memorandum of Understanding

with the United Nations.

The Bank emerged purely as a development finance
institution when the United States under the Marshall
Plan took over the financing of reconstruction of

Europe.

Under the Articles of Agreement of the Bank, it
should finance oniy project lending in public sector

or with government guarantes.
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viii.

1X.

xii

1

It borrows funds from the markset  to fiﬁanca its
lenaing. Hence it providas limited concessional
finance.

1t has 'overf}he years creatively developsd various
instruments of lending such as project lending,
érogramme lending, local wexpenditure financing,

technical assistance, structural and sectoral

adjustment lending.

The Bank also engages in (co)-financing arrangements
in developing member countries with the official aid
agencies, export credit institutions and commercial

banks.

The Bank was lending at an annual average of $300-
$400 million in the fifties. In the sixties it

started lending nearly $700-¢800 million annually.
However; in the seventies marked inc}ease in lendin;
was witnessed under McNamaras presidency and the Bank
was fending nearly $3500-4000 million annually. In

the eighties the annual average increased to nearly

$10000-$11000 million.

Regionwise distribution of the World Bank lending
shows that in the fifties Asia and Middle East
\

received #1568.8 million. Europe -was the secbnd

largest recipient accounting for $1356.5 million and
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xiii.

lending to Western Hemisphere totaled $1053.0.
African region accounted a total of $771.8 million.
In the sixties, Latin America and Caribbean received

($2638.5 wmillion) Asia and Middle East ($22984.7

Qmillion), africa ($1090.35 million) and Europe (61014

million), In the seventies, Latin America and
Caribbean received ($13074.4 wmillion). Europe,
Middle East and North African region received a tgial
of ($10,874 million). East Asié and pacific received
(¢9103.6 million), Eastern and Western African region
($4201.8 ﬁillion) and South Asia ($3726.6 million)
respectivél}. In the eighties, Asia (South, East and
Pacific) received a total of $45486.3  willion,

Latin America and Caribbean ($35282.7 million),

- Europe, Middle East and North African region

($24512.7 million), and Africa ($10355.3 million).

As for sectoral distribution, in the fifties electric
power and transportation were the majdr rtecipients of
the Uorid-Bank lending. The former received a toﬁal
of $1,604.9 million and the latter $1,528.3 wmillion.
In the sixtiss transportation recsived | ‘3,047.8»
million, and power $2,673.9 million. Agriculture and
Industry * received 1,877.9 and 1,725.5 respectively.
In the seventies, lending for agriculture and rural

development was the greatest which totaled $9214.6
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xXiv.

XV.

Xvi.

million. Tranéportation sector accounted 8007
million, followed by electric power totaling $6,700.9
million. In the eighties,? agriculture and rural
dévelopméﬁﬁireceived. 324031?4 million. Powér sactor
followed u# close second and accounted for $20313.7
mi}lion; 'Transportation received $14518 million and
development finance companies received $12431.1
million. Non-project lending by the Bank which
bebama pﬂominent dufing the decade totaled $11098.3

million.

The Bank has #lso through its lending:hpolicieg
emerged as an institution influsncing th§ eéonomic
policiés of borrowing countries. This is through the
structural and sectoral adjustment lending. It

imposes conditions on the borrowers.

!
The conditionalities consist of package of wmacro-

economic policies which the borrowing countries have

to adopt.. They focus on considerations such as
reforms in trade policy, sector policy, public
investment priorities, budgetary reform and

institution building.

These conditionality prescriptions on the econoamic
polfcies of the borrowers have been a major area of

controversy.
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xvii. They not only impinge:the sovereignty of the borrower

’buf they have also not proved very successfﬁl_ in
_amgliorating the &éveloping counﬁries gconomies.
rYary bftan the VBénk is accused of imposing
-dstandardized conditions irrespective  of their

'sﬁecific situation.

xviii. Due to stringent conditionality prescriptions only a
limited number of countries have resorted to this

kind 'of assistance.
Xix. Success of its policy lending has been mixed.

LE The Bank has also participated in the debt -

rescheduling of its member countries economies.

Thus, the World Baﬁk today is the Worild's pre-eminent
intﬁrnatioﬁal development institution, reaching out to all
the developing countries iﬁra spectacular manner, growing
massively over tﬁé years. [ts orientation in lending has

resulted from an evolutionary change in policy especially in

the 1980s.
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Appendix - 1|

The Project Cycle

Project Cycle - phases of a  World Bank loaﬁiAproject.

comprising identification, preparation and appraisal,
negotiations, loan approval, .implementation and 5upar§ision,

-and evaluation.

Identification- ~first phase of the project cycle;

reconhaissance concerned with selecting (identifying)
projects that appear suitable for World Bank financing; once
identified, projects are inéor%oratad into multi-year
lending programmé for each country, which forms the basis
for the Bank's future work in that country; projects

must support a3 coherent development strategy.

Feasibility Studies - identify and prepare preliminary
design of technical and institutional alterﬂativqs. and
compare respective costs and benefits; include detailed

1

investigation,

Sectors Review - analysis carried out by World Bank to gain

understanding of development potential of a country; fraqss
development strategy; | scrutinizes rinfrastructure and
industry, \agricultural and rural dqvelopment, urban sites
and services, water supply, education.' population,‘ and

nutrition.

Preparation - second phase of the projectvcycle; after a

project is in the Bank pipeline; usually one to two years of
close collaboration between the Bank and the borrower to

consider technical, institutional, financial, and economic
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conditions necessary to achieve a particular project’'s
objectives; responsibility of the borrower, with active role

of the Bank; results in preparation report.

- Preappralsal Missibn - after project identification and

ﬂpreparation; primarily to ascertain aspects that need

attention before a foréal appraisal mission is undertaken

Project Preparation facility - arm of the World Bank and the

IDA created to advance loans for project preparation.

ﬁAggraisal rithird phésa of the piojact cycle;.after project
?hasftakan shape and preparation studies are near coampletion;
direct involvement of Fthe, " Bank and solely its
responsibility; review of all aépééts of the project, which
may take three to five weeks. in. the field (appraisal
ﬁission); lays foundation for implementing the project and

gvaluating it when completed; appraisal covers technical,

institutional, economic, and financial aspects

Appraisal Report - after appraisal mission; serves as basis

.for negotiations with the borrower regarding the loan; after
negotiations it is  amended and presented to Executive

Directors, along with iocan documents and Presidént's rgport

Negotiations - fourth phase, when the Bank and borrower

endeavor to agree on the measures necessary to ensure the
success of the project; agreements converted into legal

obligations

Board Presentation - after negotiations with the borrower

and loan documents are drawn up, project presented to
Executive Directors for approval, after which the loan |is

s1gned.
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Loan 'Documeﬁfs - iegalAdocumenté dealing yith atl the
principal issues raised prior to and during appraisalj
ensure that the Bank and borrower are in agreement on broad
objectives and specific actions necessary £6 .achieve them

and on detailed scheduls for project impleméﬁiation.

!mplementationv and Supegrvision - fifth phase of project
cycle; after"a loan ié,singed, during cqnsttdction and
subsequent operation; rgsponéibility' of borrower, with
aséistanée' of Bank as supervisbr and provider of technical
assistance;-aided through progrgss reports f&? fhe borrower

_and World Bank field visits.

Procurement of Goods and Services - an element of project

supervision; financed under the Bank loan and carried out
according to guidelines incorporated into every loan
" agreement; through ICB or LCB; or procurement follows

official Bank guidelines .for efficiency and economy.

Evaluation - sixth phase; following final disbursement of

_ World Bank funds for a project; involves a completion report

and independent audit.

Source: Bettima S. Hurni, The Lendiﬁg Policy of the World

Bank in the 1970s. .(Ueseview Press/Boulder, Colorado), 1980.
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