Nile drainage project shows progress
The irrigated land in the Nile delta, under
continuous cultivation for more than five millenia, is today faced with the prospect of either
total unproductivity or critically declining productivity by the end of this century. The
reasons: waterlogging and salinity.
In an effort to overcome these problems, in
1970 the World Bank, through the International Development Association (IDA), became
a participant in the US$221 million Nile Delta
Drainage Project, which began in 1971, and is
now showing substantial progress. The IDA
commitment of $26 million is for the work of
draining excess water from a million acres of
agricultural land in the delta. More than one
third of the total project area has now been
rehabilitated, and crop productivity there has
been increased by 20 per cent. The project is
expected to be completed by 1979.
The importance to Egypt of increased agricultural yields is absolute. Egypt is a large
country (covering some 386,000 square miles),
but 96 per cent of the land is desert. Thus, in
order to feed her growing population, which is
increasing by about 2.5 per cent a year, and to
reduce expensive food imports (costing nearly
$150 million annually), the productivity of

Egyptian agriculture from available land must
be increased.
Waterlogging adversely affects all the major
crops grown in Egypt except for the shallowrooted Egyptian clover and wheat. Salinity too
causes a diminution in crop productivity,
especially in the delta.
The Nile Delta Drainage Project involves
Bank assistance in a number of activities related
to the major task of laying drainage tiles. Funds
totaling $2.8 million have been made available

Bank
activity

World Bank loam approved during second quarter of fiscal 1976
(Ended December 31,1975)

Country
Algeria
Botswana
Brazil (2)
Costa Rica
Ghana (3)
Ivory Coast
Kenya (2)
Korea (2)
Malaysia
Mauritius
Mexico
Peru
Philippines
Romania
Tanzania
Tunisia
Turkey
Yugoslavia
Uruguay (2)

Purpose
Industry
Roads
Railways, rural development
Highways
DFC, highways, cocoa
DFC

Water supply, education
Dairy, DFC
Power
DFC

Amount
($ million)

46.0
5.8

87.0
39.0
42.0
8.0

45.0
45.0
35.0
7.5

Oil pipeline
Livestock, industry

40.0
76.5
75.0
60.0
15.0
28.0
56.0
49.0
52.0

Total loans during second quarter of fiscal 1976

811.8

Water supply and sewerage
Lima-Amazon transport
DFC

Flood recovery
DFC

Highways
DFC

Total loans during first half of fiscal 1976
•With a $10 million I DA credit

1.414.6

for the purchase of machines to deepen main
irrigation drains (because drainage effluent
would increase, and hence deeper collectors
would be required, as a result of tile laying) in
the delta; $6.8 million for the construction and
equipping of new pumping stations to lift and
discharge the increased drainage effluent into
the main canals; and $3.4 million for training,
the purchase of maintenance equipment and
agricultural extension service vehicles, and contingencies.
Almost exactly half the amount of the
credit—some $13 million—involves, in one way
or the other, the equipment needed for making
the tiles and laying them in 950,000 feddans
(about 950,000 acres) of irrigated land between
Cairo and the Mediterranean coast.
Since the introduction of perennial irrigation with the help of a barrage in 1890, the
natural drainage of the delta has been increasingly incapable of discharging the large quantity
of surface run-off and year-round seepage from
the fields, canals, and branches. Despite the
construction of a widespread system of surface
drains and pump stations, the groundwater has
gradually risen, and in many areas of the delta,
continued on page 43

IDA credits during second quarter
of fiscal 1976
(Ended December 31,1975)
Country
Bangladesh
Burma
Burundi
Chad
Ethiopia
Gambia, The
Ghana
Guinea
India (2)
Melawi
Mali
Mauritania
Nepal
Niger
Rwanda
Sri Lanka
Sudan
Tanzania (3)

Purpose

100.0
Imports
Livestock
7.5
Coffee improvement
5.2
Polders
5.0
Rangelandsdevelopment 27.D
Tourism infrastructure
4.0
10.0
Highways*
Highways
14.0
Fertilizer, forestry
109.0
Education
1 1.6
Highways
10.0
Ports
8.0
26.0
Power
10.7
Rural development
Highways (amendment)
9.5
25.0
Agriculture
DFC
7.0
Technical assistance,
education, maize 35.0

Total credits during second quarter
of fiscal 1976
Total credits during first half
of fiscal 1976
•With an $18 million Bank loan.
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Amount
($ million)

424.5

715.4

The significance of Habitat
The forthcoming United Nations Conference on Human
Settlements is an integral part of the international quest for
development and the elimination of poverty.
The conference is scheduled to be held in Vancouver,
Canada, in May 1976.
Robert S. McNamara
Habitat will be the sixth in a series of
global conferences to have been held in
this decade, under the auspices of the
United Nations, on a specific major problem. The earlier conferences—on the
environment, population, food, the law of
the sea, and the status of women—drew
together the governments of the world, as
well as a broad spectrum of the concerned
public, into a forum in which these issues
could be debated and clarified, and
feasible lines of cooperative action
explored.
It is far too early to assess the final
results of these conferences, but one thing
is certain: that the conferences took place
at all is symbolic of a major development
in the way in which governments and
peoples everywhere have come to regard
the world in which they live.
However imperfect the response to the
problems these conferences dealt with
may be, the central fact is that most governments now consider it appropriate—
indeed virtually routine—that such issues
should be analyzed and addressed at the
international level.
To say this today seems obvious. But
that in itself is proof of the shift in thinking that these conferences have helped
shape. A decade or two ago it simply
would not haye been feasible to get most
of the governments of the world to sit
down in a public forum and seriously discuss the inadequacy of the global food
supply, the dangers of the global population growth rate, or the precariousness of
the global human environment. Not only
would many governments have been
unprepared to discuss the need for cooperative solutions to these problems, some
would have been reluctant to recognize
them as problems at all.
That is no longer true. However controversial these issues may remain, they
are at least accepted as requiring international attention. The concept of global

interdependence has at last begun to be
seen as something more than a mere
theoretical abstraction. It is now increasingly perceived as a fact; an unsettling
fact, perhaps; even a painful fact; but a
fact nonetheless to be reckoned with by
governments everywhere.
That the series of United Nations
world conferences over the past five
years could have been convened and carried out is, then, both a cause and an
effect of the growing recognition of this
reality.
We have obviously not yet discovered
genuinely global solutions to these problems. But what we have discovered is that
the problems themselves have a genuinely
global dimension. That itself is progress.
Indeed, in the broader perspective of history it may well turn out to be much more
significant progress than many observers
suspect.
Habitat will continue, and I hope
strengthen, this trend toward a global
consideration of the quality of life. The
World Bank, with its mandate to assist
the economic and social progress of the
two billion people in our more than a
hundred developing member countries is
of course involved on a day-to-day basis
with many of the issues that the Conference will consider.
Beyond the specifics of the Bank's project work, its technical assistance, its
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advice to governments, and its analytical
evaluation of various strategies lies our
central concern with the fundamental
issue of all human development: improving the opportunity for individuals to
achieve more fully their inherent potential. Development is meaningless if it does
not in the end enhance the lives of individual human beings—particularly those
individuals whose circumstances are so
wretchedly deprived as to constitute an
intolerable insult to human dignity itself.
The absolute poor
These are the individuals trapped in
what I have termed absolute poverty.
They are caught up in a malaise of malnutrition,
illiteracy,
disease,
underemployment, high child mortality, and
low life expectancy that in effect condemns them to an existence beneath any
rational definition of decency.
The absolute poor number some 900
million individuals—roughly 700 million
in the countryside of the developing
world, and some 200 million in its exploding cities. They constitute as much as 40
per cent of the entire population in most
developing societies, and 'unless specific
efforts are made to help them realize their
own productive potential, no feasible
degree of traditional welfare or simple
redistribution of already inadequate
national wealth can fundamentally alter
the circumstances that impoverish them.
The self-perpetuating plight of the
absolute poor is that their circumstances
cut them off from much of the development activity in their own societies: in
their present situation they neither contribute significantly to their country's economic progress, nor do they share equitably in its benefits. They stand largely
outside, isolated, and untouched by the
entire development process.
That need not be. Indeed, in the light
of every reasonable human value, it must
not be. Absolute poverty can be substantially reduced. Given the requisite
resources, and the sustained effort, it can
even be finally eliminated.
In the end, I think it is fair to say that
Habitat's ultimate significance will revolve
largely around that outcome.
Hi
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The need
fora
new
development model
Stressing the important role of human settlements in national
development strategies, the Secretary-General of Habitat—the
United Nations Conference on Human Settlements—outlines
the basis for a new approach toward the development process.
Enrique Penalosa
The Habitat conference presents an of government policies and planning in
opportunity of great importance. Beyond the years to come should be to harmonize
the very useful identification of problems the growth and development of these
and experiential exchange of possible settlement networks and improve the
solutions to human settlement problems, quality of life for those who live in them.
this will be the first time ever that the In this sense, Habitat is not only part of
international community will take up the a global inquiry into man's future, but a
issue of the built environment on a global synthesis of these concerns.
scale: how well it serves human needs in
its present form, and how it will stand A new approach
the strains of future population growth
I believe that a better understanding of
and distribution.
this concept will emerge from the meetAt issue here, larger of course than the ing at Vancouver and that this in turn
immediate concerns of Habitat, is the can be the catalyst for a major reorientabasic fabric of human relations. It is this tion of national development policies in
issue for which a series of United Nations rich and poor countries alike. In current
conferences is providing a forum—on the development planning, there is a dangerenvironment, on population growth, on ous lag between theory and practice.
food supply, on uses of the sea, on National leaders and world public opinion
women's rights, and now on human must be made to recognize that the syssettlements.
tems and methods now in use—the
The built environment, in which the "development model" of the past decades
great majority of future peoples will live, —are not working. For a long time the
can best be understood in the context of reasons for this failure were thought to
nationally or regionally organized net- stem from a lack of finances, or political
works of villages, towns, and cities. commitment, or expertise. Now it is
Marketing structures and the linkages of increasingly understood that none of
transport and communications are among these go to the heart of the problem.
the support systems of these networks. The base cause is conceptual and strucIt follows from this that the main thrust tural.

The development model now copied in
most of the developing world is founded
largely on two concepts—one which is
almost certainly false and another which
is illusory.
The first of these concepts is the
so-called linear process of growth, which
implies that the road to development is
through a series of well-defined stages
paralleling the experience of the older
industrialized bloc. Although almost universally rejected by development theorists, this notion continues to guide the
planning and investment priorities not
only of the majority of developing countries but of the international agencies
concerned.
The second concept, stemming from the
first, is that development can be measured
in terms of gross national product and
that, by a further extrapolation, the relative well-being of peoples is quantifiable
in terms of per capita income. In reality,
of course, the great majority of the
world's peoples do not partake of the
statistical income ascribed to them and
the quality of life of the masses can be
deteriorating even as gross national product rises.
This is, on the face of it, a staggering
indictment and not entirely fair. Huge
efforts have been made in most countries
to create the infrastructure of modern
societies, and governments have striven
within their limited resources to meet the
needs of the people in their care. However, before we advance to a new and
more useful development system we must
accept the harsh fact that we are failing.
Owing primarily, but not entirely, to rates
of population growth, every effort and
every sacrifice is canceled out. No matter
what the ratio is of savings and investment or increases in the gross national
product, we are faced each year with
greater evidence of hunger, poverty,
unemployment, and what are rightfully
called "subhuman" conditions of life. The
focus of these conditions, or where the
failure of development is most evident,
is in human settlements—in the decay of
rural villages, in the overnight shelters
along highways, and in the slums and
squatter settlements of the great cities.
The Habitat conference will not propose, and I doubt that there could logically be, a universal model for development or for the design and management
of human settlements. It is possible to
generalize, however, that most developing countries need and are moving toward
more comprehensive concepts of planning
than they have known in the past. These
countries cannot afford economically and
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cannot survive socially the waste and
chaos of the spontaneous growth process
which was the pattern, under Very different circumstances, of the older industrialized group.
Central role of settlements
At Vancouver, I think the attention of
the delegates will be centered on two
questions which also will be central to a
new model for the development process:
the need for national territorial macroplanning, and the role of human settlements in national development strategies.
Territorial planning will not be a revolutionary step, but a natural, logical, and
corrective elaboration of the systems
already in use. In the past, we have based
economic planning on an aggregate of
sectoral growth, with priorities given to
the most quantitatively productive forces
available, but without regard to other
considerations—social, environmental, or
the need for more regional balance.
We are now coming to understand that
true development goes beyond incremental gains in gross product or production for production's sake. Territorial
planning will integrate economic, social,
environmental, and regional aspects and
will be keyed to the central issues of
population growth and distribution and
the provision of minimum needs to the
masses. It will establish long-term guidelines and program priorities in such areas
as population growth and distribution,
funding and location of basic industries,
designation of priority growth areas,
regional land use priorities, and development of national transport and communication systems.
The form of territorial planning will
vary according to national need. The central point is that nations which are faced
with doubling their populations in a
single generation must begin to plan now
where those people will live and how they
will work, be fed, and be sheltered. We
must start now to formulate population
policies that can be based on incentives
rather than coercion. We must find ways
to harmonize sectoral growth with
regional balance. We must design and
build human settlements that enhance
rather than burden human creativity and,
both nationally and internationally, we
must be made more conscious of the
finite character of resources and of the
threat to the planetary environment from
all kinds of pollution.
The second key factor in the emerging
development model must be the recog-

nition of human settlements as the framework of the development strategy. Territorial planning is development within a
spatial dimension. Now we must see that
human settlement policies can create a
new growth dimension. At the very least,
the day is past when settlements can be
treated as no more than a residual of
other activities. Cities are a major
resource of each society as creators of
wealth and well-being.
Economic development theory recognizes the use of leading sectors as engines
for growth. In our lifetimes we have seen
examples of this theory in the automotive
sector, with its corollary of highway construction, and in armaments. Both of
these have proven their capacity to
mobilize resources on a broad scale—
material, financial, and human—and to
create a major multiplier effect on other
sectors of national economies.
I believe the engine for growth of the
future development model can be centered
on construction and modernization of
human settlements, including massive
efforts in housing, transport, energy supply, and other physical services. It is now
recognized that governments and the
international agencies in the past have
underestimated the importance and potential of the housing and construction sectors because of traditional approaches to
the capital-output ratio. This must be
changed, and there are signs that it is
being changed.
The two main conditions for the introduction of a leading sector of growth are
great latent demand and the capacity to
mobilize internal resources to meet that
demand. An economic development strategy based on the improvement of human

Enrique Penalosa

a Colombian citizen, is
Secretary General of
Habitat: the United
Nations Conference on
Human Settlements.
Before taking his U.N.
post he had been Executive Director and
then Administrative Manager of the InterAmerican Development Bank. Mr.
Penalosa is a former Minister of Agriculture
of Colombia, and has also been a
member of the World Bank's standing
advisory committee for appraisal of
agricultural and rural development projects.

settlements will fulfill both these requirements in most developing societies and
will combine the necessary multiplier
effects with a fairer distribution of goods
and services and sound environmental
planning.
The construction and housing industries
are the only major economic sectors in
developing economies for which all basic
materials, at least for traditional designs,
are available nationally and for which
there is no heavy import component.
Hence, this strategy lays a healthy
emphasis on internal reliance and capabilities.
These industries also have a very high
component of unskilled workers which
cannot be absorbed in any other way
without costly programs of education and
training. Thus, very large numbers of
otherwise unusable laborers can be
turned from a social liability to important
economic contributors, as producers and
then as consumers.
These industries also have a higher and
faster multiplier effect than any other
economic activity. In most countries the
strength of the housing and construction
sectors is the single most important indicator of overall economic vitality. Demand,
of course, is virtually limitless, first for
housing and then for all human settlement infrastructure. This opens up great
opportunities not only for fuller utilization of industrial capacity but also mobilization of savings, innovative forms of
credit and mortgage lending, and self-help
programs. It also is an area where international financial assistance can be of
catalytic importance.
Freed from the physical limitations of
sectoral growth, this policy will permit
balanced regional development, allocating
resources fairly between rural and urban
settlements and among various regions.
And it will for the first time fully integrate economic, financial, and physical
planning in a single national strategy.
It would be ridiculous to suggest that
territorial planning and a human settlement development strategy will solve all
the economic problems of the Third
World. Of course, the first need is to
establish a more just economic relationship on a global basis. However, I believe
that a new international order must be
complemented by a new development
model. I believe this is workable in economic terms and is also a political necessity. Development must give, and be seen
to give, the first priority to the improvement of the quality of life for the most
deprived strata of each population.
HI
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On developing ratal settlements
With the majority of people in developing countries living
in the rural areas, an important part of national development
policies should be the improvement of economic opportunities
in that sector. The author examines the role of rural settlements
in the context of the performance of the overall rural sector
and outlines ways of making such settlements a more effective
complement to the broader strategy of rural development.
Uma Lele
Over 1,255 million people in the World
Bank's member countries alone live in
rural areas. Most survive on a meager
annual per capita income of less than
$100, based largely on low productivity
agriculture and livestock. Contrary to
much of the conventional wisdom, which
assumed that growth would lead to
greater participation of this segment of
the population in development, increased
productivity in the already commercialized rural subsectors has had relatively
little effect on the living standards of
these low-income masses. With annual
population growth rates in the range of
2.5 to 3.5 per cent, the population pressure on land has been increasing rapidly
in most developing countries. Understandably, the attractions of the city are considerable. Between 1957 and 1967 the
rate of migration to Dar es Salaam, for
example, increased at an annual rate of

frequently, it is the only logical way of
stimulating overall development.
Types of rural migration

Absence of broad based rural development has not only contributed to urban
migration, it has also led to considerable
movement of populations among rural
areas. Such movement is neither confined
to nomadic populations nor can it be
explained only by planned settlements.
Much of it is a spontaneous response to
8 per cent; between 1962 and 1969 that economic opportunities. For instance,
of Nairobi grew at an annual rate of underemployed settled populations are
15 per cent. Migration to the cities has frequently attracted to areas with profitbeen even more rapid in many Asian and able agriculture and obvious labor bottlenecks. The labor influx may be seasonal
Latin American countries.
Urban employment, however, has not and irregular, as in the irrigated areas of
been increasing at a pace fast enough to Punjab and Andhra Pradesh in India. It
absorb the flood of rural migrants, partly may add substantially to the income of
because of the capital-intensive, enclave the migrants. However, when combined
nature of contemporary industrial devel- with land shortage, excessive inflow of
opment. In the absence of development labor may also lead to lowering wages,
of the subsistence rural sector, inadequate aggravating servitude, and creating social
effective demand also remains a major tensions in the regions of immigration. It
constraint to development of the manu- is the concern with such social inequities
facturing and the service sector, which which has inhibited Tanzanian policyholds considerable potential for increas- makers, for example, from using private
ing employment. Improving productivity enterprise and concentration of investand incomes of the subsistence rural sec- ment resources in high potential regions
tor is, therefore, essential not only as a as a means of promoting growth.
Seasonal migration of labor may also
holding operation to stem outward migration until industrialization can advance lead to food shortages in areas of immisufficiently to absorb the rural exodus; gration, as experienced in the cotton
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growing areas of Mali that are barely selfsufficient in food and poorly served by
markets. In addition, where migration is
temporary and irregular, provision of
agricultural services may pose a major
problem in improving cultivation practices of migrant populations.
Rural migration is, however, neither
always temporary nor merely a result of
the economic pull. Often it is exacerbated
by discriminatory agricultural policies,
especially by unequal access to land. In
Kenya, for instance, large numbers of
land-hungry peasants have established
illegal residence in unoccupied areas,
especially in the central and coastal
regions. Unlike the planned settlement
schemes frequently tried in Africa, such
land grabbing is, of course, a relatively
inexpensive ad hoc solution to the problem of badly allocated land. However, for
a variety of reasons its viability seems
questionable. Squatters frequently occupy
poor quality land, and they have limited
technical knowledge of agricultural practices. Their frequent bush burning, charcoal making, poaching, and other exploitative practices reduce the carrying capacity
of the land. Where squatters are of different ethnic stock from the surrounding
community, tribal tensions and conflicts
are rampant. Further, because the settlements are illegal, the settlers do not have
recourse to government services which
could assist in their economic development. Rather than legitimize such migration, government officials often harass
squatters as trespassers and, on occasion,
burn their huts in an attempt to drive
them off. In the absence of an overall land
policy, the squatters thus remain a smoldering, and perhaps an explosive, problem
in Kenya.
Land distribution and migration
The Kenyan case is of interest not only
in itself, but also because it represents a
problem that is being encountered with
varying degrees of severity in many
developing countries. The present day
land distribution in Kenya is a result of
a combination of historical factors and
current government policies. Historically,
fixed property rights of the European
type and the classification of Crown Lands
and Native Reserves by the colonial government resulted in the loss of some of
the best land to Europeans. It also displaced many indigenous communities and
reduced traditional flexibility with respect
to land usage. Unfortunately, apart from
removing white hegemony, the independent Kenyan Government has done little

to correct this historical imbalance. As a
result, Kenya's demographic pattern is
still unrelated to the carrying capacity of
the land. Much of the high potential land,
including the former White Highlands, is
relatively unpopulated, whereas large portions of the low potential former Native
Reserves arc overcrowded. There are
other reserve areas which cannot be
resettled because of tribal animosities, and
these too remain underpopulated. And, of
course, many people whose ancestral
homelands were expropriated are without
legal claim to any land. The high rate
of population growth and the consequent
pressure on land in already crowded
areas have reinforced the demand for
cultivable land and exacerbated landlessness.
Kenya's land registration programs and
progressive farmer schemes have contributed to unequal access to land and
hastened the decline of communal prop-

of reasons. They can be an effective way
of exploiting new resources. They are
also a logical way of fostering new centers of growth. And, of course, there are
situations where changes in overall policies and institutions are crucial for ensuring the more effective use of the existing
resources, but pose political and administrative difficulties. In these cases, planned
rural settlements can alleviate the immediate problem and allow postponement of
the fundamental changes in policies and
institutions that are necessary for improving the lot of the economically deprived.
The factors that prompt planned settlements, of course, vary greatly. For
instance, at times settlements have been
undertaken in response to chronic threat
of famine, as in the case of the Dandakaranya settlement in Central India,
although such settlements are frequently
also a way of pacifying the politically
vocal, or the potentially urban linem-

"rura/ migration is neither always temporary nor merely
a result of the economic pull"
erty and other traditional social arrangements. Such land policies have been
accompanied by relatively little investment in agricultural research on traditional crops and by inadequate provision
of modern technology and inputs to subsistence farmers. Consequently, a new
rural elite has emerged that has been able
to expand its holdings and to increase its
income. At least partially, the growth of
this rural elite occurs at the expense of
the remaining "less progressive" farmers,
many of whom join the growing ranks
of the landless.
Prior to the recent, radical sociopolitical
changes in Ethiopia, its agricultural policies had been even more overtly inequitable than in Kenya. As a result of these
inequities, in the Chilalo Awar aj a in
Ethiopia, the well-intentioned introduction
of new technologies in the late 1960s led
to eviction of tenants, mechanization of
agriculture, and forced migration of many
small and marginal farmers. This phenomenon, of course, also prevails elsewhere in parts of Asia and Latin America,
where similar feudalistic tenurial structures still exist.
Types of rural settlements
A frequent response to rural inequities
has been planned rural settlements
through developing new land. Such rural
settlements seem attractive for a variety

ployed. Some have resulted from the need
to alleviate the overriding population
pressure in settled rural areas, as in the
case of colonization in Sumatra undertaken to relieve the population pressure in
Java. Other settlements have been established to initiate the production of highvalue export crops among smallholders,
as in the case of the Mwea irrigation
scheme in Kenya, or the Gezira in the
Sudan. Settlements have also been justified as a way of exploiting economies of
"modern" mechanized cultivation in,
export crop production. And in a few
cases, they are prompted by broader
sociopolitical objectives, such as mass
participation in the case of Ujamaa
(which has come to mean rural socialism)
in Tanzania, and the creation of a new
and stable ruling elite in the case of the
"Million Acre Scheme" in Kenya.
Because planned settlements vary widely
in their objectives, they also show a great
variety in their organization, planning
and implementation. Settlements may,
therefore, be classified in various alternative ways, as for instance by the degree
of authoritarianism reflected in farmer
supervision and control, including control of marketed surpluses; the extent of
specialization in production; the size and
the ownership of the managerial unit, i.e.,
individual, bloc, or collective cultivation;
and the length of the gestation period or
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the complexity of the technical process.
Given the broad range in types of settlements, to generalize about their potential
effectiveness in achieving the objectives
of rural development may seem to be an
impossible task. Nevertheless, a great deal
of experience already exists with regard
to rural settlements, and they continue to
receive substantial resources from national
governments and donor agencies. Questions may, therefore, be raised as to the
extent of their potential for benefiting
large segments of rural populations, how
they compare with the alternative of
intensifying the use of existing cultivated
areas, and the lessons they offer for
future policy, if the objective is broad
based development of the rural sector.
Review of past experience
The experience with regard to planned
settlements may be examined in terms of
three interrelated considerations: (1) the
need for adequate incentive to settlers;
(2) resource intensity, in terms of finances
and highly trained organizational manpower; and (3) the potential for replicability.
The size of the total income flow necessary to justify settlement schemes economically is determined by the costs of
resource exploitation and by the alternative investment opportunities. For
instance, the substantial financial, technical, and managerial input needed in
most irrigation schemes has to be justified
by higher total income flows in comparison with most settlements that are
based on rain-fed agriculture. However, a
larger income flow does not have to mean
high per capita target incomes with only
a limited number of beneficiaries. Such
incentives, in the form of higher shares in
the production and a greater access to
welfare services, are frequently considered
necessary to attract qualified settlers and
to ensure their continued good performance. Thus, although some settlements
may aim for income levels that are only
slightly above average rural incomes, all
too often the tendency is to set substantially higher per capita target incomes, as
in some of the Malaysian schemes where
projected incomes are over eight times
the national average.
In countries where high per capita
incomes are accompanied by substantial
income inequities, settlements with ambitious per capita target incomes may be
an effective way of redistributing income.
However, often high target incomes cannot be justified on these grounds. Further,
unnecessarily large amounts of resources

are frequently injected into settlements in
the form of productive and welfare
services. The Societe de Developpement du
Nkaim (Sodenkam), the French-assisted
settlement scheme in Cameroon, has had
one extension agent per 60 settlers, compared with one agent per approximately
1,500 farmers for Cameroon as a whole.
At one stage the Urambo settlement
scheme in Tanzania had one agent to 30
tobacco producers, compared with the
average of one agent to 1,400 farmers in
Tanzania as a whole. The initial costs of
land clearing and the subsequent investment in services may mean substantially
higher costs per beneficiary. The total
project costs per beneficiary are expected
to be as high as $20,000 for Malaysia's
Jengka I settlement. The reasons for such
heavy injection of financial and manpower
resources are manifold, although the one
most often put forward is the need for
incentives. They include paternalism, a
desire to please the settlers, unrealistically
optimistic
implementation
schedules
prompted by the desire to make a visible
impact and thus to create a demonstration effect, the fear of failure of the
scheme often judged by these latter two
criteria, and the frequent difficulty experienced by managers of schemes in establishing rapport with the settlers, and in
organizing them to mobilize their own
resources. All this takes place when, in
most cases, substantial scope exists for
promoting settler participation in infrastructure development, including land
clearing and leveling, soil conservation
measures, and access roads. Such participation would not only reduce financial
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costs, but also facilitate a sense of settler
identification with the scheme.
While considerable scope usually exists
for local participation, settlements also
require substantial technical input for
assessment of land potential, for land use
planning, and for development of technology suited to meet the particular
resource potential if production goals are
to be achieved. A surprisingly large number of schemes suffer from the neglect of
such technical input, often despite the
considerable investment of finances and
manpower. In fact, there is often a tendency, particularly in many donor assisted
schemes, to make up in intensity what is
lacking in the quality of productive services, thus adding substantially to costs,
but without significantly influencing the
benefits. Evaluations of many past
schemes point to lack of technology suited
to specific soil and climatic conditions
and ineffective extension of technology
as major causes of the unimpressive performance of many schemes, despite the
intensity of services. Difficulties have
usually been the greatest in the schemes
based on complex technology and organization, such as irrigated or mechanized
farming.
The resource intensity is not confined
to productive services. It is also noted in
the provision of welfare services. In the
Sodenkam settlement in 1971—72 medical personnel were involved in 110,000
consultations for the 3,500 inhabitants of
the pioneer villages. By contrast, the
16,000 inhabitants of the Nkongngok
Arrondissement, bordering on the settlement areas, enjoyed hardly any health
facilities. The educational prpgram in the
scheme was also far more elaborate in
the settlement, in comparison with its
neighboring district.
Apart from intensity, the inappropriateness of interventions and the inadequate
exploitation of local resources may often
be as prevalent in the provision of welfare
services as in the organization of productive services. The health measures in
Sodenkam involved elaborate clinical
procedures when simple preventive measures would have been cheaper, easier and
more effective for training, and utilizing
local manpower, given the nature of the
health problems.
Not surprisingly, the disparities between
the services provided in settlements and
those received by the rest of the agricultural sector are not only questionable on
economic and administrative grounds,
but also because they aggravate rural
elitism and generate political tensions
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among regions. A 1968 agricultural survey in Cameroon's Litterol province, in
which the Sodenkam settlement is
located, pointed out the danger of creating a barrier between the poorly served
local populations and the pioneer villages,
thus providing "an ideal opportunity for
what might well develop into serious
friction."
Numerous other examples can be cited
of the resource intensity of planned settlement schemes, both in terms of finance
and manpower. They pose a problem
because they cannot be reproduced in
the same resource intensity and therefore
often lead to the creation of a privileged
class of farmers. The village settlement
program undertaken in Tanzania in the
early 1960s was subsequently abandoned
by the Government largely for these
reasons.
Tanzania's Ujamaa policy
Unlike many planned settlements, Tanzania's more recent Ujamaa village policy
is backed by an exceptional commitment
to mass participation, self-help, and selfreliance. Experience with regard to its
implementation is, therefore, of particular
interest. In reviewing the Tanzanian
experience, distinction needs to be made
between effectiveness of communal cultivation and that of "villagization," which
until recently were the two important
operational features of the Ujamaa philosophy. Difficulties encountered in organizing communal cultivation and the adverse
effect that the organizational deficiencies
have often had on incentives and production have led to considerable reluctance
among smallholders to accept the policy,
particularly in the relatively more commercialized
export crop producing
regions. Therefore, the policy of collectivization has been abandoned at least for
the time being. However, the concept of
"villagization" still remains attractive
because of the economies of scale in the
provision of government services and the
opportunities for organizing a range of
cooperative activities that it offers. According to government statistics, between the
Arusha Declaration when the policy was
first spelt out in 1967 and June 1973,
nearly 5,500 villages and over 2 million
people (15 per cent of Tanzania's population) were organized in villages. The
extent to which the population had to be
moved physically varied considerably
among these villages. While in some cases,
people have been moved to new locations,
in others the. existing hamlets have been
declared as villages. The Government

aimed to settle the entire rural population into villages by 1975. Over 55 per
cent of the total villages settled by mid1973 were in the four least developed
regions of Tanzania's 18 regions.
In implementing the villagization policy, Tanzania has placed considerable
emphasis on provision of social services,
including health, education, and water
supply, partly to elicit popular support
for the policy and partly to fulfill the
Government's ideological commitment to
improving the welfare of the rural poor.
However, such increased expenditure on
welfare services and its allocation to
poorer regions has not been accompanied
by greater domestic resource mobilization
or a significant' shift in the allocation of
resources from the urban to the rural
sector. Consequently, the more developed
regions and the more immediately productive services in the agricultural sector
have suffered from lack of adequate
resources. The need to fulfill ambitious targets with regard to the number of villages
to be settled and the very limited indigenous technical and administrative manpower with which to assess land potential
and to organize settlements have frequently also resulted in inadequate examination of the suitability of sites for
settlement and in difficulties of ensuring
self-reliance among villagers in setting up
new villages and of getting productive
activities underway. Although the pattern
of resource allocation has been aimed at
avoiding regional imbalances of the type
prompted by the Sodenkam scheme, in
the immediate future this pattern has also
had an adverse effect on growth, and
hence on future availability of domestic
resources. Low rate of growth, combined
with the commitment of government resources for future recurrent expenditures
that is implicit in a welfare oriented pattern of development, has raised concerns
about the realization of Tanzania's objective of self-reliance.
The increased expenditure has come
partly from foreign assistance. Paradoxically, it is Tanzania's emphasis on selfreliance that has attracted donors to the
country and enabled it to draw on external resources for implementation of its
welfare objectives in the short run. However, this dependence on aid has also contributed to inadequate emphasis on the
establishment of priorities on productive
activities. Such emphasis seems crucial if
participation is to be realized through
growth and thus if the objective of selfreliance is to be ensured in the long run.
Does the Tanzanian experience imply

that rural settlements have limited potential as a means of alleviating the employment and welfare problem on a large
scale? Interestingly enough, even Tanzania's own history points to examples
where successful settlements have been
brought about without substantial commitment of government resources, by
confining government intervention to key
areas of infrastructural development and
provision of agricultural services. Of
course, such settlement has taken longer
time than allowed under the Ujamaa policy.
To take an example, population movement in Sukumaland over the last 25
years shows how government intervention actively encouraged migration to
underpopulated areas of high potential.
The Government's program of tsetse fly
clearance removed a major constraint to
territorial expansion. With decline in
tribal rivalries, it encouraged spontaneous
settlement of many new areas. The movement to these areas was further facilitated
by provision of government services,
including roads, water points, agricultural
extension, and a cooperative marketing
system. As a result of these policies, the
average farm size in Sukumaland remained fairly constant between 1950 and
1970, despite the rapid population
growth. Between 1955 and 1970 farmers
in the newly settled areas were able to
increase their per acre cotton yields by
more than 300 per cent, compared with
an increase of 100 per cent in the older
settled areas.
Past experience with regard to population movements also demonstrates the
substantial potential for spontaneously
initiated welfare schemes that often exists
in rural areas and that remains largely
untapped. Numerous such schemes have
blossomed in Kenyan squatter settlements
where the need for schools and health
clinics is urgently felt. In the Ngwata
settlement in Kenya in 1973, leaders of
self-help projects were attempting to raise
K Sh 180,000 from the area's residents in
order to fund a secondary school and a
medical center. Similarly, in the Ngolibas
settlement, primary schools have been
built with volunteer labor. These instances
of local initiative are attributed to the
isolation of the area from government
services and infrastructure and the need
felt by the people to unite in their struggle to obtain such services. While it is
not possible to undertake health and
education programs on a massive scale
on the basis of self-help alone, there
nevertheless exists substantial scope to
11
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mobilize local finances and manpower for
the provision of rural services. If this
mobilization can be combined with appropriate technical and administrative input
by national governments and donor agencies, planned settlements may benefit
substantially larger numbers of people
than have many past efforts.
Unfortunately, with increasing population pressure, much of the easily exploitable land is already being settled where
situations permit. Consequently, in the
less developed countries, few areas of
relatively high potential remain in which
viable settlements can be brought about
without major investment in the development of natural resources. Besides, without broad based development, even in such
newly developed areas, added population
influx can soon lead to pressure on land
and a decline in productivity and living
standards.
This is why even well planned rural
settlements have to be viewed as only a
small part of an overall rural development
strategy in which the major effort must
be directed to increasing productivity of
the overall subsistence rural sector. It is
only through more effective use of existing resources that the living standards of
the rural masses may be improved, and
through such improvements that population growth rates may be arrested. These
latter two factors—namely, poor living
conditions and high growth rates of population—contribute most to the pressure
on land and create the need for planned
settlements.
Realization of the objective of broad
based rural development, however, hinges
on national commitment and on the
translation of that commitment into three
sets of action. First, there must be the
necessary policy changes, including more
equitable distribution of land rights and
incentive pricing for crops produced by
subsistence farmers, in particular for food
crops. Second, resources must be allocated
on a priority basis to increase the productivity of the subsistence rural sector—
in order to develop agricultural technology, effective extension, transportation
networks, and a delivery system for distribution of modern inputs. Third, an adequate effort must be geared to developing
institutional capability, not only in the
organized public sector which now handles much of the delivery of services but
also in the traditional rural sector where
institutional potential frequently already
exists, to use to the maximum the existing
resources and thus ensure effective implementation of the policies and plans
directed at the low-income groups. ED

Cities in developing

How will national and local
planners face the challenge
posed by urban growth in
the less developed world?
The author outlines the
extent of the problem and
some methods of tackling it.
Michael A. Cohen

The rapid growth of cities in developing
countries has been a subject of concern of
development planners and policymakers
since the early 1960s. Rural-urban migration and the unchanneled physical growth
of cities as diverse as Lima, Manila, or
Nairobi have created severe problems of
generating employment and providin
urban
services. Though
frequently
described as an integral part of economic
development, the urbanization process has
not, however, received the sustained,
analytic attention it deserves. The following examination outlines the magnitude
and dimensions of the task facing cities
in developing countries to the year 2000.
Present urbanization in less developed
countries (LDCs) differs from the experience of developed countries as a result of
four important factors:
• rapid population growth;
• gradual decline in some countries of
available agricultural land per capita;
• decline in costs of transportation and
communication; and
• relatively fixed territorial boundaries
and barriers to international migration.
The increase in population growth during the twentieth century is the most
important factor distinguishing present
from past urbanization. In the period of
rapid urbanization in Europe, national
population growth rates were typically
around 0.5 per cent a year.' In contrast,
the rates for developing countries today
are usually between 2.5 per cent and 3 per
cent a year. These much higher rates of
population growth have resulted both in
larger absolute migration to the cities and
natural population increases within the
cities. The consequent pressure to absorb
large numbers of people through the provision of employment and services has led
to a type of urbanization that is qualitatively different from that in the past and
requires different policy responses.
At the same time the increasing shortage of agricultural land available to lowincome rural populations who cannot
afford capital-intensive methods has also
This article is based on Bank Staff Working Paper No, 209, "The Task Mead for
the Cities of the Developing Countries,"
by George Beiert Anthony Churchill, Michael Cohen, and Bertrand Renaud (obtainable • from the Bank Publications
Office).
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countries: 1975-2OOO
served to increase population pressures on
the cities in most countries. The ratio of
population to agricultural land in most
developing countries far exceeds that
found in Europe or North America during
their periods of rapid urbanization.
Increases in areas available for cultivation
have slowed down in recent years, with
many countries reaching the practical
limits of expansion already.
The constraint on land development for
agriculture is certainly not absolute, given
the experiments with sea-farming, jungle
clearance, and desert reclamation, but the
cost of these new operations can be very
high. Most future increases in agricultural
output will have to come from more productive cultivation of existing land, by
taking advantage of the many profitable
opportunities involving irrigation, double
cropping, and fertilizer and pesticide application, as well as improved farm management. Failure to use these methods to
increase output will increase pressures on
individual families in expanding communities to migrate to urban areas. .
Another factor contributing to rapid
urbanization is the widespread diffusion
of modern communications and transportation, which encourages population movement by providing information concerning
urban opportunities and reduces the cost
of migration. This occurs within relatively
fixed territorial boundaries which do not
allow, on any realistic short-term or
medium-term political assumptions, for
major adjustments in national living space,
natural resources, or the free migration of
surplus populations.
Larger task before LDCs
Taken together, these four factors suggest that LDCs are facing a larger absolute
task of urbanizing more people within a
shorter period of time than did developed
countries.
In the next 25 years, the developing
countries will add 1.3 billion inhabitants
to their urban populations, bringing the
total to 2.1 billion, or almost twice as
many people as presently inhabit the cities
of the developed countries, which will be
adding 0.3 billion over the same period.
In 1975 there were 90 cities in the developing world with populations of over a
million; by the year 2000, there will be
close to 300 such cities. In this period, the
urban populations of these countries will
grow from 28 per cent of the total popu-

lation to over 42 per cent. For the first
time in history, the increase in the urban
population of the developing world will
exceed that of the rural population.
Approximately two thirds of the total
increase in population will be located in
urban areas.
Patterns of urbanization
Within the developing world, four patterns of urbanization can be identified
(see Table 1):
Type 1. This group includes those countries in which .the process of urbanization
is well under way. The population is
already more than half urban and has
relatively high incomes, and there is little
pressure of population on arable land and
natural resources. The end of the urbanization process in this group will probably
occur before the turn of the century, when
most of the population will be in urban
areas and rural areas will begin to experience absolute declines.
Type 2. In these countries the urbanization experience is more recent. Over half
of the population is still in rural areas.
Population pressures exist on the land and
incomes are relatively low. If population
pressures can be eased and resource constraints overcome, this group of countries
by the turn of the century could probably
reach levels of urbanization similar to
those found in the Type 1 countries today.
Type 3. This group of countries is predominantly rural but urbanizing rapidly.
Even so, by the year 2000 they will still
be predominantly rural with high rates of
rural population growth. The issue is
whether the race between population
growth and resources will leave any
margin for increases in per capita
incomes.
Type 4. These countries are dominated
by severe pressures on the land in largely
rural, subsistence-level societies. If the
projected population growth rates are
sustainable, these countries will still be
characterized in the year 2000 by large
and growing rural populations living in
absolute poverty.
This typology is a convenient way of
grouping the growth paths likely to be
followed by most LDCs. No attempt has
been made to fit all countries of the world
into this framework; however, a representative sample has been selected within
each of the four types of countries to
show projected urban growth to the year
2000 in Table 1.

The absolute scale of projected urban
growth in the next quarter of the century
is unprecedented. While estimates and
projections are hazardous, given the complex interaction between rural and urban
growth, some characteristics of future
growth are evident now.
First, over 50 per cent of projected
urban growth in most cases (and up to
70-80 per cent in the more urban economies) is nonmigratory—that is, it is the
result of natural growth of populations
already residing in urban areas. Second,
very rapid (a sustained 4 per cent a year)
rural income growth would still leave the
predominantly rural economies with very
poor rural sectors in the year 2000. Lower
growth (at historical rates) would produce
rural per capita income stagnation in these
countries. If rural incomes stagnate while
urban incomes continue to grow, migration to cities would probably increase, possibly beyond the UN estimates of likely
migration. If rural income stagnation is
accompanied by a similar leveling off or
decline in urban areas, then migration
would decline. The likelihood of these
alternative patterns varies according to the
existing distribution of population and income opportunities between the rural and
urban sectors within individual countries.
It may also be said that the UN projections, computed according to a UN
method based on the differences between
urban and rural growth rates', may underestimate the rate of growth of urban population for large countries, such as Brazil
or Mexico, that are already substantially
urbanized. Further, many already large
cities will continue to grow at rapid rates,
leading to the proliferation of very large
cities (see Table 2). While the growth of
these metropolitan centers is not necessarily inevitable, many powerful economic
and social forces appear to be encouraging
the trend toward concentration rather
than dispersion of urban populations.
The expanding city
Large cities exist because of their competitive advantage for industrial production and the economies of scale associated
with increasing urban size. Economies of
scale are generated within industries producing both locally consumed and export
goods. Whether they are resourceoriented, market-oriented, or labor-oriented industries, one would expect diseconomies of scale to occur within each
industry at a given location as the supply
13
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Table 1
Urbanization patterns In a sample of less developed countries
Size of population

Percentage ot
population that
is urban

{In millions)

Country

Type 1
Argentina
Mexico
Colombia
Brazil
Type II
Algeria
Egypt
Korea
Philippines
Malaysia
Type III
Senegal
Ivory Coast
Nigeria
Sudan
Kenya
Upper Volta
Type IV
Pakistan
India
Indonesia
China, People's
Republic of

Per capita
QNP level
(In 1972 USS)

1975
Urban

2000
Rural

Urban

Rural

1975

2000

Compound growth
raw o( urban
population
1970-75

1995-2000

Compound growlh
rate of rural
population
1970-75

1995-2000

530

20.3
37.3
15.9
65.1

5.1
21.8
9.9
44.6

29.3
103.3
40.1
161.6

3.6
29.0
11.3
50.9

79.9
63.1
61.6
59.4

89.1
78.1
78.0
76.1

2.19
4.86
5.24

4.?a

1.11
3.60
2.96
3.13

-2.46
1.19
2.58
1.67

-1.66
0.82
0.13
0.31

430
240
310
220
430

17.8
16.1
15.8
3.6

8.4

8.4
19.5
17.9
29.5
8.7

27-2
42.7
36.0
46.1
9.9

11.2
23.7
16.0
48.0
12.6

49.9
47.7
47.4
35.0
29.6

70.8
64.3
69.3
49-0
44.0

6.78
4.20
6.66
4.25
3.34

3.85
3.24
2.26
3.66
3.28

1.52
1.15
-1.36
3.02
2.09

0.94
0.49
-0.68
0.99
0.58

260
340
130
120
170

1.3
1.0
11.4
2.4
1.5

3.2
3.9
51.5
15.8
11.6

5.0
5.9
94.0
31.7
24.7
9.8

28.4
20.4
18.2
13.2
11.3
8.3

42.7
38.7
30-3
22.9
20.7
15.7

3.89
7.02
4.67
6.10
6.48
5.01

4.18
4.46
5.10
5.43
5.61
4.87

1.83

5.6

3.7
3.7
41.0
9.4
6.5
1.8

2.07
2.57
3.38
1.84

1.47
1.54
2.36
2.69
2.83
2.10

130
110
90

18.9
132.4
26.2

53.4
488.7
110.3

65.4
354.9
78.4

93.2
748.B
171.5

26.2
21.3
19.2

41.2
32.2
31-4

4.45
3.62
4.54

4.28
3.92
4.01

2.42
2.09
2.32

1.53
1.27
1.29

170

207.5

630.4

478.4

673.6

24.8

41.5

4.31

2.75

0.84

1,290
760

400

70

0.5

1.51

-0.07

Sources: UN Urban-Rural projections from 1950-2000, October 1974 {medium tempo with medium variant}: World Bank Alias, 1974.

cost of local inputs rises. However, in
addition to economies of scale within each
industry, there are also economies external
to each industry generated by the clustering of suppliers and customers within the
same urban area leading to substantial
savings in transportation, communications,
and training costs, for example. These
serve to reinforce the tendency toward
large city size.
There are, however, also disadvantages
to large city size. The expansion of city
area and the growth of population may
increase the costs of transportation, land,
and housing. Increased distances between
residence and workplace bring increased
costs in commuting time, transportation,
and fuel. More generally, the costs of
access to desired goods and services may
increase, particularly if areas of the city
take on specific functions, requiring residents to travel throughout the city to
obtain the full basket of goods and services. Increased complexity, coupled with
growing numbers of people, can also
produce so-called harmful externalities,
such as congestion and pollution, which
by themselves also increase the costs of
urban residence. Despite these disadvantages, which exist in cities of all sizes and

yet seem significant only in large cities, it
should not be expected that cities will stop
growing when they reach certain sizes.
There is no "optimum city size," i.e., an
optimum population level for all cities,
but there may be an optimum size for
individual cities, depending on their productive and spatial characteristics. Determination of that optimum level will have
to be made by people who consider living
in it. If the costs of urban residence—
finding a job and obtaining necessary
services—are too great, in relation to the
Michael A. Cohen
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costs of staying in rural areas, then
people will not come. That point, however, does not appear to have been
reached in most cities in developing
countries.
Increasing absorptive capacity
Given the tremendous demographic
pressures, the policy problem for LDCs
is how to increase the absorptive capacity
of their cities. Opportunities must be
increased and diversified both for individuals and for groups to obtain an efficient
and equitable combination of the components of real income: income from earnings from assets and from services. First
and foremost, cities must be able to
employ their increased populations productively, thereby generating many more
private incomes while increasing national
and urban productivity. Increased income
from earnings must be accompanied by
improved access to other sources of
income, such as services and education.
Increasing absorptive capacity must be
attacked at two levels: national development policy and urban policy. At the
national level, it must be recognized that
national policy decisions, such as tariffs
or industrial investment decisions, directly
affect the ability of cities to generate
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Table 2
Populations of selected urban areas. 1950-2000
(In millions}
Urtian area

Developing countries
Type J
Mexico City
Buenos Aires
S5o Paulo
Rio de Janeiro
Bogota
Type 2
Cairo
Seoul
Manila

1950

Average annual
rate of growl n

2.9

(Per cent)
5.4

4.5
2.5
2.9
0.7

2.9
5.7
4.4
6.5

'975

Average annual
rate of growth

(Per cent)

2000

3.4

4.4
1.5
3.9
3.4
4.2

31.5
13.7
26.0
19.3

16.9
18.7
12.8

10.9

9.3

9.9
8.3

9.5

1.0

4.3
8.3

6.9

3.6

4.4

4.4

4.3

Type 3
Kinshasa
Lagos

0.2
0.3

9.7
8.1

2.0

5.6
6.2

7.8

7ype 4
Shanghai
Peking
Jakarta
Calcutta
Bombay
Karachi

5.8
2.2
1.6
4.5
2.9
1.0

2.8

11.5

2.6
3.7
4.7
3.7
4.2
5.4

22.1
22.0
17.8
20.4
19.8
16.6

1.3
0.7
1.2
2.0

22.2
12.7
12.4
28.7

Developed countries
New York
London
Paris
Tokyo

2.4
1.5

12.3
10.2

5.4
6.7

5.8
5.1

2.4
3.7
6.2

1.3

0.2
2.1
3.9

7.3

2.1

8.9

5.6
8.1

7.1
4.5

17.0
10.7

9.2
17.5

3.8

9.4

Source: UN, City Projections (medium tempo, medium variant]. December Ig74.

employment for growing populations.
Biases against rural areas through the
location of essential services only in urban
areas can also contribute to increased
migration to cities. Policies affecting population growth and distribution, income
distribution, and spatial location of investment all have immediate consequences for
the rate and character of urban growth.
At the city level, government policies
must be designed to generate, not frustrate employment. Policies toward the
informal sector (those nonprotected economic activities outside formal markets)
must encourage the growth of activities
which can contribute significantly to the
total productivity and income of the city.
Similarly, present biases toward high
standards for urban services must be
reoriented toward service levels which the
majority of urban residents can afford.
These biases are reinforced by investment
decisions, exclusionary standards, pricing
policies, and administrative procedures.
All of these must be re-examined in terms
of their long-term role in permitting cities
to meet the needs of much larger populations. Most importantly, for both
employment and services, the public sector must not create obstacles which frustrate the efforts of individuals and house-

holds to improve their incomes, either
through creating small businesses or building houses using self-help methods.
Interventions and priorities
Increasing the absorptive capacity of
cities requires interventions from both
national and urban institutions. Where
and how these interventions should occur
will depend on individual country and
city conditions. It will also depend on
the time and resources available to
planners and policymakers. Not all programs to combat urban poverty will be
located in urban areas or specifically
directed at the urban poor. The diversity
of the problems and the complexity of
their causes suggest a broader framework
than one which encompasses only poor
households. The earlier discussion of the
rural sector and the interplay between
"push" and "pull" factors leading to
migration to cities suggest that rural and
urban conditions are interdependent.
Within this approach to the growing
problems of the cities, it is nevertheless
important to define priorities for individual countries. Based on the typology of
urbanization experiences of the LDCs
presented above, it is clear that priorities
will vary significantly among the four

types of countries. If the relatively
wealthy Latin American countries can
focus on policy improvements within
cities, such as improved distribution of
urban services, the much poorer countries
of Asia, such as India or Pakistan, must
continue their efforts to improve national
productivity, particularly in rural areas.
Lying in between these two extremes are
the dynamic economies, such as Korea
and Malaysia, which have generated
employment, but have not matched population growth with increased urban services. The African countries present another
variation: rapid urban growth, with few
jobs or services, but also the opportunity
to plan for the future of cities which have
not yet grown to unmanageable sizes.
Each of these urbanization experiences
depends on particular historical conditions
which must be appreciated in order to
anticipate the future needs of individuals,
households, cities, and countries.
With few exceptions, urbanization is a
strong and healthy part of the process of
economic development and an inevitable result of rapid population growth.
Whether the process is as productive as
possible—in terms of the political, social,
and economic well-being of the present
and future inhabitants of these cities—
will depend on the extent to which
national and city governments are prepared to recognize and to take positive
measures to accommodate this growth. All
too often the response is either to ignore
the problems of the future or to hope that
somehow they will disappear. In either
case the result is neglect, a neglect which
is particularly unjustifiable because the
future problems of cities in the developing
countries will have been identified Ion;
before the real crisis is reached.
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Uncontrolled settlements
This article sketches the argument for upgrading or improving
slums and squatter settlements, and describes Bank assisted
projects in Zambia and Indonesia to illustrate pioneering and
innovative solutions to the squatting problem. The author
indicates areas which need more attention, to increase the
benefits of upgrading.
Callisto Eneas Madavo
In developing countries, us in some developed countries, rapid urban growth
has been accompanied by slums and
squatter settlements. Where property
rights are firmly enforced and squatting
effectively controlled, people are forced
to live in overcrowded dwellings and the
result is rundown neighborhoods and
housing conditions—slums. Where there
is no effective property control, people
often invade land that they do not own,
and build their own dwellings on it, usually without services, thus creating squatter settlements. In most cities in the de-

veloping world between one fourth and
one half of the urban population lives
in overcrowded, deteriorating, and centrally located slum neighborhoods, or in
mushrooming, unserviced shantytowns
on the periphery. In 1975, it was estimated that at least 200 million persons
lived in almost intolerable conditions of
physical congestion and squalor and their
rate of growth was roughly twice the
rate of overall urban growth and about
four times the rate of total population
increase. According to projections by
the United Nations, urban population in

developing countries will increase by
some 1.3 billion over the next 25 years.
If present trends are permitted to continue, 75 per cent will be slum-squatter
dwellers.
In spite of the near intolerable environmental conditions in which they live,
squatters have up to now shown a surprisingly high degree of popular initiative
and cohesion. Some experts on urbanization have suggested, and rightly so, that
the newcomers to urban areas who often
constitute the squatter-slum population,
are really a group of "pioneers" and
builders of a new order in their societies
who facilitate the transition from rural
to urban life in many ways. Not only do
they have to acquire skills and attitudes
much different from those existing in the
rural areas of their origin, but their motivations and behavioral patterns often
change. In nations where ethnic divisions
are pronounced, the bringing together of
people in the cities often helps to weld
D. Hanrloud / World Health organization
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a common nationalism. In this context, it
is worth mentioning that mass political
parties are usually more vibrant in
shantytowns than in other parts of cities.
A popular misconception is that most
squatters are unemployed. Surveys by the
International Labor Organization (ILO)
in different parts of the world have shown
that this is not always so. As many as 90
per cent of squatter heads of household
are usually employed. A significant proportion of them are self-employed in the
informal sector—a sector characterized by
small-scale, labor-intensive activities relying heavily on indigenous resources.
The sector is unregulated and highly competitive and produces the kinds of goods
and services affordable by a large part of
the populace. Thus, while generally low
paying, the informal sector plays an important role as a provider of employment,
relatively cheap goods and services, and
skills and competence essential for upward mobility.
Squatter settlements also represent a
good illustration of self-reliant development. Their populations have been able
to increase the stock of shelter, however
poor the initial standard, by as much as
five times the rate of public housing agencies. Nearly all the dwellings are built
by self-help and on weekends or in the
evenings when this labor is otherwise
idle. The majority of such housing is
owner-occupied, and continually being
improved. For example, studies of squatter settlements in Zambia show that
within the space of a few years, grass
roofs are replaced by corrugated iron,
and sun-dried brick walls by concrete
blocks. Simultaneously, more rooms are
added.
Public policy response
Unfortunately public policymakers have
not always appreciated the productive potential of squatters. Governments have
tended to harass "informal" sector economic activity (hawking, beer brewing,
popular construction, etc.) in order to maintain the facade of "modernity" and "cleanliness" in their principal cities. Planners
and decisionmakers have been preoccupied
with the standards and esthetics of the
urban enclave which results in servicing
the few, and (through the enforcement of
regulatory measures) stifling the creativity
of the many. As a result, substantial resources have been wasted on planning resettlement and redevelopment projects, or
worse, on spasmodic squatter demolition
campaigns, instead of seeking to improve
the lot of the urban poor.

An argument often heard to justify
these attitudes toward squatters is that
they have no business being in the city.
Efforts have been made from time to time
to send them back to the land. Lately, it
has become fashionable to argue for rural
development as a means of keeping potential migrants "down on the farm." It is,
however, well known that "back-to-theland" movements have generally not succeeded, except in those countries employing
force verging on outright denial of human
rights. Similarly, while rural development
should be emphasized, simple models have
been developed which show that successful attacks on rural poverty lead to increased migration to urban areas in the
long term. In the absence of direct and
production increasing strategies to absorb
new migrants into the urban areas, the
poverty problem is likely to be shifted
from the land to the towns.
In the early 1960s, several factors
emerged which made large-scale eviction
of squatters back to their homelands no
longer tenable. First, was the increasing
numbers of slum-squatter dwellers—over
200 million, as already indicated, by 1975.
Second, squatters were becoming an increasingly well-organized and politicized
power block. As Charles Abrams observed:
". . . squatting in the cities of the underdeveloped world today is usually open and
defiant, tempting more squatting by its
success" (Man's Struggle for Shelter in an
Urbanizing World, Cambridge, Mass., MIT
Press, 1964). Third, ideology has played
an important role in public policy change.
For example, in Africa a number of governments are committed to egalitarian
philosophies. In such a context severe
policies toward squatters become increasingly untenable.
Intervention by outside advocates has
also contributed significantly to changes
in government policies. Through the 1960s
a vigorous debate continued among social
scientists on the desirability and the implications of rapid urbanization. Some saw
so-called "premature" urbanization leading to parasitic slum-squatter settlements.
Drawing on their empirical research in
Latin American "barriadas," proponents
of the opposing view saw squatter dwellers
as "a remarkable example of popular initiative and creativity, as well as courage
and involvement."
Aware that an effective strategy for attacking poverty in developing countries
must necessarily promote both rural development and productive and efficient
cities, international agencies began to look
at unplanned communities more favorably.

In 1970 the United Nations, with the Government of Colombia, sponsored an interregional seminar on Improvement of
Slums and Uncontrolled Settlements at
Medellm, Colombia. In 1972, the World
Bank approved its first loan for self-help
housing, including a small pilot squatter
improvement scheme in Senegal. Concurrently, many governments, realizing the
severe constraints on resources for development, began to promote self-help and
self-reliance in urban development, incorporating squatter improvement as an
integral part of housing policy. Today the
World Bank is assisting such programs in
Botswana, El Salvador, Indonesia, Jamaica,
Kenya, Tanzania, and Zambia. Similar
assistance is under consideration for Korea,
Pakistan, Peru, and the Philippines.
The Zambian project
Zambia provides an interesting case
study of an evolution in public policy
toward self-help, including squatter housing. Prior to independence in 1964, migration to urban areas had been administratively controlled through pass laws which
restricted admission to those with official
consent. Squatting was therefore a minor
problem. With the advent of independence, rural-urban migration accelerated
dramatically, and urban population doubled
between 1963 and 1969 to reach 1.13
million, or 29 per cent of the total. According to various estimates, squatter
population increased by between 19 and
25 per cent per annum over the period.
That is, it doubled every three to four
years.
In the mid-1960s—ahead of many other
governments—Zambia began implementing "site and services" (serviced lots on
vacant land), initially as a means of resettling squatters. By 1969, planned selfhelp housing was established to accommodate new growth. The Government
accepted the fact that available resources
were grossly inadequate for conventional
contractor-built houses for every urban
family, and at the start of the Second
National Development Plan (1972-76), it
instructed local authorities to provide
serviced sites only. A review of the initial
attempts to resettle squatters revealed that
it was not possible to resettle all squatters
who, by 1972, represented about one third
of the total urban population. Therefore,
as a corollary to its site and services
policy, the Government determined to upgrade all improvable squatter settlements.
In 1973, Zambia requested World Bank
assistance in the financing and implementation of its shelter program. A project
-\rjf__
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was formulated comprising site and services and squatter upgrading affecting some
30,000 households, or about 40 per cent
of the total in Lusaka at a cost of about
$40 million. Although not catering for
all the shelter requirements in the capital,
the project was seen as the first of a
series within the national program. As the
project was the first systematic attempt
at squatter upgrading (designed to improve
four squatter complexes comprising nearly
24,000 households), it was also anticipated'
that the lessons learned in Lusaka would
benefit other towns and cities throughout
the country. This project got under way
at the end of 1974, and the upgrading of
the first squatter complex is expected to
be completed by mid-1976.
The areas are being provided with
water to standpipes, roads and drainage,
and security lighting. Community facilities including schools, clinics, and multipurpose community centers (which will
also serve as day-care and adult education centers) are being made available.
The inhabitants will be given security of
tenure in the form of a 30-year license to
use the government-owned land under
and immediately around their dwelling
for residential purposes. Modest loans for
materials are offered to enable residents
to improve their dwellings.
The 30-year license is a novel idea in
Zambia and special legislation was necessary for its implementation. Licensing
involves the following steps. First a plan
of the upgraded squatter area is prepared,
based on an aerial photograph, showing
proposed roads, land uses, and also identifying every dwelling by number. On
completion of this plan, the settlement is
declared an "Improvement Area," thereby
freezing further development in and
around the vicinity. Numbers are then
painted on each home and an identification card issued to the owner. Individual
residents can then go to the City Council
registry and apply for their license, much
in the way one applies for an automobile
license. The Zambian Improvement Areas
registration thus represents not only a
simple and inexpensive system of tenure,
but a significant adaptation of the granting of land-use rights.
Minimum displacement
Efforts are also being made to "indigenize" other aspects of the upgrading
scheme, such as the planning of layouts
and service levels. Planners are seeking
to retain the organic nature of squatter
settlements by leaving intact as far as
possible existing layouts and uses of

space. The imposition of a grid pattern
of roads and minimum lot sizes is avoided,
to minimize displacement of families.
Families which have to be moved to
make room for infrastructure, or to thin
out dense pockets within settlements, are
resettled in vacant areas immediately
adjacent. These "overspill" areas are
serviced to the same extent as the existing settlement.
Only priority services at standards consistent with the residents' ability to pay
and the Government's capacity to meet
recurrent costs are being provided in the
first phase. For example, no individual
water connections or waterborne sewerage
is being provided, although water mains
are sized to service individual connections
and waterborne sanitation later. Second
phase upgrading, probably five to ten
years hence, will provide waterborne sanitation.
Community involvement is a unique
feature of the Zambian project. The residents are encouraged to participate in the
planning and execution of the project.
The objectives of the upgrading program
are explained in the local language. A
proposed layout plan for infrastructure
and community facilities is presented, and
the need to relocate some households is
discussed. To give life to the sketch plan,
the technical experts together with key
representatives of the community walk
the proposed roads and watermain pathways. Comments on changes are invited
and, where feasible, changes are made.
The infrastructure routes are then tentatively determined and marked on the
ground. A further period of consultation
is allowed since all concerned can now
clearly see the impact of the proposed
works. Marginal adjustments are made
and the final plan produced.
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So far, relocation of families affected
by infrastructure has gone quite smoothly.
Families receive relocation assistance in
the form of transport for their belongings
and salvageable building materials and
loans for additional building materials.
The loans can be substantial—as much as
K 1,000 ($1,570) for businesses that are
obliged to relocate, but they are generally
set at K 250 ($390). With technical assistance, new structures are rapidly built in
the overspill areas. By 1978, 17,000 dwellings will be upgraded and about 7,500
will be built in these overspill plots to
meet essential resettlement needs and new
growth.
Residents are to be involved in the .
digging of water trenches in addition to
improving or constructing their own
dwellings and completing the nonstructural elements of community facilities.
Although group digging has not yet
begun, it will be introduced once the
program has gained momentum.
The upgrading of the first squatter
complex, homes for about 40,000 inhabitants, is scheduled to be completed by
June 1976, when work will have begun
on the second complex for a population
of 50,000. This will be followed by work
on the remaining two smaller settlements.
Concurrently, some 4,500 plots individually serviced with water and sewerage
will be prepared in and around the city
as part of the project.
The Indonesian project
Another stimulating example of upgrading is well under way in Jakarta, Indonesia. Older and much larger in scale
than the Lusaka program, the story of
"Kampung" (low-income neighborhood)
improvement deserves special attention.
Here are some of the highlights:
In 1969, as part of Indonesia's First
Five-Year Development Plan, the Jakarta
City Council formulated the "Kampung"
program for low-cost improvements in
the physical environment and social services of the city's areas where the urban
poor were concentrated. The program
provides paved roads and sidewalk drainage, piped water for standpipes, communal toilets, and garbage collection. It
also includes schools, clinics, and other facilities geared to human development.
Bank assistance was requested in 1973,
when some 2,400 hectares had already
been improved, benefiting about 1.2 million persons at the modest capital cost of
approximately $30 per capita. The Bank
assisted project will facilitate the improvement of an additional 1,980 hectares by
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1976, benefiting nearly one million more
inhabitants. Project implementation will
not only improve the community facilities
(schools, clinics, etc.) part of the program, technical planning will also be
improved to meet the financial capabilities
of the municipality and individual beneficiaries, providing a built-in flexibility
for future improvement.
As in Zambia, the improvement program is accompanied by a new servicedsites component comprising some 8,000
lots. The lots are being provided with
individual infrastructure services and, in
the majority, core houses. Backlogs are
being avoided through improvements, but
new growth is accommodated through the
provision of serviced expansion areas.
Although the Indonesian program has
been very impressive to date, nevertheless
need continues to outpace what has been
provided so far. It is therefore expected
that the improvement program will be
continued and the site and services provision accelerated. To implement this
expansion, the Bank assisted project
includes funds for technical assistance to
the Greater Jakarta Planning Board, the
National Urban Development Corporation, and other agencies involved in planning and executing low-income shelter
projects around the country.
Both the Indonesian and Zambian
projects represent bold and promising
approaches to slum and squatter settlements in developing countries. Their
beneficial impact—providing the urban
poor with a secure stake in the community through which they can advance and
function more effectively as productive
members—will be considerably strengthened by progressive incorporation of certain necessary elements. These include:
(a) programs dealing directly with residents' employment and productivity in
improvement areas; (b) balanced overall
shelter strategies with particular focus
on the urban poor; and (c) appropriate
and effective pricing policies.
Generating employment
Employment generation is a critical
area that neither Zambia nor Indonesia
are addressing directly by their upgrading programs. There are, of course, some
jobs created during construction phases,
but much more is required. Where space
for small business activity is being serviced, this should also lead to more job
opportunities. However, no comprehensive effort is yet being made to strengthen
the economic base of settlements through
direct assistance to the informal sector.

There is evidence from many surveys
that the actual level of productivity and
earnings by the urban poor, including
migrants, are generally higher in urban
areas than in the rural areas they leave
behind. Migration to urban areas therefore apparently results in net gains to the
economy. The contribution of such inputs
to national productivity would be even
greater were it not for institutional barriers; for example, regulations governing
popular construction, and economic constraints that tend to stifle the initiative
of the urban poor. There is also the
almost total absence of institutional support (credit, access to serviced land, and
markets) for informal sector activity,
whether housebuilding or business ventures. Upgrading projects must therefore
emphasize both reform and institutional
support to informal sector activity.
Shelter policy
Squatter upgrading schemes necessarily
deal with backlogs. In the absence of a
vigorous ongoing provision of land serviced to affordable standards, more squatting will occur, requiring yet more upgrading. This pattern is both economically
expensive and politically unacceptable over
the long term.
New serviced areas are essential for
another reason. Not all slums and squatter areas are improvable—because of
location, soil or slope conditions, size,
accessibility to basic infrastructure, and
employment centers. Improvement must
therefore be accompanied by some relocation where necessary from the pathways of infrastructure, and of those living in unimprovable settlements. Unless
alternative new areas are set up, improvement will either induce greater densities
in upgraded areas, or expansion of those
settlements omitted from the upgrading
program.
Again, upgrading and site and services
projects cannot be divorced from the
measures aimed at the housing needs of
the middle-income and upper-income
groups, in order to ease distorting pressures on the allocation of new plots. If
upper-income groups are not also adequately provided for, there is a tendency
to pre-empt such plots from the urban
poor much in the same way as conventional public housing programs do now.
On the other hand, adoption of policies
conducive to providing the middle-income
and upper-income groups with shelter
at economic rents can generate resources,
of which some may be used to extend
services to the poor.

One of the most attractive features of
slum and squatter upgrading is its low
cost. The total per capita investment
involved in the Indonesian and Zambian
Bank assisted projects is about $40 and
$35, respectively, which puts large-scale
program implementation within the reach
of most countries. The per capita investment associated with new site and services housing which have to accompany
such upgrading is considerably higher,
ranging typically from $100 to $300. Even
so, the upgrading along with site and
services is still considerably cheaper than
contractor-built housing which is usually
about ten times as expensive.
Low cost as they are, upgrading projects
nevertheless still have to be paid for.
Extensions to infrastructure and community services networks mean increased
burdens on municipal finances. Although
conditions and needs differ from country
to country, the pricing of such projects
has usually involved both implicit and
explicit subsidies covering such items as
land, water tariffs, and other features.
Where there is scope for charging differential utility tariffs in order to crosssubsidize the poor, or to service other
land (industrial or high-cost land) from
which transferable surpluses can be generated, sustainable levels of subsidies to
the poor need not create a problem. It
must be admitted, however, that the rich
are so few and the poor so many in most
cities in the developing world that the
scope for such transfers is necessarily
limited.
Even at subsidized rates, there will
often be as many as 10-15 per cent of
squatter families who simply cannot afford
to pay. Further, a large percentage of
those who can pay in theory often have
unstable sources of income. So collection
of payments from target income groups
who are so poor is bound to be difficult.
Defaults as high as 50 per cent or more
may well be experienced. Whether public
agencies would continue improvement
programs under these circumstances is
open to question.
The Zambian project is experimenting
with methods of collecting small monthly
payments from large groups of extremely
poor people. Systems employing both individual and group incentives and sanctions will be tried. Little data exist at this
stage to enable precise evaluation of these
new approaches. The need to examine the
experiences of these first generation projects carefully cannot be overemphasized.
This is the only way we can learn and
do better in the future.
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Congestion pricingthe example of Singapore
Traffic congestion is a nagging problem for most cities today.
Singapore has taken a particularly bold line to handle it.
Peter L. Watson and Edward P. Holland
For many years it has been suggested by
economists that attempts to solve urban
transport problems by a continual expansion of road capacity are doomed to failure. Rather, they have argued, the problem should be attacked by making people
pay more for making journeys that result
in congestion—hence the terms congestion
pricing or road pricing. Although the concept has been theoretically respectable for
many years, putting it into practice has

until now been put off by references to
problems of implementation, enforcement,
and equity. There is one exception. Between 1967 and 1974, Singapore carefully
examined its transport problems and decided that the time had come to restrain
the use of private automobiles in congested areas. The policy instrument selected is a form of congestion pricing
called "area licensing."
Singapore is a rapidly growing city

state. Seventy per cent of its 2.2 million
inhabitants live within a radius of eight
kilometers of the central business district
of the city. A similar proportion of the
city's jobs are located in the same area.
By 1974, there were over a quarter of a
million registered motor vehicles, almost
150,000 of them private cars. A large
proportion of these vehicles operate in the
central area, leading to a significant level
of congestion. It is estimated that population growth and rising incomes will lead
to a more than threefold increase in the
number of cars by 1992. Aware of the
extreme levels of congestion implied by
such growth, the Singapore Government
set out to develop a coordinated transport
policy.
Two major transport studies were carried out from 1967 to 1974. Both concluded that limitations on the ownership
and use of private motor vehicles would
be required in Singapore. In the meantime, several plans were put into action.
Land-use plans attempted to coordinate
the location of new housing, employment.
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and services in new industrial centers outside the City of Singapore to reduce the
need for transport. Some road construction is being undertaken. A mass transit
system and an area traffic control system
are being studied. Bus services have been
improved by the provision of several kilometers of exclusive bus lanes, the use of
school buses to expand the peak-hour
fleet, and a major administrative reorganization in the bus company. A policy of
restraining the rate of growth of car ownership by taxation was implemented. To
raise public awareness of traffic problems,
a campaign to promote staggered work
hours and car pooling was launched. It
involved an extensive publicity effort and
government-business seminars.
With the exception of a few critical
areas, these policies were adequate to deal
with present-day congestion. The Government, however, was not satisfied that
these measures would prevent congestion
from becoming a serious problem in the
future.
It became clear that a radical change
was required in both public and private
attitudes to the ownership and use of private cars, and the Government declared
its intention of restraining the use of cars
in congested areas. While the short-run
objective of this policy was to relieve conjgestion in central Singapore, the long-run
objective was to persuade motorists to
reconsider their attitudes to car ownership
and use. The Government believes that
modification in travel behavior over time
can be achieved, once the motorist understands and accepts the rationale behind
the need for more widespread use of
public transport.

Several alternative policies were considered and rejected. General fiscal measures,
such as import duties or gasoline taxes, do
not discourage the use of cars at specific
times or in specific areas; vehicle metering
requires the use of special equipment that
is not currently available in quantity; applying tolls to city streets requires collection facilities that take up too much urban
space and themselves contribute to congestion. Thus, the Government was left
with two alternatives: parking fees, which
do not discourage through traffic; and
area licenses, which are allegedly difficult
to administer and enforce. These two policies were chosen as the bases of the Singapore traffic restraint scheme, together
with a park-and-ride scheme to provide
motorists with an alternative mode of
transport.
In the Singapore context, the key concept underlying the area license scheme
is that a special, supplementary license
must be obtained and displayed if a
motorist wishes to enter a designated restricted area within which congestion is
to be reduced.

The traffic restraint scheme
The Singapore Government, therefore,
set itself the goal of designing a scheme
to reduce peak-hour traffic by 25 to 30
per cent. It was estimated that this reduction would restore reasonably good traffic
conditions. At the same time, several constraints were recognized. First, accessibility to and mobility within the central area
should be maintained to protect the economic vitality of the area. Thus, an efficient and reliable alternative mode of
transport should be available to those
commuters who would be discouraged
from driving into the central area. Second,
the mobility of the private car is recognized as a benefit, and restrictions should
apply only when and where they are
needed to combat local congestion. Third,
the scheme should be easy to administer
and enforce. Fourth, it should not require
a subsidy.

The second task was to set the license fee.
The Government had no previous experience to guide it, and a panel of experts
convened by the World Bank was unable
to find adequate empirical data on the
response of motorists to large cost
changes. Thus, it was necessary to set the
fee by judgment. In this situation, it is,
of course, essential to be prepared to
modify the fee by trial and error if it
proves not to have been set correctly. In
Singapore, licenses are sold for S$60
(US$26) a month or S$3 (US$1.30) a day.

• The restricted zone
The first task was to delineate the boundary of the restricted zone. It should include the areas with congestion problems;
leave diversion routes for motorists who
do not have destinations in the restricted
zone; minimize the number of entry points
that have to be monitored; and take advantage of existing facilities that can be
used as fringe car parks. For Singapore,
the zone covers 62 hectares and has 22
entry points.
• The license

• Categories of vehicles
The requirement to display an area license
does not apply to buses or commercial
vehicles, in order to favor public transport
and maintain commercial activity. To
encourage higher vehicle occupancy and
more efficient use of road space, car pools
(defined as cars carrying at least four per-

sons) are also exempt from the license
requirements, as are motorcycles. These
exemptions also counter objections that
driving into the center becomes a luxury
only the rich can afford; others can also
do it if they form car pools or ride motorcycles. Initially, taxis were also exempt
but, after a few weeks of operation, this
exemption was removed.
• Restricted times
The aim of the Singapore Government
was to reduce the congestion arising during the peak hours, and it was thought
that applying restrictions during the morning peak would significantly reduce traffic
both then and in the evening peak. Therefore, the scheme was designed to operate
from 7.30 a.m. to 9.30 a.m. After implementation, congestion developed after 9.30
and the time period was extended to
10.15 a.m.
• The park-and-ride scheme
In order to provide an alternative mode
of transport for motorists who had become
accustomed to driving into the central
area, a park-and-ride scheme was designed
to complement the area license scheme.
Ten thousand spaces in car parks around
the periphery of the restricted zone were
opened to commuters, and special shuttle
buses were introduced to carry commuters
from the fringe car parks to the central
area. The shuttle bus routes had limited
stops, and only seated passengers were
carried in an attempt to provide a fast,
comfortable alternative to the car. The
combined monthly cost of parking and
using the shuttle bus was set at S$30
(US$13).
Parking policy
The third element of the scheme was an
increase of about 100 per cent in parking
charges at public car parks within the
restricted zone. Previously, there had generally been a flat rate of S$0.41 (US$0.18)
an hour. The new rates are much higher
and are designed to reflect the geographical distribution of congestion and to favor
short-term as opposed to all-day parking.
Thus, in the most congested part of the
restricted zone, the rates are:
1st hour
—S$0.50 (US$0.22)
2nd hour
—S$1.00 (US$0.44)
Each subsequent
Vz hour
—S$1.00 (US$0.44)
and in the remainder of the restricted
zone:
1st hour
—S$0.50 (US$0.22)
Each subsequent
Vz hour
—S$0.50 (US$0.22)
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The monthly rate for all-day parking in
the central area has also been increased
from S$40-60 to S$50-80.
The Government has also acquired powers to levy a surcharge on private car park
operators, to induce them to raise their
charges without permitting them simply
to collect a rent reflecting the difference
between public and private charges.
Monitoring the impact
Singapore was the first city in the world
to introduce a scheme of this type. The
World Bank, in cooperation with the
Singapore Government, the United Nations Environmental Program, and the
U. S. Department of Transportation, set
up an extensive monitoring program, consisting of traffic counts, household interviews, speed/flow measurements, interviews with businessmen, observations of
pedestrian and parking behavior, and pollution measurement. This information has
three uses: first, to provide data on
responses to the scheme so that short-run
modifications can be made; second, to provide the basis for a comprehensive evaluation of the impact of the scheme on travel
behavior, traffic performance, business activity, and the environment; and third, to
provide a basis for developing mathematical models or other procedures that will
be useful in using the Singapore experience as an example for other cities that
may be interested in developing similar
schemes. The two latter tasks will be carried out over the next year. At this point,
however, it is possible to draw some preliminary conclusions.
The three components of the scheme
were implemented during the middle of
1975, the increased parking charges on
May 1, the park-and-ride scheme on
May 14, and the area license scheme on
June 2. The implementation was carried
out very smoothly and no serious problems were observed. The people of Singapore responded well, justifying the Government's confidence that Singaporeans
respond favorably to national campaigns
and civic projects designed for the benefit
of society.
Until data on household travel patterns
are collected and analyzed, little can be
said about the responses of different socioeconomic groups. The overall picture can,
in contrast, be determined from comparisons of traffic volumes in March with
those in August. In March, 42,790 cars a
day entered the restricted zone between
7.30 a.m. and 10.15 a.m.; in August,
11,130 cars entered the zone, a reduction
of 74 per cent.

The number of other vehicles entering
the zone increased by 1.7 per cent, most
of them commercial vehicles taking advantage of less congestion in the central area.
Overall, the volume of traffic entering the
restricted zone during the scheme's hours
of operation was reduced by 40 per cent.
The situation that these statistics represent is most unusual, with extremely light
traffic in the central business district during the morning rush hour. In this respect,
the area license scheme has been highly
successful, but it is right to be concerned
about the underutilization of street capacity and the high license fee.
Effect on unrestricted traffic
But what of other time periods? For
the half hour before the restrictions go
into effect (7.00-7.30 a.m.), the volume of
traffic entering the restricted zone was 23
per cent higher in August than in March;
the number of cars entering increased by
32 per cent. However, the volume of cars
during that half hour was only 7,078,
compared with 9,214 in the most congested half hour in March, and actual
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congestion was limited to a very short
period at one site in the restricted zone.
For the period after the restricted hours,
considerable congestion was observed during the first few weeks of the scheme, but
the extension of the restricted period to
10.15 a.m. has eliminated most of this
congestion.
It was initially thought that the morning restrictions would produce a mirrorimage effect on the evening peak, assuming that people who stopped driving in
during the morning peak would not drive
out in the evening. But, in fact, evening
traffic volumes have only fallen between
3 and 4 per cent. Several factors appear
to contribute to this. The major one is
thought to be through traffic, which travels around the restricted zone during the
morning peak, but in the evening returns
home through the zone when the restrictions are not in effect. In addition, some
motorists park just outside the restricted
zone in the morning, and then move their
cars into the zone during the day so that
they can be used for the journey home.
Finally, some motorists who use public
transport or car pools in the morning are
picked up in cars by members of their
households in the evening.
Although the evening traffic volumes
are heavy, traffic moves well, and congestion is observed at only a few sites; moreover it clears up more quickly than it did
in March. Nevertheless, the question of
whether some form of evening restriction
may become necessary in the future has
to be considered.
And what of traffic outside the
restricted zone? During the first few days
following the introduction of the scheme,
congestion was heavy on the ring road as
motorists avoided the restricted zone. This
problem was quickly solved as traffic light
timing was modified to favor circumferential movements rather than radial in-bound
traffic.
The exemptions for car pools (cars with
at least four occupants) have proved to be
popular. In May, an average of 2,137 car
pools a day entered the restricted zone
from 7.30-9.30 a.m.; in August, 3,880
entered during the same period, an increase of 82 per cent. If we assume that
three of the four members in a car pool
formerly drove themselves, the increased
number of car pools accounts for over
5,000 of the cars that drove in the
restricted zone before June. It is not yet
known, however, what proportion of car
pool members were actually attracted
from public transport.
The park-and-ride scheme, on the other
hand, did not prove to be at all popular.
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Apparently, motorists were not willing to
accept the inconvenience of driving to a
car park and transferring to a bus. In
addition, they appeared to prefer the lower
fares and service levels of the ordinary
buses to the high cost and superior service
of the shuttle buses. The Government
acted quickly to extend the shuttle bus
routes to serve housing estates beyond
the fringe car parks and to reduce fares.
Patronage has now improved and the
shuttle buses are regarded more as a part
of the general Singapore bus system.
Some of the fringe car parks have been
converted to other uses.
At this point, data are not available on
the impact of the scheme on the regular
public transport service. Fragmentary evidence indicates that travel times by bus
have been reduced by 25-30 per cent during the morning peak. Overall, regular
bus service patronage has probably increased by 10-15 per cent, and riders are
benefiting from faster rides and more
reliable schedules.
Preliminary evidence also indicates that
important reductions in air pollution have
resulted from the scheme, and no reports
have been received on unfavorable impacts on business activity.
For any scheme of this type, it is appropriate to ask who benefits and who bears
the costs? In Singapore, most people
either walk or take the bus to work.
These people have benefited from the improved environment in the central area
and from increases in the speeds for
buses. Those buying area licenses are also
benefiting from increased travel speed
and less congestion, although the costs are
high. For those who cannot afford the
area license, car pools or staggered hours
can be used if they wish to continue to
drive, or the park-and-ride scheme can be
used. Overall, it would appear that benefits accrue to the majority of commuters;
for the others reasonable steps have been
taken to provide alternatives and minimize
the disadvantages.
The scheme is administratively easy to
operate, with licenses being easily available from post offices and elsewhere. Current monthly sales are around 7,000
licenses yielding a revenue of S$420,000
(US$183,000). Apart from the capital costs
of constructing the fringe car parks (S$7
million or US$3 million) and erecting road
signs, the costs of the scheme are limited
to car park attendants and the police used
to monitor the entry points. Enforcement
has not proved to be a problem. Two to
four policemen are on duty at each entry
point. The license numbers of cars not
displaying an area license are recorded

and the owners subsequently fined S$50
(US$22). Currently around 100 infringements a week are being reported.
Problems encountered
Singapore was the first city in the world
to implement a scheme of this type, and
it is clearly a great success. Nevertheless,
some problems have arisen.
The Singapore Government set out to
reduce the peak flow of cars into the center by 25-30 per cent; the actual overall
reduction was 40 per cent. This fact,
together with the deserted downtown
streets in the central area, indicates that
the price was set too high, leading to a
severe underutilization of existing capacity, which is economically inefficient.
Above it is noted that a government
should be prepared to raise the license
fee if this is set too low. If it is set too
high, the government must choose between reducing the fee to achieve a more
efficient solution, or leaving it too high
to avoid future increases and to promote
the broader goal of modifying motorists'
attitudes to the use of the car. Singapore
chose the latter alternative.
The next problem relates to the evening
peak. In Singapore, the expected mirrorimage decrease in evening peak traffic did
not occur. As the major factor in this
situation appears to be through traffic, it
is clear that a knowledge of traffic patterns, especially those of through traffic,
is required before a decision can be made
about evening restraints. That decision
must also ask the question whether evening restraints should be on entry to the
zone (to discourage through traffic) or on
exit (to discourage commuters from collecting their cars at lunch-time or from
being picked up by other motorists). This
problem is currently under examination
by the Singapore Government.
Then there is the park-and-ride scheme.
In Singapore 10,000 fringe car park spaces
were provided for those of the 42,000
motorists who formerly drove into the
central area who might use the park-andride services. Very few motorists chose
to use this alternative. However, the provision of park-and-ride capacity was, in
effect, a form of insurance taken out by
the Government. The error was in providing too much service, which it judged
preferable to the risk of providing too
little. The provision of possible excess
capacity and the ability to convert it rapidly to other uses if not required illustrate
the pragmatism and willingness to proceed by trial and error that are required
of a government implementing such an
innovative scheme.

If central area roads are underutilized,
it is likely that parking facilities are also.
At present, no information is available on
parking utilization in Singapore. In general terms, however, it seems clear that a
traffic restraint scheme should be coordinated with a policy regulating the supply
of parking.
As one of the alternatives open to
motorists who formerly drove through the
restricted zone is to drive around it, some
congestion on bypass routes is to be expected. In Singapore it was possible to
solve this problem, to a large extent, by
adjusting the timing of traffic lights. Elsewhere, it would be necessary to examine
the extent to which road improvements
on bypass routes might be required.
Success of scheme
How well does the scheme work? As
noted before, data were being collected
before implementation and are still being
collected on travel behavior, traffic performance, business activity, and the environment. The World Bank will analyze
these data to produce a comprehensive
statement of the impacts of the scheme.
Preliminary conclusions that can be drawn
at this point indicate that the scheme has
been very successful in reducing traffic
congestion in the restricted zone during
the hours of restriction. Benefits have
accrued to some car drivers and to bus
riders, and the central area has been improved for pedestrians and vehicle users
alike. The administration and enforcement
of the scheme proved to be manageable.
To a considerable extent, this has been
due to the care devoted by the Singapore
Government to the design and preplanning of the scheme, and to the gradual implementation of complementary
transport policies and the publicity that
preceded the scheme.
Overall, this type of scheme clearly has
considerable promise as a component of
an urban transport policy. It is flexible
enough to be tailored to the needs of a
wide variety of cities, creates revenues,
and requires little capital to implement.
It seems possible that an area license policy might be a way to break the spiral of
increasing congestion and decreasing public transport service by creating a situation in which public transport can operate
more efficiently and give better service. As
Singapore Government officials have
pointed out, however, success requires a
fundamental restructuring of the public's
attitudes to the ownership and use of the
private car. It also requires policymakers
who are imaginative and innovative in
developing urban transport strategies. ED
2
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Health and

the human environment
There is a growing awareness of the close relationship between
health and economic development. The author traces this
relationship and stresses the need for more effective health
policies in the developing countries.
Michael J. Sharpston
Health has an obvious and fundamental
influence on human welfare; and if the
health of the bulk of the population in a
developing country can be improved, this
could well have a major impact on overall welfare distribution. This was the
basis of the World Bank's Health Sector
policy paper released in 1975.
In recent years, two trends have tended
to increase the Bank's interest in health
in developing countries. First, there has
been a growing realization in the development community as a whole that gross
national product (GNP) per capita alone
is not an adequate measure of development and of its effect on human welfare.
The result—both outside and inside the
Bank—has been increased attention to
income distribution and to the social
sectors.
The second recent trend has been a
growing awareness of the problems of
pollution and of the ecological effects
of man-made changes in the environment.
In 1970 the World Bank Group established the Office of Environmental
Affairs ". . . to review and evaluate every
investment project from the standpoint
of its potential effects on the environment." Environmental concerns in Bank
projects cover a wider field than human
health, but health is often a major issue.
For example, water resource projects, such
as irrigation or hydroelectric schemes,
can have an important effect upon the
incidence of certain diseases, especially
in a previously arid area, where new;
breeding places for disease-carrying insects
can be created. Thus both because of a
desire to avoid health problems and
because of an active interest in improv-

ing welfare, the Bank became increasingly
involved in health considerations.
What affects health levels?
Before formulating a sensible health
policy either for the World Bank or for
the developing countries, perhaps the
most fundamental question to be answered
is: "What really determines the overall
health level of a population?" One obvious
and possible answer is health services
and the number of physicians or hospital
beds; yet there is clear evidence that at
best this is only a very partial answer. For
example, in the "west"—Northwestern
Europe and the United States—life expectancy at birth rose from about 35—40 years
in the eighteenth century, to 50-55 by
1900 (in Sweden it rose from below 35
in 1755-76 to over 55 by the first decade
of the 1900s). Yet, very little indeed of
this progress can be attributed to medical
science. By 1900 major discoveries in
medicine and surgery had already been
made, but only smallpox vaccination
would have been in sufficiently general use
to have had a significant effect on mortality in the population as a whole. One
must, therefore, look to other factors—
better nutrition, a slow improvement in
hygiene habits, and (from about 1870) the
effects of a series of public health measures.
Similarly, in 1970, a country-wide
health survey in Thailand found that, on
the average, sickness occurred twice a
year per person, but that only 17 per
cent of the population utilized public
sector health facilities during a year. Private clinics were important in Bangkok,
but in the rural areas 61 per cent of the

people applied self-treatment, sometimes
with the aid of a pharmacy. Yet, despite
this low coverage of the population by
health services, health in Thailand and
many other countries of the developing
world has improved very substantially
since World War II. Evidence of this is
the population "explosion," most of which
can be attributed to decreased mortality
rather than increased fertility. Average
life expectancy at birth in the developing
world has increased from about 32 years
before World War II, to about 49 years
at the end of the 1960s. Though this is
still far short of the 70 years or more
now typical of a developed country, it
represents a very dramatic fall in mortality, over a rather short period. Some
of the fall is attributable to major health
campaigns (a notable example is malaria
control in the South Asian subcontinent),
but a large residual is left, which can
only be explained by other factors. However, before one can understand fully
how these other factors operate, it is first
necessary to examine rather carefully
what the real health problems of a typical developing country are and what
causes them.
The ecology of poverty and disease
Man, the organisms which give him diseases, and the vectors (such as flies)
which help transmit disease are all part
of an ecological system. It is the interaction of man and his environment which
determines the incidence of disease. Curative health care services very rarely affect
the incidence of disease, though they may
mitigate its effects. Rather, the disease
pattern of a society intimately reflects its
standard of living, and indeed its whole
way of life.
One very important factor affecting
the pattern of disease is the high level of
fertility—typical of most developing
countries and typical also of the poverty
syndrome. This has an obvious effect on
the age structure of the population. In
any country, it is the old and the very
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young who are most susceptible to disease. Developing countries have proportionately very few old people, and many
young children. As a result, diseases such
as cancer and cardiovascular conditions
are a far smaller part of the disease pattern than in developed countries. On the
other hand, up to a half of all deaths may
be those of children under five.
In addition, the high level of fertility
common in the developing world, and the
short interval between births, also have a

cause of death among young children,
and is also a major factor in the widespread occurrence of immaturity (low birth
weight and other similar characteristics,
whatever the length of the pregnancy),
often in its turn an associated cause of
death in babies. In a major study of Latin
America, a comparatively well-fed part
of the developing world, "nutritional
deficiency" or "immaturity" were the
primary causes of death for only 6 per
cent of deaths of children under five, but

under five years of age in Sao Paulo,
Brazil, and no less than 43 per cent in
rural El Salvador.
Many worm diseases also belong to
this group, including tapeworms, hookworms, and bilharzia (also called schistosomiasis). These diseases only rarely
cause death in adults; rather, they are diseases of life, a continuing burden on the
sufferer. Case studies in Bangladesh, Sri
Lanka, and Venezuela found infestation
rates at age six to be 95 per cent, 97 per
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direct impact on health, largely because
less nutrition and care are available for
each successive child. Morbidity (sickness) and mortality in a large family are
higher, and later children in the family
are at a particular disadvantage. Furthermore, from the third child onward, the
risks to the general health of the mother
increase. High fertility can cause health
problems at a community level as well.
Population pressure on the land may lead
to overcropping and hence to poor general nutrition. Excessively rapid urbanization and overcrowding create major
health risks. Population growth makes it
harder to provide safe or sufficient water
supply, garbage disposal, and sanitation
for the community or other social infrastructure. More generally, population
growth may slow the improvement of educational levels and per capita income;
and, under a market system, tend to
increase the inequality of income distribution. All these factors tend to have a
strong detrimental effect on overall health
conditions.
Malnutrition-disease synergism
One of the most significant effects of
the existence of large families living in
poverty is malnutrition, which is of considerable importance as a direct cause of
death. Still more importantly, nutritional
deficiency is frequently an associated

one or the other was an associated cause
in 57 per cent of all deaths. Mere
exposure to a disease agent need not produce clinical disease and very frequently
does not do so. Malnutrition is of such
significance essentially because it hampers
the body's resistance. Malnutrition acts
"synergistically" with disease agents to
increase the incidence of clinical disease
and aggravate its severity. Equally, disease can bring on malnutrition by increasing food requirements at a time when
effective food absorption is often diminished.
Diseases from human wastes
The most important single group of
diseases in the developing world are those
whose transmission cycle depends upon
contamination by human wastes of food,
drink, water, or soil. For most diseases
generally, and for nearly all diseases in
this group, man is the reservoir of infection; without contamination of the environment by the wastes of infected human
beings, the disease cycles would come to
an end. Among the diseases in this group
are typhoid, dysentery, cholera, polio, and
hepatitis. Diarrheal disease, also in this
group, is probably the biggest single
cause of death in children under five, and
is a major cause of illness among adults.
In Latin America, diarrheal disease was
responsible for 26 per cent of deaths

cent, and 93 per cent, respectively. A
recent World Bank case study of the labor
force engaged on civil construction at
three sites in West Java, Indonesia, found
85 per cent infested.
Both water supply and sanitation bring
about major changes in the man-disease
ecological system. Essentially, all the various techniques for sewage disposal, or for
the provision of a safe water supply, are
intended to break the tight transmission
cycle upon which a high prevalence of
these diseases depends. With good water
supply and sanitation, isolated cases may
still arise—there may even be epidemics,
or sporadic outbreaks of a disease problem—but disease is much less likely to be
an endemic phenomenon, a part of the
ecological "scenery."
Airborne diseases
Airborne diseases are the second most
important group. They are transmitted by
the breathing-in of the disease agent, and
include tuberculosis, pneumonia, diphtheria, bronchitis, whooping cough, meningitis, influenza, and measles. Crowded,
ill-ventilated housing fosters the spread of
these diseases, especially if windows are
blocked against the cold. One study
(Ruth R. Puffer, Carlos V. Serrano, and
Ann Dillon, The Inter-American Investigation of Mortality in Childhood [Pan
American Health Organization/UNICEF,
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1971]) showed that in rural Viacha,
Bolivia, on the high Altiplano, almost two
thirds of all deaths of children under five
years were caused by airborne diseases
(and in Viacha over one child in ten dies
even before the age of one).
Malnutrition, diseases caused by the
contamination of the environment by
human wastes, and airborne diseases form
the core of the disease pattern of the
developing world. This disease pattern is
intimately related to large families with
children born at short birth intervals,
inadequate housing, water supply, sanitation, nutrition, and general hygiene. All
these factors work together, and reinforce
each other to emerge as the basic pattern
of poverty and disease.
There are, of course, other important
diseases, but they are generally more limited to particular areas or certain ways
of life. The mundane diseases of the
core disease pattern really take the biggest
toll. In a major study of 22 locations
in eight Latin American and Caribbean
countries, diseases from contamination by
human wastes, airborne diseases, and
nutritional deficiency were responsible in
all except two cases (both in Jamaica) for
over 70 per cent of the deaths of children
under five that were not due to congenital anomalies and birth-related causes.
Africa probably does have particularly
difficult problems because its climate
makes it ecologically very suitable for certain diseases. Nevertheless, in many ways
the disease pattern of much of the present
developing world is not so different from
that which existed in many of today's developed countries at about the turn of
the century. It is, essentially, a disease
pattern of poverty; and, in fact, the
higher socioeconomic (largely urban)
groups in a developing country do have
markedly different health problems from
the bulk of the population. They have
much more housing than the rest of the
population and often have smaller families. Their disease pattern will correspond
more to that of a developed country than
to that of a developing country, with influential members of this group requiring
health care for the chronic and degenerative diseases typical of later life. Evidently, the health problems of the higher
socioeconomic groups are minor compared to those of the poor, rural, or
urban. However, these groups are of considerable significance in determining the
effective health priorities of a developing
country, both because of their economic
power in terms of effective demand, and
because of their sociopolitical influence.

Present health services
We can now examine the type of health
and health-related services available in a
developing country. As regards water
supply and sanitation, in the poorest developing countries most of the rural population defecate in the fields, and indeed
this continues to be the case until people
reach quite high income levels. In few
developing countries does more than a
small portion of the rural population have
access to functioning modern water supply systems. In the urban areas, water
supply and sanitation services are somewhat better; but usually they are very
inadequate, particularly in shanty-town
areas, and such sanitary facilities as exist
are often not well utilized.
Whereas in the United States expenditures on health services now average well
over $400 per capita a year, in many
developing countries expenditure is probably less than 1 per cent of this amount.
Costs, however, are not nearly so different; a hospital can easily cost $8,000 per
hospital bed, and $2,000 a year in recurrent costs (depreciation and interest on
capital excluded). A doctor's salary in
some parts of Africa may easily be
$10,000 a year—less than in the United
States, to be sure, but still about one
quarter of U.S. levels, whereas financial
resources are only one hundredth. Any
rational discussion of health policy must
bear such factors in mind. High-level
medical manpower is also very scarce in
most African countries, although less so
in Latin America and Asia. To take an
extreme case, in 1970 Upper Volta had
little more than one physician per 100,000
persons, as against one per 700-800 persons in the United States. Most develop-
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ing countries also have much less physical infrastructure for health services than
the developed world. For example, Indonesia recently had rather under 2,000 persons per hospital bed, as against about
120 per bed in the United States.
The allocation of resources
These statistics are traditional measures
of health services, and although they do
serve to give some idea of the limited
availability of resources at a national
level, they also show that there is gross
distortion in the allocation of these resources. In nearly all developing countries, the bulk of government health expenditure is allocated to curative services.
A large part of government funds is spent
on hospitals, particularly on in-patient
services. Hospitals, in turn, are concentrated in the urban areas, and most of the
patients also come from the same urban
area; organized referral is usually of insignificant importance. Some rural inhabitants go to an urban center, but even
so, most of the medical care serves a few
urban people.
Thus, in early 1969, Greater Accra contained about 8 per cent of the total population of Ghana, but over 45 per cent of
all doctors in the country. Again, 55 per
cent of Ministry of Health doctors
worked at the three largest hospitals in
the country, and the situation for nurses
was similar. By contrast, the Upper
Region of Ghana, with a population of
nearly 1 million, had seven government
doctors and five mission doctors, 2 per
cent of all doctors for 10 per cent of the
population; furthermore, all were nonGhanaians, even the Regional Medical
Officer. Within regions also, there was a
heavy concentration of health services in
the regional capitals. Thus, in the populous and prosperous Ashanti Region, 34
out of the 36 Ministry of Health doctors
worked at Okomfo Anokye Hospital; one
worked in the Regional Office; and only
one was stationed outside the regional
capital. Even after allowance for patient
migration into the city for treatment,
there were over six times as many Ministry of Health doctors available to care
for the population of the regional capital
as there were for the rest of the region.
The reasons why doctors (government
or private), congregate in the principal
towns and the government doctors stay in
the large hospitals are not hard to find.
The economic opportunities are in the
large towns—and government doctors
often do have private practices, whether
or not it is officially permitted. Even if a
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dpctor comes from the rural areas originally (and, in fact, most come from better-off households in the cities), by the
time he has completed his training he
usually has adopted the outlook of an
urban professional man; his friends will
live in the cities, and that is where the
bright lights are. Furthermore, he is likely
to associate high professional status with
the sophisticated treatment of "interesting" cases; this will usually only be possible at a few major hospitals. Politically,
private sector doctors will usually be able
to determine where they practice, and so
also will public sector doctors—doctors
are a tight elite, with an arcane expertise
that touches the frightening mysteries of
life and death; few laymen will tackle
them on their own terrain. In any case,

distance from it. Yet much of the population of most developing countries is dispersed and outside the immediate vicinity
of a health facility. The second reason is
administrative: it is very difficult to get
referral systems to work. The transport
from outlying areas to urban hospitals is
not available, and few developing countries have an administrative control system strong and ruthless enough to prevent those in the immediate vicinity of a
hospital from pre-empting the available
beds. The third reason is cultural: particularly in Latin America, a peasant may
feel that a doctor looks down on him,
and prefer to go to a "curandero" or traditional healer. In Asia, people may have
more faith in traditional healers, or go to
western doctors only for certain condi-

"there is a limit to
what conventional health service can achieve
in an unchanged physical and social environment*
the lay elite—politicians, civil servants,
even trade union leaders—are also nearly
all urban, and will want "proper" (that
is, Western) levels of treatment for themselves and their families.
The result is that in most countries the
doctors stay almost exclusively in the
main towns, perhaps after a token year
or so of exile in the hinterland, soon
after becoming qualified. Additional output of doctors by the medical schools
only leads to unemployment or underemployment of doctors in the capital cities,
probably coupled with emigration; this,
for example, is the case in the Philippines.
The rural areas remain without doctors.
On the other hand, the mere fact that doctors remain unemployed will not necessarily prevent the building of new medical
schools; the output of doctors is frequently
determined by the political power and
social aspirations of middle-class parents.
Health coverage
This impressive array of factors tends
to concentrate the resources of the health
services in a few urban areas. Bearing this
in mind, we can examine the three main
reasons why health coverage in developing countries tends to be low. The first
reason is geographical: it is known that
the great bulk of patients at a health
facility come from the immediate vicinity,
say, within five miles. For example, a
study in India showed that attendance at
a dispensary halved for every half mile

tions. Thus even in the cities many people
do not make use of official health services. An example of the effects of
"cultural distance" is Cali, Colombia,
where one study found that despite a
doctor-to-population ratio of 1 to 910, 17
per cent of children who die are not seen
by a physician, and another 19 per cent
have no medical attention during the 48
hours preceding death. The combined effect of geographical, administrative, and
cultural distance is that for many developing countries the official health services
may be a small and rather unimportant
part of the total health care picture. Often
other factors are of far more significance—such as self-treatment, use of traditional healers, advice from pharmacists
or "injection men," and among better-off
groups in the cities, private practice.
The effect that the concentration of
official health services in urban hospital
facilities has upon the available health
statistics is also significant. Even in a
developed country, a health service "discovers" the illnesses for which it is looking; in New York City, reported cases of
lead poisoning were one in 1950, but
1,925 in 1971, after lead poisoning
attracted professional interest. In the same
way, because official health services
devote most of their resources to large
urban hospitals with few pediatric beds,
and in particular tend to collect their statistics from such sophisticated facilities,
the picture the statistics tend to portray is
that the important health problems of the

country are the degenerative diseases of
the more affluent and elderly city dwellers. There is thus a self-justifying circle;
if a developing country adds a large kidney unit to its new teaching hospital,
kidney problems will come to figure large
in the health statistics—and in this way
the emphasis on sophisticated and expensive kidney treatment facilities will be
"justified."
Why has health improved?
To some extent, major health campaigns have been a factor in the improvement of health in developing countries
since World War II. Official health services for individuals, however, have probably had too low a coverage in many
developing countries to have had much
impact on overall national health levels.
In any case, there is a limit to what conventional health services can achieve in
an unchanged physical and social environment. For example, the medical school
in Cali, Colombia had a program for hospital care of premature infants, with survival rates comparable to those in North
America; but 70 per cent of the infants
discharged from the premature nursery
were dead within three months.
The existence of some attempt at modern water supply and sanitation in the
towns of the developing world could well
be one reason why health today in developing countries is better in the towns
than in the countryside, whereas in nineteenth century Europe the reverse was the
case. However, health in developing
countries has also been improving in the
rural areas—as the population explosion
shows—and since water supply and sanitation usually remain very inadequate in
such areas, there must be some other
factor.
The most likely factors leading to
health improvement, then, are a rise in
the levels of nutrition and the slow spread
of modern ideas of personal hygiene.
Across the developing world, per capita
incomes are rising, and transport systems
are improving; the result is more food,
better quality food, fewer localized food
shortages, and a more varied diet. In
other words, the principal factor behind
the improvement in health and hence the
population explosion in developing countries is probably not any form of health
measure, but economic development itself.
Better health can increase production,
increase the benefits of consumption, and
improve the efficiency of investment for
continued on page 38
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International reserves, money,
and global inflation

International reserve increases have an effect on the rate of
global inflation. Monetary aggregates play an important role in
this process.
H. Robert Heller
To what extent did the recent increase in
international reserves help to precipitate
the world-wide monetary expansion that
was an important cause of world-wide
inflation in the early 1970s? To consider
international monetary factors from this
angle should not imply that they were
exclusively responsible for global inflationary forces. Other factors played
important roles: autonomous supply
changes, some of them triggered by bad
harvests or declining fish catches; the
exercise of newly found monopoly power
on behalf of producers; and increasing
aggregate demand due to population and

real income increases. Furthermore, it
should be recognized that the monetary
changes that will be analyzed here were
often the result of fiscal policy actions.
There does, however, appear to exist
a link between changes in international
reserves and changes in world prices.
Changes in global international reserves
have both a direct and an indirect impact
on the world money supply, and these
changes in the world money supply in
turn influence the world-wide rate of inflation.
Three basic factors determine the
changes in a nation's money supply:

changes in the international component
of the monetary base, that is, international reserves; changes in the domestic
monetary base components; and changes
in the monetary base multiplier. The acquisition of new international reserves will
have a direct impact on a nation's money
supply by expanding the monetary base.
An increase in the international reserves
held may also have an indirect impact on
the money supply if the monetary authorities feel that the increase in international
liquidity has eased their reserve constraint
so that more expansionary domestic
monetary policies may be pursued. These
increases in the monetary aggregates will
in turn have an impact on national inflation rates. The channels through which
such monetary changes are translated into
price changes are many and varied, and
have been the subject of extensive discussion.
The world monetary expansion of the
early 1970s triggered a sharp increase in
the demand for internationally traded
commodities, because the rise in international reserves had eliminated or substantially reduced the foreign exchange constraint in many countries. Consequently,
the global trade sector became the leading
sector in the recent inflation. The sudden
rise in the prices of internationally traded
goods was a significant factor in making
the recent inflation a truly world-wide
phenomenon.
Why reserves expanded
Between 1950 and 1969, international
reserves grew at an average annual rate
of 2.7 per cent (Table 1). From the
beginning of 1970 to the end of 1972,
they increased from SDR 78 billion to
SDR 146 billion; of this, increases in
foreign exchange reserves accounted for
SDR 67 billion—almost the entire addition to reserves during that period.
Since SDR 59 billion of this increase
can be identified as a growth of U. S. dollar reserves, it has been argued that an
excessive monetary expansion in the
United States was the main cause of the
increase in world liquidity and the ensuing world-wide inflation. However, there
is not much convincing evidence to support this notion. In fact, during 1970-72,
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the increase in the money supply of the
United States was more moderate than in
any other industrial country.
Instead, a shift by U. S. and foreign
private entities out of dollars and into
other currencies led to an excessive expansion of global liquidity in the early
1970s. Between the end of 1965 and 1969,
private foreign entities had increased their
liquid assets in the United States from
$11.5 billion to $28.2 billion. But as the
inflation rate in the United States accelerated somewhat during the late 1960s,
the real returns on these financial assets
fell. In addition, the growing volume of
U. S. liquid foreign liabilities resulted in a
questioning of the future external stability of the dollar and, in particular, the
convertibility of the dollar into gold. Consequently, foreign private entities—in
particular, foreign commercial banks—
shifted out of dollars and into other currencies. Between the end of 1969 and the
end of 1971, U. S. liquid liabilities to
private foreigners decreased from $28.2
billion to $15.1 billion.
Table 1
International reserves
Amount In
billions of
U.S.

End ;:( period dollars
1950-59
1960-69
19700
19711
19722
19733
19744

57.7
78.1
92.4 4

SDHa

57.7

78.1

92.4
130.3 120.0
158.1 145.6
181.8 150.7
218.0 178.1

Annual gro«;h
rate
(In per cent)
U.S.

dollars SDRs

2.3
3.1
18.4
41 .0
21.3
15.0
19.9

2.3
3.1
18.4
29.9
21.3
3.5
18.1

Source: IMF, International Financial Statistics.

There is also reason to believe that U. S.
corporations and individuals correctly
anticipated the dollar devaluations of
1971 and 1973 and moved substantial
funds into currencies that were likely to
appreciate. For instance, U. S. commercial
banks more than doubled their foreign
assets from $6.5 billion at the end of 1969
to $13.6 billion at the end of 1972, while
their foreign liabilities actually decreased
from $32.5 billion to $26.0 billion during
the same period.
The Euro-currency market
At the same time the size of the Eurocurrency market continued to grow. The
U. S. dollar component of the Eurocurrency market, however, decreased from
81.3 per cent of total liabilities in December 1969 to 72.4 per cent by December
1971. The net dollar positions of the

Euro-currency banks decreased from
$1.43 billion to $0.75 billion over the
same period, while their net positions in
other Euro-currencies increased from
$0.06 billion to $1.65 billion. It stands to
reason that this shift in the currency
composition of the Euro-market was indicative of the expected exchange rate
movements.
The Euro-currency market might also
have played a role in international reserve
expansion in the early 1970s. If central
banks in the rest of the world place their
funds in the Euro-currency market, an
additional multiple deposit expansion may
result, which is unregulated and outside
the traditional scope of monetary policy.
It appears, then, that the expansion in
the volume of international reserves held
by foreign central banks in the early
1970s was not due to an excessive monetary expansion in the United States but
to a decrease in the private demand for
dollars.
As some private households, banks,
and firms shifted their assets from dollars
to other currencies, they forced central
banks in the rest of the world to purchase
these dollars at the agreed-on parity of
their own currency. These central banks,
in return, issued their own currency or
other central bank liabilities to the depositors of dollars and added the dollars
to their foreign exchange reserves. This
process led to a multiple expansion of the
global money supply, as the amount of
high-powered central bank money increased.
Because reserves are a component of
the monetary base, one might expect that
the relationship between reserve changes
and changes in the monetary aggregate
is direct and instantaneous. However,
changes in international reserves are only
one factor determining the changes in a
nation's money supply. Central banks
have the option of offsetting the changes
in the external component of base money
by changing the domestic elements of the
monetary base. Changes in reserve requirements, discount policies, and other
monetary instruments may also be used
to neutralize the effects of autonomous
changes in the external component of the
monetary base. Furthermore, it takes time
for the impact of a change in a monetary
base component—such as a change in
international reserves—to be fully reflected
in changes in the monetary aggregates.
The money multiplier does not operate
instantaneously. It is dependent on the
interaction between many decisionmaking
units, and a considerable amount of time

may pass until final portfolio equilibrium
is attained by all relevant units.
Investigations covering the 126 Fund
member countries for the period 1951-74
indicates a significant lagged relationship
between percentage changes in the value
of global reserves and the growth rate of
the world money supply (see H. Robert
Heller, "International Reserves and WorldWide Inflation," Staff Papers, March
1976). Estimates using both annual and
quarterly data indicate an average lag of
approximately one year in this relationship between global reserves and money.
The results show that changes in international reserves can explain slightly
more than half the variation in the world
money stock actually observed.
Effect of reserve changes on prices
The second link in the chain connecting reserve changes to price changes is
the relationship between changes in the
monetary aggregates and changes in the
price level. That this relationship exists
on a national basis has been well established in economic investigations covering a wide variety of countries. Our data
permit us to test this relationship for the
first time on a global basis. Data limitations made it necessary to restrict ourselves to tests of the simple hypothesis
that there is a direct relationship between
the percentage changes in the global
money supply and the rate of global inflation. Through regression techniques we
estimated the lag structure and determined an average lag of approximately
one and a half years in the relationship
between money and prices.
It may well be that velocity changes
account for part of this lagged price
response to changes in the monetary
aggregates. As the world money supply
increases, the velocity of circulation may
well decrease at first. Therefore, the impact of the monetary changes on the price
variable will be experienced only after
the velocity of circulation has returned to
its normal value.
It is tempting to add the mean lag of
one year established in the relationship
between reserves and money and the mean
lag of approximately one and a half years
in the relationship between money and
consumer prices, and to conclude that a
lag of approximately two and a half years
might be expected between reserve
changes and world price changes. Direct
estimates of the length of the lag between
reserve and price changes indicate an
average lag of three to four years in this
29
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relationship, emphasizing the variability
of the lagged response.
The direction of causation
On the basis that an increase in the
global price level will increase the demand
for nominal reserves as countries want to
restore the real value of their international reserve holdings, it can be argued
that reserve changes do not cause price
changes but vice versa. To test the validity
of this alternative hypothesis we estimated an equation that incorporated percentage changes in international reserves
both as leading and lagging variables. It
was found that only the coefficient for
reserve changes leading price changes by
two periods is statistically significant. On
the other hand, none of the reserve
coefficients lagging behind the price
changes are significantly different from
zero. It is also noteworthy that the sum
of the regression coefficients with reserve
changes leading the price change is equal
to 1.08, indicating that an increase in
international reserves by 1 percentage
point will eventually be reflected in a
price change of slightly more than 1 per
cent. In contrast, the sum of the coefficients for reserve changes lagging behind
price changes is equal to 0.01, as one
might expect if reserves are not influenced
by the monetary aggregates. On the basis
of this evidence we may conclude that
reserve changes do indeed cause price
changes rather than the other way around.
Effects on structure of world inflation
International reserves have often acted
as a constraint on economic expansion.
However, in the years 1970 to 1972 each
of the industrial and more developed
countries registered an increase in international reserves (with the sole exceptions
of the United States and South Africa).
Even among the less developed nations
only a few experienced reserve losses,
with most countries making substantial
reserve gains. The industrial countries as
a group increased their international reserves by 92 per cent, and the less
developed countries increased theirs by
106 per cent during the first three years
of the 1970s.
These substantial reserve gains had a
particular influence on commercial policy.
Between 1970 and 1972, out of a total of
111 countries, the number of nations
having restrictions on current account
transactions decreased from 73 to 58.
Other countries substantially reduced
their import restrictions. The response by

importers was not surprising: in the years
1970 to 1972 imports increased by an
average annual rate of 12 per cent in
real terms. The plentiful supplies of international reserves fueled this world-wide
import boom. However, it is clear that
this rate of real increase was not sustainTable 2
Percentage changes in world prices
Year

Average 1950-59
Average 1960-69
1970
1971
1972
1973
1974

Consumer
prices
3.5
4.4
6.2
5.9
5.9
9.6

15.1

Export
prices

Import
prices

1.2
0.6

0.5

6.4
4.0
8.7

24.8
43.3

0.6
5.3
6.0
6.6

24.8
38.3

Source: IMF Data Fund.

able at constant prices. The index of
world import prices almost doubled, from
100 to 195 in the 1970-74 period, with
most of the increase coming in the last
two years of this period.
A further factor contributing to the inflation in the prices of traded goods was
that many international prices are quoted
in dollars. Given the declining value of
the dollar itself, many commodity prices
looked very attractive indeed to foreign
buyers, and therefore the demand for
commodities increased.
The sharp increases in international
reserves during the years 1970-72 consequently had an effect on the structure of
world prices, and here the relationship
between prices of traded and nontraded
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commodities is particularly interesting.
As there is no adequate price index of
nontraded goods, the world-wide consumer price index can be used as an indicator of general price developments, while
the world export and import price indices
are indicative of price developments in
the traded goods sector.
Since World War II, prices of internationally traded goods have shown a
marked stability and have generally
exercised a restraining influence on
domestic price developments. Only minor
changes in world trade prices occurred
between 1950 and 1969. It is one of the
hallmarks of the recent world-wide inflation that this historical tendency has been
reversed. Table 2 shows that increases in
consumer prices exceeded price increases
in traded commodities during the 1950s
and 1960s, while in the years since 1972
the rate of price change of traded goods
was greater than the changes in the consumer price index.
In virtually all earlier inflationary episodes, an excessive expansion of the
domestic component of the monetary base
was responsible for the creation of inflationary pressures, but during the recent
inflation the high rate of expansion of the
international reserve component of the
monetary base played a decisive role.
A systematic relationship
Under fixed exchange rates there is
then a systematic relationship between
changes in world-wide international reserves and the rate of world-wide inflation. Changes in the world money supply
serve as the crucial link in this relationship.
The evidence examined shows that
changes in global international reserves
have a significant impact on the aggregate
world money supply and that there is an
average lag of about one year in this
relationship. There also exists a relationship between changes in the world
money stock and changes in world prices.
The evidence indicates a mean lag of
approximately one and a half years in
this relationship.
Estimates relating changes in global
international reserves directly to changes
in world consumer prices found a significant lagged relationship between these
two crucial variables. The mean length
of the lag was determined to be three to
four years. All these lags are averages of
distributed lag relationships. The standard
errors vary between one half and three
years, which indicate that there is con-
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continued on page 39

Tax havens explained
The wide publicity given to tax havens has led many developing
countries to contemplate the adoption of similar status in
order to speed up their development. This article defines both
the dividends and drawbacks of such a status.
Milka Casanegra de Jantscher
What do the Bahamas, Bermuda, Hong
Kong, Liberia, the Netherlands, the New
Hebrides, Panama, and Switzerland have
in common? They are all "tax havens."
As such they are apt to excite either passionate praise or passionate denunciation,
depending on the point of view of the
commentator. Those who recommend the
use of tax havens may cite with approval
the remark of Lord Tomlin that "every
man is entitled if he can to order his
affairs so that the tax attaching under the
appropriate Acts is less than it otherwise
would be." Speaking of those who deplore
their use, one writer observed that "many
of the pronouncements on the subject
were sufficiently vehement to convince
one that nothing short of the destruction
of the tax haven and a virtual embargo
on [exports of] ... capital would save the
Republic."
What is a tax haven?
Essentially, a tax haven is a place where
foreigners may receive income or own
assets without paying high rates of tax
upon them. Although strictly speaking
not all tax havens are countries, we can
refer to them as such here for the sake
of convenience. In some havens the tax
relief that foreigners enjoy stems from the
absence of the chief forms of direct taxation—income, estate, and gift taxes; but
in most countries the relief stems from
special features of the tax system that
result in a very low effective tax rate on
certain forms of foreign investment. Some
countries that enjoy a reputation as tax
havens have cultivated it. In others the
features that make them a tax haven are
merely a consequence of their having followed certain principles of taxation, such
as that of strict territoriality in applying
income taxation, but without the intention

of establishing a tax haven. Such countries are likely to consider the tax haven
label derogatory.
In the absence of reliable data on the
use being made of tax havens, exaggerations flourish. The advantages that these
countries offer to taxpayers are well described in guides written by professionals
who specialize in carrying out operations
in tax havens for their clients. But hard
statistical information on the extent of the
revenue losses suffered by high-tax countries and the benefits which tax haven
countries derive from their status is woefully meager. There is general agreement
on only a few facts, principally that the
amount of business activity carried out in
tax havens is considerable, even though
exact figures are not available. Moreover,
it appears that the use of tax havens by
enterprises in high-tax countries—particularly by multinational enterprises—is
growing.
Even though the list of tax havens includes several developed countries, most
are developing countries. It is precisely
their example that other developing countries are tempted to follow, in the hope
that becoming a tax haven will help them
solve some of their economic problems.
While the tax haven status does bring
some benefits to the tax haven country,
it is one of the objects of this article to
dispel the myth that the tax haven status
is a panacea for a country's economic
problems.
The modus operand!
Tax havens are used for a great variety
of operations. The main purpose of those
who patronize them is to minimize the
taxpayer's total tax burden by subjecting
at least a part of his income or wealth
to a lower effective rate than would other-

wise be applicable. But care should be
taken to distinguish between operations
whose main purpose is that of diminishing a taxpayer's total burden and those
that have a bona fide business purpose.
The latter are generally not considered tax
haven operations, even if they take place
in a tax haven. Some industries located in
tax havens are engaged in producing
goods for the domestic or international
market. Some royalties are paid from tax
havens for patents or know-how actually
being used in the country. Some foreign
citizens work in tax haven countries. Even
though these individuals or corporations
benefit from the country's low tax rates,
they do "real" business within its borders.
In contrast, much "tax haven" business
is fictitious, in the sense that little or
none of it is effectively carried out in the
tax haven proper. Goods that are bought
and sold by tax haven subsidiaries often
do not pass through the tax haven's territory; they move directly from the country of origin to the country of destination.
The assets of trusts that are established
in tax havens are usually kept thousands
of miles away; and neither the grantor
nor the beneficiary is normally resident in
the tax haven country.
Tax haven operations consist fundamentally in establishing within a tax
haven country one or more legal entities,
such as trusts, personal holding companies, or corporate subsidiaries, and
attributing, to them income earned elsewhere in order that it should be taxed
at the country's low rates—or perhaps
not taxed at all. This objective is usually
accomplished by either (1) accumulating
income in the tax haven country at low
rates of tax, to be withdrawn later and
invested elsewhere according to the investor's wishes; or (2) artificially shifting
business profits from high-tax countries
to a tax haven country.
In the case of passive investment, from
which dividends, interest, or royalties are
derived, trusts and personal holding companies are used as buffers or screens
between the real investor and his assets.
For many years the creation of these
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legal entities for the purpose of obtaining
a tax advantage was among the most
popular uses of tax havens. As a result of
countermeasures enacted during the past
few years in certain capital exporting
countries, the use of tax havens to
shelter passive investment income has
apparently not increased as fast as other
tax haven activities.
At present, the most rapidly growing
type of tax haven operation is that of
shifting business profits from high-tax
countries to tax haven countries. These
profit shifting transactions are usually
carried out by large corporations through
tax haven subsidiaries, using sophisticated
methods that are designed to diminish
the tax base artificially in high-tax jurisdictions while increasing it in the tax
haven country.
The most important of these methods
involves transfer pricing: the setting of
prices on goods and services that are
bought and sold between a parent company and its foreign subsidiary. No "arm's
length" bargaining takes place between
these parties, so the prices that are set
can be manipulated to minimize the enterprise's total taxes. (The "arm's length"
relationship implies dealings between two
independent and unrelated parties, where
prices are determined according to market
forces.) For example, instead of a company selling goods directly to a foreign
buyer and realizing a profit that is fully
taxable in its home country, it may sell
the goods at an artificially low price to
its subsidiary in a tax haven country.
Thus, it shows only a small profit on
which it has to pay a low tax, or perhaps
even a loss! Its subsidiary then resells
the goods to the ultimate buyer at the
normal price, earning a large profit, all of
which however is taxed at a low rate, or
not taxed at all, because the subsidiary is
located in a tax haven.
Another type of activity is carried out
in tax haven countries by the financial
sector. In most of these countries there
exists a financial sector whose size and
importance are out of proportion to the
size and resources of the country itself.
This sector usually comprises a large
number of banks and trust companies,
most of which are branches or subsidiaries of foreign-owned institutions. The
reasons for their presence in tax haven
countries are quite varied. These institutions manage trusts and holding companies that have been established to
shelter foreign passive investment income;
they hold deposits for foreign investors; they provide administrative facilities
for a variety of corporate subsidiaries.

Foreign banks also use "shell" banks or
branches located in tax haven countries to
do Euro-currency business.
The activities of the financial sector are
largely of an ancillary or dependent
nature. The main object of many of these
banks or trust companies is to provide
services to other tax haven activities, such
as administering tax haven trusts and
corporate subsidiaries and holding deposits for foreign investors. Much of the
business of this sector is "real" business
in the tax haven. Banks and trust companies that administer trusts or holding
companies do a large amount of the technical, audit, and legal work of administration in the tax haven country. In other
cases, however, such as the Euro-currency
branches of foreign banks, the "real" activity is carried out elsewhere, except perhaps for a nominal presence in the tax
haven.
Tax havens also attract foreigners who
come to work for foreign banks or other
companies, and retirees, who decide to
establish their residence where the advantage of a temperate climate is joined
to that of a low-tax environment. In these
cases there is "real" activity in the country—whether working or merely residing
in it—and the tax factor is only one of
several considerations that induce these
individuals to settle in a tax haven
country.
Tax and other advantages
Low tax rates are perhaps the principal
attraction offered by tax havens. Usually
these low rates are associated with income
taxation; in fact, what springs to mind
immediately upon hearing the words "tax
haven" is the absence of income taxation,
or the existence of a form of income taxation that exempts foreign investment.
Though it is true that many of the ad-
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vantages offered by tax haven countries
are income tax advantages, these are by
no means the only benefit that these
countries offer to foreign investors.
Within the tax field, the absence of
other taxes such as estate, inheritance,
and gift taxes may be as important to
certain investors as the absence of an
income tax. Bilateral tax treaties between
a tax haven country and some of the
major developed countries are another
feature that may attract investors. The
existence of a tax treaty allows thirdcountry investors to base their holding
companies in tax havens and obtain a
reduction in withholding taxes applied to
the dividends and interest they receive
from developed countries with which the
tax haven country has the tax treaty.
Strict and well-enforced rules of banking secrecy and, in general, the possibility of doing business without close
supervision by government agencies are
additional attractions usually offered b
tax haven countries. Other factors, such
as the low cost of doing business, the
existence of liberal banking regulations,
and the absence of exchange controls are
also important. These advantages were the
chief reasons why foreign banks established Euro-currency branches Jh the
Bahamas; the country's attractive tax
climate was apparently of only secondary
importance. Finally, a good communications service, a well developed legal system with an abundance of legal and accounting expertise, and, above all, a high
degree of political and financial stability
also help to make a country successful as
a tax haven.
Countering tax loopholes
Are these all the elements necessary to
enable taxpayers from high-tax jurisdictions to minimize their tax burdens? In
fact, there is one other element without
which they could not do so and that is
the existence of features in the tax systems of developed countries that allow
taxpayers to take advantage of the benefits offered by tax haven countries. Among
these features are, for example, the more
favorable tax treatment granted to trusts
located abroad than to domestic trusts,
and the mechanism of tax deferral that
allows taxpayers of high-tax countries to
defer income tax payments on income
from foreign sources until it is repatriated. These and other mechanisms may
be likened to escape valves left in their
tax systems by high-tax countries, in
order to grant taxpayers relief from the
pressures of taxation. As long as these
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provisions remain in effect, high-tax
countries cannot place all the blame on
tax havens for the losses of revenue they
suffer.
During the past two decades some
countries have moved to eliminate these
safety valves. The United States has
pioneered the way, with other countries,
such as Australia, Belgium, Canada, the
Federal Republic of Germany, and the
United Kingdom following that example.
The enactment of measures against the
use of tax havens has not been easy and
in each of these countries has produced
an uproar among interested taxpayers in
high-income brackets.

tion rules rely heavily on percentage criteria, which have the merit of being
objective but which at the same time leave
a wide margin for maneuvering by taxpayers. Thus the anti-accumulation rules
usually apply only when the subsidiary
established in a low-tax country is "controlled" by taxpayers in the high-tax
country. "Control" is defined as ownership ofi more than 50 per cent of the
stock of the foreign subsidiary. The
United States and Canada, however, only
count corporations or individuals, each of
whom owns more than 10 per cent of
the foreign corporation, toward the 51
per cent "controlling" share of the com-

*there is a tendency to exaggerate the number of jobs
created by tax haven activities"
In general, legislation on this subject
is aimed at one or both of the following
objectives: (1) preventing the tax-free
accumulation by tax haven countries of
certain forms of income, such as passive
investment income and income derived
from the assignment of service contracts
to a foreign subsidiary; and (2) attacking
the problem of transfer pricing, by attempting to tax a parent company on the
profits it would have obtained if the
transaction with its subsidiary had taken
place at arm's length.
The tax systems of a number of industrialized countries, such as Canada, the
Federal Republic of Germany, the United
Kingdom, and the United States, permit
domestic companies to postpone the payment of taxes on profits earned by foreign
subsidiaries until those profits are repatriated. This has made attractive the establishment of foreign personal holding companies in tax haven countries that can
accumulate income either free of tax or
subject to a very low effective rate. The
rules recently enacted in some developed
countries to prevent this accumulation
generally require the income of these
foreign holding companies to be taxed
on an accrual basis, thereby eliminating
the tax deferral privilege that the owners
previously enjoyed.
There are several reasons why these
rules are complex. Perhaps the main one
is the wish of the developed countries to
soften their impact upon companies that
are accumulating income in low-tax jurisdictions for normal business reasons,
without intending to avoid taxes. In order
to achieve this purpose, anti-accumula-

pany. This latter rule attempts to exclude
portfolio investment from the anti-accumulation provisions. The Federal Republic
of Germany does not employ this provision. Obviously, these percentage criteria can be easily circumvented. A case
in point is the recent increase in the
number of subsidiaries in low-tax countries whose parent company legally owns
only 50 per cent of the stock, but in
practice exercises full control without
being subject to the anti-accumulation
provisions.
Apart from those loopholes due to the
percentage criteria, there are other important exceptions to these rules that
have usually been enacted in response to
special interest groups. This is the case,
for example, of the exceptions to these
rules that until recently favored shipping
interests in the United States.
Transfer pricing
In spite of the shortcomings of the
rules that attempt to prevent the accumulation of tax-free income in tax havens
through holding companies, these rules
appear to have been more successful than
the provisions designed to curb the use
of transfer pricing to shift income from
high-tax to low-tax jurisdictions. The tax
laws of several developed countries contain provisions to ensure that sales and
other operations carried out between
domestic corporations and their foreign
subsidiaries are transacted at arm's length
prices. These provisions are difficult to
administer, since the actual determination
of the arm's length price is fraught with
complexity.

As a result, the provisions against the
use of tax havens that developed countries have lately introduced have mainly
affected the accumulation of passive investment income in tax haven countries,
not by banning accumulations outright,
but by making them more costly and
complex. Therefore, the accumulation of
income by holding companies and trusts
is still possible, but only for very
wealthy investors or the large corporations. As the latter are also the corporations that use transfer pricing to shift
income to tax havens, and as transfer
pricing practices have not been much
affected by the provisions against the use
of tax havens, it is probable that the
"clients" of tax havens are increasingly
being drawn from higher-income and
greater-wealth brackets. In fact, some of
the movement against tax havens in developed countries has stemmed from
medium or small corporations that claim
that tax havens afford tax relief mainly
to large corporations, making competition
more difficult for other enterprises.
Benefits to the tax haven
But what are the benefits that tax
havens may obtain from their status and
what is the price they must pay for those
benefits? For developing economies one
of the main apparent advantages of being
a tax haven is the possibility of achieving a higher employment level. This is
particularly attractive to countries with a
narrow resource base, which tend to have
chronic unemployment problems.
However, there is a tendency to exaggerate the number of jobs created by tax
haven activities. The establishment of
hundreds and even thousands of corporations and trusts and the large number of
transactions that technically take place in
tax haven countries are generally accomplished by using little manpower within
the tax haven country. The case of Norfolk Island, a possession of Australia and
a former tax haven, illustrates this point.
According to a survey quoted in a manual
on tax havens, in 1972 more than 1,450
companies were incorporated in Norfolk
Island—nearly one per inhabitant. Nevertheless, it appears that the tax haven
sector was directly benefiting only 25
residents of the Island, as much of the
business was being carried out by lawyers
and accountants in Australia.
It should be remembered that the main
purpose of tax haven activity is to avoid
taxation and that no business or trade is
actually carried out in the country. The
main exceptions are the institutions in
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the financial sector, which are the principal generators of employment opportunities and additional demand for services within the tax haven sector of the
economy. However, these institutions
usually prefer to staff their organizations with expatriates—particularly in the
higher positions—so not all the jobs
created by this activity will be available
for nationals of the host country.
Other economic activities are also
stimulated by tax haven operations. Construction is boosted, principally of commercial buildings. As in the case of employment, the number of new buildings

sources may be taxable while income from
foreign sources is exempt. Moreover, in
most tax haven countries indirect taxes
such as customs duties, sales taxes, and
others are fully applicable.
The drawbacks
Is there a price to be paid for all these
advantages? Yes, and it is generally not
fully apparent when countries set out to
become tax havens but may become burdensome later.
The problems created and constraints
imposed by the tax haven status vary according to the degree of development of

Itox haven countries tend to be more vulnerable
to external factors than developing9 countries
that are not tax havens
required is much smaller than the size of
the tax haven sector might indicate, as
hundreds of holding companies or other
subsidiaries may require only enough
office wall space orv which to hang a
nameplate. Only those enterprises that
actually do something—again mainly
enterprises in the financial sector;—require
sizable office space to carry out their
activities. Another activity that may be
stimulated is tourism, particularly if the
country enjoys an agreeable climate and
meetings of directors in the country are
a requirement for incorporation. A tax
haven country may also attract retired
persons as residents, and their presence
provides employment opportunities and
helps bring in foreign exchange.
The existence of a large financial sector
has other important effects too. It may
help a country maintain a free and open
foreign exchange and payments system.
In addition, the advantage of having a
readily accessible financial market is considerable. Government bond issues may
be underwritten or subscribed to by
foreign banks, thereby making funds
available for public investment and economic development.
Finally, the tax haven sector is a source
of revenue to the government. However
liberal the tax system of a country may
be, there will always be some form of
tax or fee for which the foreign investor
will be liable. These contributions range
from a simple annual fee payable by all
corporations established in the country
to income tax on profits considered to be
of domestic origin. For example, in the
case of banks that do both domestic and
foreign business, profits from domestic

the country, the size and composition of
its tax haven sector, and the kind of benefits granted to this sector. In general terms,
the most troublesome problems arise in
developing countries where the tax haven
sector contributes a relatively important
share to the country's gross national
product (GNP).
At first glance this may appear paradoxical. The fact that the tax haven sector
is contributing substantially to GNP
should mean that new economic activity
is taking place, which is desirable. This
is true, but the problem lies in the nature
of tax haven activity. As its main purpose
is that of tax avoidance, tax haven activity
generates very little investment in tangible assets; therefore, tax haven business
is extremely volatile and lacking in stability.
The one sector that does engage in real
economic activity—the financial sector—
is heavily dependent on what occurs in
the rest of the tax haven sector. If this
foreign business disappears, the domestic
activity will not be sufficient to retain the
large number of banks, insurance companies, and other organizations that form
the financial sector of a tax haven country.
Tax haven activity is highly sensitive
to national and international developments. Within a tax haven country itself,
the slightest whiff of financial scandal—
such as a prominent bank defaulting on
its obligations—is enough to send investors in search of another tax haven that
offers more security. Situations such as
these are difficult to prevent, as one of
the things investors look for in tax havens
is absolute secrecy and as little prying as
possible by government officials into their

affairs. Secrecy and supervision do not go
well together, and generally the latter suffers in tax haven countries; accordingly,
it is not surprising when bank failures or
other financial problems do occur.
Another circumstance that may frighten
away investors is the suspicion that a
country's leaders are considering important changes that may include nationalization or other radical measures. Even
the smallest indication of this may precipitate a flight of depositors and other
investors. A tax haven government must
also be cautious about hinting that it may
change its tax policies to meet revenue
demands, for such hints may destabilize
the tax haven sector. This seriously constrains the formulation of a coherent
domestic tax policy, as there is a natural
reluctance among authorities to jeopardize
the tax haven sector by any changes, however necessary, in the tax system.
International factors
Internationally, one of the factors that
can influence tax haven investment is the
attitude of developed countries toward
this activity. The measures against the
use of tax havens already taken by them
have all had some impact. Future measures are already being studied by some
developed countries that will make the use
of tax havens more costly and complex
than it is at present.
Fluctuations in the world economy and
disturbances in international financial markets also affect tax haven activities. Competition among tax havens trying to outdo
one another by offering rriore stability,
lower taxes, and better commercial facilities accentuates the volatility of tax haven
investment.
Tax haven countries tend to be more
vulnerable to external factors than developing countries that are not tax havens.
Not only are they sensitive to changes in
international commodity prices like other
developing countries, as well as to international economic fluctuations, but they
are also directly affected by the tax policies of developed countries, which are
beyond their control. Accordingly, the
greater their dependence on tax haven
activities, the more unstable is their economic situation. These considerations, together with the constraints that the tax
haven status places on the formulation of
national fiscal policies, suggest that developing countries should think twice before
aspiring to become tax havens. Meanwhile, those that are already tax havens
should try to diminish their dependence
on the activities of this sector.
ED
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Pegging to the SDR
The experience of Iran, Jordan, Qatar, and Saudi Arabia.
Andreas S. Gerakis
Since the introduction of generalized floating in March 1973, there have been substantial fluctuations in world currency
markets. In particular, the U. S. dollar,
the pound sterling, and the French franc
registered wide movements against each
other and the rest of the major Currencies.
The value of the U. S. dollar, for example,
has gone up or down seven times in relation to the European snake, varying by
10 per cent or more; at one time, between
July 1973 and January 1974, the appreciation of the dollar in terms of the deutsche
mark was about 20 per cent.
In this period of turbulent conditions
for the world economy, these fluctuations
have created problems for the majority
of Fund members that have been linking
their exchange rates to particular currencies. Some of the countries experiencing
balance of payments deficits and certain
others subject to strong inflationary pressures have been particularly affected. The
former have tended to make their situation worse by pegging to appreciating currencies and the latter by tying their exchange rates to depreciating ones.
Various options are available to deal
with the disadvantages of a single-currency
peg. One can continue the peg and devalue or revalue against the intervention
currency either in one large step or in
several discrete steps, based perhaps on a
formula taking into account price, balance
of payments, and other developments.
Alternatively, one can abandon the link
to a single currency, in which case two
different courses of action are open—to
float independently or to peg to a basket
of currencies. The merits and demerits of
these alternative policies have been com-

prehensively covered elsewhere and need
not be discussed here.
Pegging to a basket of currencies
The majority of countries now pegged
to a basket are using their own composite
reflecting the pattern of their trade with
the outside world. However, the procedures applied in this type of a peg are
quite complicated. Inter alia, they involve
the selection of currencies to be included
in the composite and the weights to be
attached to each currency. In addition, the
country concerned must have a formula
to compute the changes in exchange rates
which will stabilize the value of its currency in terms of its basket.
Pegging to the SDR is a much simpler
matter. It involves two essential elements:
to determine a parity With the SDR, and
to ensure that the available margins of
up to 2.25 per cent on each side of parity
are not violated, given the rates set for
individual foreign currencies. A numerical
example will serve to illustrate these
points. Suppose that country A decides
to apply a parity of SDR 1 = 5 units of
its domestic currency (DC). If so, the
margins within which the DC must be
maintained are SDR 1 = DC 5.1125 (the
upper margin for the SDR and lower
margin for the DC) and SDR 1 =
DC 4.8875 (the lower margin for the
SDR and the upper margin for the DC).
Let us now suppose that on a given date
the SDR/dollar rate computed by the Fund
is SDR 1 = US$1.25. Then the spot rates
for the dollar must be in the range of
US$1 = DC 4.09 (obtained by dividing
5.1125 by 1.25) and US$1 = DC 3.91
(= 4.8875-^-1.25).

What are the considerations on the
basis of which a country should choose
between a peg to its own composite and
a peg to the SDR? The main argument
for the former arrangement is that it is
better suited to the country's individual
circumstances. On the other hand, as the
latter alternative is simple, it is easier to
administer. Another important advantage
of an SDR peg is that it offers certainty
and creates confidence in the exchange
system, particularly so if cornpared with
a basket of undisclosed composition.
Moreover, a peg to the SDR is superior
from the international standpoint in that
it would in principle, assure constancy
between the cross rates of the pegging
countries.
Experience of four countries
So far up to September 1975 (the cutoff
date for this article) seven Fund members
are, or have been, pegged to the SDR.
Burma initiated its peg in January 1975;
Iran, Jordan, Qatar, and Saudi Arabia followed in February and March; Malawi in
June; and Guinea in July. However, since
September 9, 1975 Saudi Arabia has not
been maintaining the margins of 2.25 per
cent and its currency is now technically
classified as floating for the purposes of
the Fund's guidelines. The following paragraphs are a study of the experience of
Iran, Jordan, Qatar, and Saudi Arabia.
In order to understand the reasoning
which led these four countries to give up
their peg to the U. S. dollar and link themselves to the SDR, it should be recalled
that all of them have been plagued by a
serious problem: inflationary pressures
generated by their efforts to accelerate
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Table 1
Jordan and Qatar: rates for U. S. dollar
and rates for SDR on selected dates in 1975
Representative rale

(In U.S. dollar per (In SDRs per Jordan
Jordan dinar 1)
dinar 1)
(2)
(1)

Datei '
February

March
April
June

July
August

Sept.

Rale lor SDR

10
11
1
18
19
16
£5
30
24
30
31
7
14
21
28
4
15

3.1746
3.1949
3.2154
3.2154
3.2154

3.1 746
3.1949
3.1949
3.1153
3.0769
3.05B1
3.0769
3.0581
3.0769
3.0675
3.0581
3.0581

2.5723
2.5826
2.5511
2.5652
2.5601
2.5641
2.5696
2.5758
2.5963
2.5770
2.5576
2.5799
2.5781
2.5799
2.5820
2.5799
8.5824

Rate lor U.S. dollar =

Rals 1lor
SDR

(In Oatar ny ill]
(3)

3.9474
3.7909
3.8466
3.8545
3.8255
3.9687
3.9876
3.9826
3.9930
4.0142
3.9938
4.0019
4.0078
4.0174

w

4.9479
4.7613
4.7624
4.7925
4.7444
4.7620
4.7612
4.7621
4.7622
4.7616
4.7633
4.7544
4.7621
4.7574

1
Includes
1

dales on which maximum deviations from SDR parity were observed.
Qatar's Intervention currency is the pound sterling and the Qatar Monetary Agency quotes
buying and selling rales only (or that currency. The midpoint of these rates multiplied by the
sterling/SDR rate of the previous day (Friday rale lor Saturdays, Sundays, and Mondays) gives
the riyal/SDR rate shown In col. {4). The rale lor Ihe U.S. dollar shown In col. (3) has
been obtained by dividing col. (4) by the corresponding dollar/SDR rales ol the previous day
(Friday rate (or Saturdays. Sundays, and Mondays).
Uoic. The parity rate ol the Jordan dinar in terms ol the SDR Is JD I = SDR 2.57895 and
the upper and lower margins lor Ihe dinar are JD 1 — SDR 2.63698 and JD 1 — SDR 2.52092.
respectively. ThB parity lor Ihe Qatar riyal in terms ol the SDR is SDR 1 = OR 4.7619: Ihe
upper and lower margins for Ihe riyal are SDR 1 = QR 4.6S476 and SDR 1 = OR 4.SS904.
respectively.

economic development and raise living
standards as well as by sharp, concurrent
increases in import prices. Consequently,
they were disturbed by the depreciation
of the U. S. dollar which started in the
last quarter of 1974 and continued during
the first two months of 1975. Furthermore, these particular countries had no
reason to fear the balance of payments
repercussions of any appreciation of their
currencies resulting from an abandonment
of their link to the dollar. All four have
substantial surpluses in their external accounts; Iran, Qatar, and Saudi Arabia
have benefited from the increase in oil
prices, particularly since the beginning of
1974, while Jordan has been on the receiving end of sizable transfers and capital inflow from some of the oil exporting
nations. It is ironic that since the four
countries acted to offset the downward
movement of the U. S. dollar that currency has reversed its direction. From a
low of SDR 1 = US$1.26132 on February 27, 1975 the dollar has been rising,
slowly at first but faster more recently;
it reached a level of SDR 1 = US$1.18288
on September 15,1975.
Jordan pegged to the SDR in midFebruary 1975, at a rate of JD 1 =
SDR 2.57895; in this and the other cases
discussed here the new parity was the
same as the existing par value. The Jordanians, like the Iranians, Qataris, and

Saudi Arabians, continued to avail themselves of the wider margins of 2.25 per
cent, so that the upper and lower limits of
the dinar in terms of the SDR are JD 1 =
SDR 2.63698 and JD 1 = SDR 2.52092,
respectively. In setting their exchange rate
against the U. S. dollar, on any given date,
the Jordanian authorities appear to be
applying the following formula: they
probably multiply the SDR rate in terms
of the dollar for the previous day, say
$1.25 (which they receive by telex from
the Fund), by the parity of the dinar, that
is, SDR 2.57895. However, they may also
be making minor adjustments to the figures thus computed on the basis of cerAndreas S. Gerakis
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tain secondary considerations. The evidence in Table 1 seems to confirm that
this has been the procedure used. The
table shows for selected dates between
February 10 and September 15, 1975, the
representative rate for the Jordanian dinar,
i.e., the midpoint between the central
bank's buying and selling rates for the
U.S. dollar, and the rate for the SDR calculated by multiplying the representative
rate by the SDR/dollar rate for the previous day (with the Friday rate being used
for Saturdays, Sundays, and Mondays).
As indicated by the data, there have often
been deviations from the parity rate for
the SDR, but these have usually been
small; the largest one was on March 1,
and it amounted to 1.1 per cent.
The Qatari authorities initiated their
peg to the SDR on March 19, 1975 at a
parity rate of SDR 1 = QR 4.7619. On
the same date, the Qatar riyal was appreciated by 4.1 per cent against the U. S.
dollar; this may be viewed as a necessary
realignment since the U. S. dollar/riyal
rate had fallen out of line with the parity
for the SDR. The subsequent policy of
the authorities was very much like that
of the Jordanians. Specifically, the riyal
was maintained close to the parity level
(see Table 1). In point of fact, its deviations from parity have been even smaller
than the dinar's, the maximum difference
on June 25 being equal to about 0.6 per
cent. This result was achieved by making
frequent, almost daily, changes in the
buying and selling rates for Qatar's intervention currency, which was the pound
sterling.
On February 12, 1975 the Iranian
authorities linked the rial to the SDR at a
rate of SDR 1 = Rls 82.2425 and announced that they would adjust their buying and selling rates for the U.S. dollar, the
only currency quoted officially, whenever
the implied rial/SDR rate fell outside the
relevant margins for five consecutive business days. On the above date, the representative rate for the U.S. dollar was
US$1=Rls 67.625 (Table 2) and the corresponding rate for the SDR was SDR 1 =
Rls 83.6577, close to the lower margin for the rial of SDR 1 = Rls 84.0929.
The buying and selling rates were US$1 =
Rls 67.500 and US$1 = Rls 67.750, as the
spread between them has always been
equal to Rls 0.250 over the period discussed. In the next five business days the
selling rate for the U.S. dollar converted
at the corresponding SDR/U. S. dollar rate
fell outside the lower margin. Accordingly,
the buying and selling rates were adjusted
and the representative rate became US$1
= Rls 66.641. The new rates were kept
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unchanged for about five months and,
due to the appreciation of the dollar, the
rial moved to its upper margin of SDR 1
= Rls 80.39210. From July 23 the Iranian
authorities depreciated their dollar rates
five times, to levels slightly below those
on February 12. These changes did not
prevent deviations above the rial's upper
margin, but all such deviations lasted less
than five business days.
Saudi Arabia's link to the SDR became
effective on March 15, 1975 at a parity

the Fund that, as from September 9, the
riyal would be maintained within margins
somewhat wider than 2.25 per cent from
the existing parity but not exceeding 7.25
per cent. On September 15, 1975 the actual deviation of the representative rate
from parity was equal to about 2.4 per
cent.
There have probably been two reasons
which prompted the Saudi Arabian authorities to terminate their peg to the SDR.
One could have been that they wished to

Table 2
Iran and Saudi Arabia: representative rales for U. S. dollar
and rates for SDR on selected dales in 1975
(In Iranian rials and Saudi Arabian rivals)

Saudi Arabia

Iran

Dales

February 11
12
March
April
May
June
July

20
14

15
30
31
30
17
23

24
28
30

August

Z
4
9
10

Sept.

12
13
21
26
2
4
8
15

Repre sent alive rate

Rale for SDR

67.625
67.625
66.641
66.641
66.641
66.641
66.641
66.641
66.641
66.891
66.891
67.375
67.375
67.375
67.725
67.875
67.875
68.025
68.025
68.025
68.025
68.025
68.025
68.025
66.025

83.6587
63.8739
83.0466
83.4171
83.4552
82.7308
83.0892
82.6475
80.7456
80.6812
80.0105
80.8670
80.4464
80.0083
80.5001
80.5982
80.5982
80.6348
80.7226
81.1307
80.7960
80.6654
80.8266
80.7430
80.5552

Re present all ve rat e

Rale far SDR

3.550
3.470
3.490
3.490
3.490
3.500
3.500
3.510
3.510
3.520
3.520
3.520
3.520
3.530
3.535
3.530
3.520
3.530
3.535
3.530
3.530

4.4437

4.3455
4.3246
4.3514
4.3283
4.2408
4.2216
4.2116
4.2126
4.2029
4.1917
4.1917
4.1798
4.1917
4.1903
4.1889
4.1982
4.1927
4.1987
4.1943
4.1900

Hole: Ths parity rate lor the Iranian rial In terma of tne SDR is SDR 1 = Hla 82.2425 anfl
the upper and lower margins for the rial are SDR 1 = R|S 80.3921 and SDH 1 = His 84.09296,
respectively. While the Saudi Arabian rlyal was pegged to the SDR ita parity rate was
SDR 1 — SRIs 4.2B255 and Its upper and lower margin* were, reapectlvely. SDR 1 — SRIs 4.1862
and SDR 1 = SRIs 4.3789.

of SDR 1 = SRls 4.28255. Simultaneously, the buying and selling rates for the
U. S. dollar were appreciated by a little
more than 2 per cent, to bring them within
the lower margin for the riyal in terms
of the SDR (see Table 2). Subsequently,
the policy of the Saudi Arabian authorities was similar to that of the Iranians;
there was only one change in these rates
until the middle of July, with the result
that the riyal appreciated to its upper
margin vis-a-vis the SDR. In the next two
months the dollar rates were lowered
seven times, but there were also three
small increases on occasions when the
authorities felt they had some elbow room.
Despite these changes, the upper margin
for the riyal was exceeded on several occasions. Saudi Arabia has recently informed

reduce the frequency of changes in the
riyal/dollar rate. More importantly, they
were concerned that the depreciation of
the riyal vis-a-vis the dollar, necessitated
by efforts to keep within the relevant
margin, was contributing to inflation. This
depreciation against one foreign currency
was being offset, and perhaps more than
offset, by an appreciation in terms of the
currencies of Saudi Arabia's other trading
partners. Nevertheless, given the monopolistic organization of the import trade in
Saudi Arabia, as in other developing
countries, exchange rate developments
probably have asymmetrical effects on the
price level. Domestic prices of goods imported from the United States are likely
to be increased in step with a decline in
the value of the riyal compared with the

dollar, while prices of imports from countries against whose currencies the riyal
is rising may remain unchanged: Furthermore, the rate for the dollar may be of
special psychological importance to the
Saudi Arabian business community.
Exchange structure
On the basis of the data in Table 3
it is possible to make a number of general
observations regarding the principal effects
of an SDR peg on the actual structure
of exchange rates. In the first place, as
shown in the table, the changes .in the
effective exchange rates of the Iranian
rial, the Jordan dinar, the Qatar riyal, and
the Saudi Arabian riyal, computed on the
basis of import weights, were quite close
to the corresponding changes in their
rates against the SDR—remarkably close
considering that the period covered was
one with substantial swings in the major
currencies. Thus the SDR alternative gave
these countries a degree of effective appreciation or depreciation as well as a
level of exchange rates very similar to
those which would have resulted from a
link to an import weighted basket—on
the assumption, of course, that comparable policies with respect to margins
would have been followed in both instances. Incidentally, in view of the argument made earlier regarding the choice
between alternative pegs, this similarity
of results suggests that the four countries
made the right decision in linking their
currencies to the SDR rather than to their
own composites.
In contrast, the exchange rates determined by the SDR peg were quite different from those which would have resulted from a, continuation of the policy
to link to the U. S. dollar. Had these four
Middle Eastern countries maintained their
rate against the dollar, their currencies
would have appreciated by 13.3-14.2 per
cent against the pound sterling (depending on the initial and terminal dates of
the period covered in Table 3 for each of
the four countries), by 10.6-11.1 per cent
against the deutsche mark, and by 1.7-3.6
per cent against the Japanese yen. Fu
thermore, the overall appreciation in their
effective exchange rates would have been
of the order of 4.7-6.5 per cent. In fact,
by pegging to the SDR, they depreciated
in terms of the dollar and appreciated less
against the other currencies—the Jordan
dinar and the Qatar riyal depreciated
slightly in terms of the yen. Their appreciation in effective terms was considerably
smaller than it would have been under
a dollar peg.
As indicated earlier, Jordan, Qatar, Iran,
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Table 3
Changes in four currencies in terms of composites and major world currencies '
(In par cent]

Change in

Change In terms of

Effective
exchange rate

Rate
for SDR

Jordan dinar
Qatar rlyal
Iranian rial
Saudi Arabian riyal

0.2
O.S
5.4
3.0

0.0
0.1
3.9

Jordan dinar
Qatar riyal
Iranian rial
Saudi Arabian riyal

4.7
6.5
6.0
4.7

(1)

ra

4.0

U.S.

dollar
(3)

Pound
sterling
(4)

Actual exchange rates
-4.3
8.5
7.9
-5.77
-0.66
12.3
-1.77
12.2

Deutsche
mark

Japanese

5.9

-2.6.6
-2.0.0

<5)

5.1
9.9
9.3

Hypothetical exchange rates assuming peg to U.S. dollar
4.5
10.6
13.3
0.0
11.1
5.8
14.2
0.0
4.4
10.6
0.0
13.3
11.1
0.0
5.8
14.2

yen
(6)

1.1

1.9
1.7

3.6
1.7
3.6

' For Jordan dinar and Iranian rial, changes between February 12 ana September 3: lor Qatar riyal and Saudi Arabian rlyal, changes between March 12
and September 8
We.1" Trie percentages ghown in columns (4). (5). and {6) in the lower part cl the table cannot be obtained by adding the percentages of depreciation
against the dollar and the percentage changes in terms of the other currencies shown in the upper part. They are derived as In the following example:
Say. that one Saudi Arabian riyal was equal to $0 2382 and EC 1156 on the base date and to S0.2B33 and £0.1342 on the terminal date lor the calculation. Then
- 1 (wilh due allowance for rounding).

and Saudi Arabia followed two different
policies. Whereas the former two stayed
close to their respective parities, the latter
permitted their currencies to move up
from the lower to the upper margins of
the bands around the SDR and then

pegged them to those upper margins. As
a result, Iran and Saudi Arabia depreciated less than Jordan and Qatar in terms
of the U. S. dollar, while appreciating
more against other currencies and in effective terms. By way of evaluation, one

should say that the Jordanian/Qatari
approach was more in the nature of an
unqualified SDR peg. However, the policy
of Iran and Saudi Arabia served better
their original objective of arresting inflationary pressures.
ED

Health and the
human environment

ment or permit extra crop production, as
well as benefiting human health. Or,
again, everyone knows it is a waste if
rodents eat crops while they are in storage; but it is just as much a waste when
ingested food is eaten away by parasites
within the body, when fever increases the
metabolic demand for calories, or when
enteric disease impairs intestinal absorption. Furthermore, if people are ill, there
is a good chance that they will spend
resources on attempted remedies (effective
or not); it is, therefore, quite legitimate
to count avoided costs of treatment as a
benefit from better health.
Changes in health do, of course, affect
population growth, and this must also be
considered. In general, better health and
nutrition—whatever their cause—tend to
increase the ability to reproduce healthy
babies with a good chance of survival;
what one then has to consider is how the
will to reproduce is affected.
Historical experience is varied; but on
the whole, it seems likely that a decline
in the birth rate is significantly related to
a fall in the infant mortality rate, but that
the birth rate falls less. It should be a
deliberate aim of health policy to reinforce the link between a decline in mortality and a decline in family size, by

having health workers recommend the
benefits of smaller families, for the health
benefit to the individual family, as well as
on economic grounds.

continued from page 27
either purpose. As one example, a fall in
morbidity can improve the efficiency of
education or work time, and increase the
benefit to the individual of his leisure
time. A rather different type of possibility is that control of disease problems
may open up new fertile land, permit
exploitation of mineral resources, or
increase trade and tourism. For example,
the Panama Canal could only be built after
disease problems had been brought under
control. Again, in the past few years
efforts at malaria control have permitted
new settlements on fertile land in Ethiopia, Nepal, and Sri Lanka. Settlement of
fertile land is one of the main anticipated
benefits of the major project against
"river blindness" now getting under way
in West Africa.
To take another rather different situation, certain human diseases also affect
animals, so that there is scope for programs, which improve human and animal health simultaneously, and facilitate
exploitation of animal resources for meat
or as stronger draft animals. Equally, provision of a good supply of water in an
arid area may benefit livestock develop-

Balanced development
Probably the most appropriate framework in which to analyze health policy is
to view better health as part of a balanced socioeconomic development in the
human environment. Better health is one
aspect of man achieving more positive
control of his environment and as such it
helps to justify and facilitate planning of
his future—social or economic, public or
family affairs. Within this framework
there are a large number of linkages. For
example, family planning improves nutrition; nutrition improves health; health
can improve attitudes to family planning
and to development as well as directly
increasing production. Emphasis on health
is probably not essential for economic
development (except for control of specific diseases in certain regions). However,
better health in its own right should
surely be one of the aims of development;
and improving the health of the poorer
members of a developing country could
be a very important way of increasing
their welfare.
ED
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International reserves, money,
and global inflation
continued from page 30
siderable variability in the estimated lag
structure.
It was also found that the sharp increase
in international reserves that helped to
trigger the world-wide inflation of the
early 1970s had an effect on the structure
of the recent inflation. The increase in
international means of payments in the
hands of individual countries led to a world
trade boom that resulted in a significant
increase in the prices of internationally
traded commodities. In contrast to the
experience after World War II, the international sector represented an intensifying
rather than mitigating inflationary influence since 1972.
While an increase in the U. S. dollar
component of international -reserves was
the proximate cause of their increase in
the early 1970s, there is little evidence
that a more excessive monetary expan-

sion in the United States than in other
countries was responsible for this. Instead,
a private shift from dollars into other
currencies resulted in an expansion of the
volume of foreign exchange reserves in
the form of U. S. dollars.
The expansion in international reserves
played a crucial role in the recent worldwide inflation. The large increases in the
world monetary aggregates created the
framework for translating what might
have been sectoral price increases into a
world-wide inflationary surge. Had the
same real changes taken place within a
framework of monetary restraint, the outcome would probably have been different.
It should also be noted that the conceptual framework of this analysis and
the empirical data base pertain to the
period of largely fixed exchange rates.
Under such a fixed exchange rate system monetary impulses are transmitted
between countries and it is difficult for
any individual nation to isolate itself
from foreign monetary developments. We

Fund activity continued from page 3
the Fund, but not in terms of gold or currency.
If a member maintains a par value, then it will
have to operate its intervention policies within
a wide margin of 4.5 per cent either side of par,
or another margin the Fund prescribes by an
85 per cent majority of the total voting power.
Explaining the importance of the proposed
new exchange arrangements, Mr. Witteveen
said: "... It will legalize the present situation
where we have floating exchange rates in a
number of important countries that have different systems of exchange arrangements."
The Interim Committee considered a number of remaining matters connected with the
amendment of the Articles. These included
measures for making the SDR the principal
reserve asset in the international monetary
system.
The decisions of the Interim Committee
would have to be reviewed in the Executive
Board of the Fund, explained Mr. Witteveen.
He said that he expected this process to take
about two months and then the comprehensive
draft amendment could be sent to the Board of
Governors for their approval and subsequent
ratification by national parliaments and legislatures. At the same time the proposed increase
in Fund quotas, which would increase the total
amount of Fund holdings by approximately
one third, or from about SDR 29 billion to
SDR 39 billion, would be forwarded to the
Governors for approval. This quota increase
would also include a doubling of the share in
the Fund of the major oil exporting member
countries.

Fund holdings of selected currencies
December 31,1975
(Million SDRa)

Amount

Currency
Australian dollars
Austrian schillings
Bahrain dinars
Belgian francs
Canadian dollars
French francs
Deutsche mark
Irish pounds
Japanese yen
Kuwaiti dinars
Malta pounds
Mexican pesos
Netherlands gu ilders
Norwegian kroner
Qatar rivals
Swedish kroner
U.A.E. dirhams
U.5. dollars
Venezuelan bolivares

498.2

116.6

Per cent
of quota
74.9
43.0

0.5

5.0

108.6
793.4
876.6
168.5
81.9
513.6
15.3

17.0
72.0
58.0
11.0
68.0
43.0
24.0
51.0
74.0
40.0
66.0
35.0
71.0

8.2

272.2
280.7
157.3
6.9

229.9
0.2

1.0

4,805.6
126.9

72.0
38.0

SDR rates set
The rate of interest and charges on the
special drawing rights (based on a formula
adopted in 1974 using weighted short-term
market rates), was maintained at 5 per cent on
an annual basis during the first half of 1975.

might expect that the intj Dduction of widespread floati-i? will result in a greater
independence \.f countries to pursue
appropriate ,, r ; i inflationary policies and
that countrie-. Billing to take the appropriate policy .!• Uons might insulate themselves more uccessfully from international inflationary pressures than was
possible under the fixed rate system.
Although the volume of international
reserves in existence has no direct effect
on price levels, the changes in national
monetary aggregates that accompany
changes in international reserves do have
a significant lagged impact on national
and international price developments—
unless national monetary authorities i , k ;
appropriate actions to neutralize tr
induced monetary changes. An alterne ^
would be a better control over interne
tional liquidity creation, so that the aggro
gate volume of international reserves mr
be expanded to avoid excess demand at; '
inflation as well as economic stagnation
and deflation in the world.

Reflecting a decline in these rates as the yet
progressed, the rate on the SDR was reduced t
3.75 per cent for the second half of 197!
Under the same formula the SDR rate for th •
first half of 1976 was set at 3.5 per cent. Th
total of SDRs in existence has remained e
SDR 9.3 billion since the last of three allc
cations on January 1, 1972. During 1971
Portugal became a participant in the Special
Drawing Account, as did two new Fund members—Grenada and Papua New. Guinea. These
brought the number of participants in the
Special Drawing Account to 120 countries out
of a total Fund membership of 128.
During 1975 total transfers of SDRs were
SDR 804 million, compared with SDR 1,03
million in 1974. Transactions with designation,
in which the Fund designates countries to
provide foreign exchange to users of SDRs,
totaled SDR 189 million. Total transfers in
1975 included use of SDR 40 million in transactions by agreement among those European
countries that maintain their currencies within
narrow margins. Transfers from participants to
the Fund's General Account totaled SDR 335
million in 1975, a large increase over 1974, most
of which was associated with payment of
charges on purchases under the oil facility.
Transfers from the Fund's General Account
amounted to SDR 241 million, which was
mostly accounted for by acquisitions to promote reconstitution. As a result of these transfers over the year, the General Account's
holdings increased from SDR 457 million to
SDR 551.0 million.
Ian S. McDonald
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Is WOMP the answer?

Falk, Richard A., A Study of Future Worlds,
New York, N.Y., U.S.A., The Free Press, 1975,
xxxiii + 506 pp.,$15.
In general terms the case for an interdisciplinary approach to problems of the world's
economic and political future would seem to be
incontestable. What could be more sensible
than to include experts in history, politics,
psychology, economics, law, and other disciplines in teams to try and chart the uncertain
future of industrial man?
This book is about a joint research scheme,
the World Order Models Project (WOMP). The
author, Mr. Falk, is a lawyer by training,
specializing in international law. Much of his
work is devoted to skillfully presenting the case
for what ought to be, in his view, the basis of a
system of world government. The director of
the World Order Models Project (Mr. Mendlovitz) expresses in his introduction his belief
that there will certainly be a world government
in existence by the year 2000, and that the
only serious question to debate is whether it
will be "totalitarian," "benign," or "participatory."
Briefly, Mr. Falk argues as follows. The
coordinates of the present world order system
(which consists exclusively of governments of
sovereign states) were contained in the terms of
the Treaty of Westphalia signed by several
European powers in 1648. The United Nations
Charter of 1945 superimposed on this sovereign
state system a weak set of supranational institutions, but still "incorporated Westphalia logic"
(i.e., left sovereign states formally unaltered in
status). The new institutions could induce
states to cooperate functionally on certain
matters, but the multinational, largely privately
owned corporation had at least as strong a
globalizing influence as the official international structures. None of these international
organs was capable of handling the challenging
issues of the times—population pressure, the
threat to the ecology of the world, or the
runaway technological developments in warfare—and therefore there has to be "global
reform."
This brings the author to an examination of
a number of alternatives. Falk concentrates on
what, in the project jargon, is called S%
(WOMP/USA). 82 is a new system of world
order, in fact that system which "realizes"
substantially WOMP values to the fullest possible extent. Needless to say, it represents substantially the "abolition" of the inequities that
exist in Si (existing arrangements), and it will
aim at satisfying the "minimum thresholds" of
between 60 and 78 per cent of each nation.
Whether or not this is possible, the development plans for Third World countries have to

be specific; they must satisfy also human needs.
Finally, the author puts in a strong plea for the
view that the United States itself would benefit
from a WOMP—in other words, the U.S. has an
interest in promoting the project.
The discussion is vivid and clear, but
wholly subjective and rather unconvincing. The
reader may sympathize with many of the
author's value judgments, some thrown off "en
passant"-for instance, to the effect that the
present American vision of the future is a
"clockwork orange" vision—"pervasive amorality and dulled feeling in a material environment constituted by plastic objects and neon
colors," or with his endorsement of Kate
Millet's views on so-called "male-dominated
liberation and revolutionary movements." But
to sympathize, or even to agree, is not necessarily to be convinced.

Book

notices

In the jargon of this model, "the best
strategy for Americans involves commitment to
the rapid realization of S2 (WOMP/USA) by
means of Transition Path 1." It would not be
impossible, not necessarily wholly unrewarding,
to translate this statement into English, but
even so it would remain a dogmatic pronouncement based wholly on an assumed, and idiosyncratic, system of values. Moreover, the notion
of government as the art of the possible seems
to have been discarded with many other lessons
of experience.
Ian Bowen

Exciting beginnings
Eckes, Alfred E., Jr., A Search for Solvency:
Bretton Woods and the International Monetary
System, 1941-1971, Austin, Texas, U.S.A.,
University of Texas Press, 1975, xiii + 355 pp.,
$10.
At the present time—the mid-1970s—when cooperation among nations in the economic and
monetary fields has again become a matter of
great concern, it is especially timely that we be
reminded of the extremely difficult circum-

stances in which the two Bretton Woods institutions were conceived and born and of the
determined efforts of those who fathered them.
Professor Eckes, historian at Ohio State University, explaining how preoccupation with the
cold war has caused scholars, until the last
decade, to focus attention on familiar military
and diplomatic themes dealing with World
War II peacemaking to the serious neglect of its
economic dimensions, has placed the name of
Bretton Woods alongside the names of Teheran,
Yalta, and Potsdam. His purpose is to explain,
in a broad context, the motivations, the plans,
the actions, and the negotiations of the United
States in creating the International Monetary
Fund and the World Bank so as to help
maintain peace after World War 11.
Professor Eckes brings out clearly the work
and vision required of those who participated,
and their desire to construct a monetary regime
that would avoid errors and flaws that had led
to two global wars and a depression which had
shredded the political and economic fabric of
international relationships.
Perhaps the most fascinating chapter is
entitled "Selling the 'Magnificent Blueprint.'"
Here Professor Eckes spells out details on how
the officials and technicians of the U.S. Treasury turned salesmen during the winter of
1944-45, speaking to banking and trade groups,
organizing luncheons for reporters and columnists, preparing radio scripts, pamphlets, and
articles, and even subsidizing short films. In
each of these approaches the Treasury experts
avoided intricate, and generally confusing, discussions of currency parities and balance of
payments mechanisms; instead, they stressed
the far more comprehensible need for world
security and expanding trade. Their intent was
to make the need for the two institutions
widely understood and politically acceptable.
Professor Eckes makes it clear that the IMF and
the World Bank were real innovations and that
it was anything but easy to get the U.S. public
to accept them.
To bring us this message, the author has
done a tremendous amount of research into
official documents, manuscript collections,
Ph.D. dissertations, books, and articles, and has
interviewed some of those involved with the
Bretton Woods talks. Yet he accomplishes his
exposition in less than 300 very readable pages.
For those who wish to read more, he has an
extensive bibliography.
If there is any weakness in the book, it is in
the two chapters (8 and 9) that attempt to
explain rather briefly what happened to the
Bretton Woods institutions in the 25 years after
their founding. What Professor Eckes describes
is not wrong—indeed, his presentation shows
considerably more understanding of economic
matters than one would expect of a historian—but these chapters are not as good as
the first three quarters of the book. Since one
can cover only so much, and since Professor
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Eckes' desire to have a sequel to his exciting
beginning is understandable, we can forgive him
this weakness.
Those currently engaged in designing a new
international monetary system should read this
book for encouragement and inspiration.
Margaret Garritsen de Vries

Change or confusion?
Alexander, K.J.W. (editor). The Political Economy of Change, Oxford, England, Basil Blackwell, 1975, viii + 189 pp., £6.
Will liberal representative democracies be destroyed by recurring economic crises engendered by the democratic system itself? Should
we look outside economics in attempts to
define the sources of economic growth? Are
declines in the quality of life an inevitable
accompaniment of economic growth? How can
adjustments to changes in natural resource
availability and market structures be achieved
without major social disruptions?
These are some of the questions discussed—
mainly in the context of Great Britain today—
in this collection of papers which were prepared
for the 1974 meeting of the Economics Section
of the British Association. Some of the papers
are hard to read and are written in the jargon
which makes communication between economists, sociologists, technologists, and political
scientists so difficult. Under such an ambitious
title, the range of subjects covered is inevitably
wide, with little apparent relationship between
one paper and the next. One is left with the
feeling that it would have been better to focus
on only one of the questions referred to above.
Nevertheless, a theme emerges, which is the
need for an interdisciplinary approach to tackle
effectively the problems arising from economic
change. An analysis of the obstacles to economic growth is of little value without taking into
account political and social factors. Economists
in particular tend to ignore many of the
difficult issues of human behavior. However,
commonplace though the wish for an interdisciplinary approach to complex modern economic problems may be, it remains unclear how it
can readily be achieved.
Michael Carter

Beyond economics

using its limitations as a basis for discussion. It
is, of course, quite true that for a long time
Marxists have insisted on its ideological function to maintain a certain social framework. It
is also true that for a long time there has been a
strong tendency to dismiss the claims of both
Marxism and classicism to be "objective" disciplines, since they are relative to technological
change. Galbraith's books have done a great
deal to popularize this latter approach. For
Marc Guillaume too, current economics is an
"operational science" that can always be refined within our Western society—and it is
worth noting that these days even the "Keynesian revolution" often appears as a quite limited
response to one particular crisis arising in a
given economic and social system. For Guillaume, both classicism and Marxism tend to
restrict themselves to a type of economics that
is cut off from the most recent developments in
the other social sciences.
It is rare to find an economist with a real
knowledge of the present state of ethnological
and sociological research, and especially rare to
find one with such a mastery of the subject that
he is able to draw upon it in a coherent and
didactical manner. This is one of the chief
merits of Guillaume. However, although the
author feels at ease "beyond the limits of
economics," his six points are often too sophisticated and his readers run the risk of losing
their way, or becoming put off. Such is the case
when he makes the distinction—well known in
structural linguistics and very basic to his
argument—between metaphoric (symbolic) and
metonymic (imaginary) communication. For all
that, these are concepts that have become
accepted and are in current use. But the risk of
confusion is even greater when Guillaume introduces the concept of a more limited social code
(distinguishing it from the Spectacle, within the
framework of social symbolics).
The other interesting point about Le capital
et son double is that its author makes a
deliberate attempt to combine the most recent
conceptualizations of psychoanalysis (and of
antipsychoanalysis) with his view of the development of capitalist societies. Nevertheless,
even though one may be convinced of the false
objectivity attached to the term "need" (besoin), it is by no means certain that Guillaume's
replacement "wish" (d£$ir) is an improvement.
Guillaume's approach is so systematic, both
because it is coherent and also because it often
refers back to itself, and complex, that it is
frequently difficult to be convinced by what he
is saying.
His thesis is, however, very attractive, since

Guillaume Marc, Le capital et son double, Paris,
France, Presses Universitaires de France, 1975,
172pp.
More and more economists nowadays are ignoring neoclassical analysis, even in the context of

it is part of the contemporary theoretical
movement going beyond both the classical and
the Marxist approach. The State, public and
private organizations, and the technostructures
are not independent authorities pursuing the
general welfare or goals of their own, nor are

they reflections or emanations of capital. They
are more or less imperfect duplicates or "doubles," operating within the framework of a
social code which, as it were, ensures the
parallel development of the dialectics of power
and the domination of the market economy.
Thus, in analyzing the redistributive function of
the State budget, or the attitude of the State to
unemployment, Guillaume concludes that "the
State can, at one and the same time, act as an
autonomous authority and take over the objectives of the market economy."
It is clear, in the mind of the author, that
the Marxist approach has called into question
the very foundations of economics, by showing
conclusively how the principles of economics
were relative to a given society. Guillaume is
not prepared, however, to accept "traditional"
Marxism; his respectful silence with regard to
Gramsci and his occasional recourse to Althusser's analyses would seem, at times, to permit a
certain ambiguity in his attitude towards Marxism of the more contemporary type. One often
has the impression that his book is addressed to
the simplified Marxism of European students,
in tacit agreement with their reservations about
the economics taught in the universities. He is,
however, asking them to go beyond this stage.
To begin with, the humanities offer a vast field
for research; the progress of each of these
sciences must be constantly integrated into a
global view that leaves none of them intact. In
the second place, economics is taught because it
is practiced in our society. So far as we are
concerned, and also so far as the author is
concerned, we are indeed dealing with a predominant ideology but, since it exists, it is also
a tool available to us; it is a set of techniques
that we can seek to master in order to operate
within the framework of our society.
Robert Maubouche

Looking back
MacDougall, Donald, Studies in Political Economy: Volume I, The Inter war Years and the
1940s, New York, N.Y., U.S.A., Crane, Russak
and Company, Inc., 1975, xvi + 273 pp.,
$21.50.
MacDougall, Donald, Studies in Political Economy: Volume II, International Trade and Domestic Economic Policy, New York, N.Y.,
U.S.A., Crane, Russak and Company, Inc.,
1975, x x + 282 pp., $21.50.
Sir Donald MacDougall has spent 40 years as
an active, practicing economist, and has now
brought together in these two volumes his main
published papers. There are 21 of them plus an
"epilogue" consisting of his 1974 Presidential
address to the Royal Economic Society. During
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his 40 years as an economist, he has served in a
number of key public positions, ranging from
first economic director of the OEEC (Organization for European Economic Cooperation) to
Head of the U.K. Government Economic Service and Chief Economic Adviser to the Treasury. He was also a member of the famous
Statistical Section that advised Winston Churchill in World War II and again in 1951. Sir
Donald also found time to be an academic in
between.
Like all collections of past publications, his
papers make mixed reading long after the event.
However, read alongside the author's introduction, in which he reflects on their present
significance and gives important background
information on how they came to be written,
they appear as important footnotes to the
economic history of the postwar years.
MacDougall belongs to that relatively small
number of economists, who, while being perfectly capable theorists, choose to use theory
largely for the elucidation of practical problems. There are several substantial empirical
studies in these volumes which illustrate this
point, notably the well-known paper on "British and American exports: a study suggested by
the theory of comparative costs." They are
models of good, applied economics, leading to
suggested policy conclusions that stand up well
in the light of subsequent events. Other empirical studies reprinted here are astonishingly
topical; the paper on 'The distribution of
income in Venezuela" was written in 1959,
long before the subject became as popular as it
is today. Similarly, the paper on "India's balance
of payments" (1961) can still be read today,
with profit, as is also true of the better known
1947 paper, "Britain's foreign trade problem."
This last paper harks back to long-dead
controversies about the correct economic

573pp., $10.95; Reaping the Green Revolution, Maryknoll, New York, N.Y., US.A.,
Orbis Books, 1975, xx + 397 pp., $10.95.
These two studies by Dr. Sudhir Sen offer
students and practitioners of economic development, especially of Indian economic development, an unusually clear, and refreshingly
controversial, analysis of the issues which he
believes to be critical. In A Richer Harvest, Dr.
Sen describes the impact on India of Dr.
Norman Borlaug's original "green revolution"
in agricultural production, and compares its
progress there with the experience of other
countries such as Mexico and Pakistan. He
places the "richer harvest," with all its mixture
of advances and setbacks, within the perspective of agricultural planning—and agricultural
planning within the framework of general economic planning. Finally, he provides a general
critique of the strategy of Indian economic
planning.
Reaping the Green Revolution develops the
theme of the first book and makes the case for
his own proposed solutions with more detailed
emphasis.
Dr. Sen argues that there was no deliberate
neglect of agriculture in the priorities outlined
in the first three Indian five-year plans, nor, in
his view, were the "agriculture-firsters" wise to

Planning the harvest
Sen, Sudhir, A Richer Harvest Mary knoll, New
York, U5.A., Orbis Books, 1974, xxiii +

/. B.

Gordon, Bernard K., and Kenneth J. Rothwell, The New Political Economy of the
Pacific, Philadelphia. Pa., U.S.A., Ballinger
Publishing Company, 1975, ix + 177 pp.,
$11.50.
Grayson, Leslie E.. Economics of Energy,
Princeton, N.J., U.S.A., The Darwin Press,
Inc., 1975, xvi + 457 pp., $16.95.

doubt that MacDougall was on the winning side

E. K. Hawkins

Readers of these interesting studies must
decide for themselves how far Dr. Sen has
succeeded in reconciling these, and other, opposing points of view. He has reviewed many
issues with great lucidity, and with an enviable
enthusiasm for proposing definite and concrete
policies. He is, for example, a strong proponent
of raising the economic tempo of Indian villages
by initiating a plan for many thousand new
rural towns in which industries complementary
to agricultural development would be located.
His enthusiasm, and his grasp of facts and ideas
from many sources, enable him to review data
with ease and with an infectious optimism and
good sense. Yet he shows himself to be fully
aware of the destructive consequences that will
follow if such problems as uncontrolled population growth are not successfully tackled by
developing countries in the near future.

Other books received

policy for the United Kingdom in the early
postwar years. A foreign trade problem may
still exist for the United Kingdom, but its
causes are very different from that earlier
postwar situation; in retrospect there is little
in those early disputes.
The epilogue is a fitting one after 40 years
of active economic life; it is a modest, but
confidently stated essay "In Praise of Economics," setting out the author's view that economists need not be ashamed of their contribution to human welfare. Certainly, Sir Donald
MacDougall can be proud of his own contribution.

ignore the case for an industrializing policy. He
deprecates, for example, attacks made on the
development in that era of India's steel industry. Yet in later passages Dr. Sen quotes the late
French President Charles de Gaulle with approval: "You can't eat what you don't produce," which, if fulfilled, should enable developing countries to put agriculture first, and
produce their own food.

Michaely, Michael, Foreign Trade Regimes
& Economic Development: Israel, New
York, N.Y., US.A., National Bureau of
Economic Research for Columbia University
Press, 1975, xv + 219 pp., $12.50.
Roemer, Michael, and Joseph J. Stern, The
Appraisal of Development Projects: A Practical Guide to Project Analysis with Case
Studies end Solutions, New York, N.Y.,
U.S.A., Prat-gar 1975, xxi + 223 pp..
$16.50.
Maddox, John, Beyond the Energy Crisis: A
Global Perspective, New York, N.Y., U S A .
McGravu-Hill
Book
Company,
1975,
208pp.,$8.95.

Baldwin, Robert E., Foreign Trade Regimes
& Economic Development: The Philippines,
New York, N.Y., U.S.A., National Bureau of
Economic Research for Columbia University
Press, 1975, xix + 165 pp., $10.
De Albarnoz ile la Escosura, Alvaro, Los
Origenes de la Inflation Mexicana Actual:
Causale* RagittradM de 1940 a 1970, Mexico, D.F., Mexico, Imprenta Madero, 1975,
175pp.
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Bank activity continued from page 4
it is now less than two and a half feet from the
surface. With the increase in available water for
irrigation, too, has come an increase in the
salinization of the soil. It was originally thought
that the Aswan Dam would reduce the groundwater pressure, permitting adequate natural
drainage of excess groundwater into the Nile.
Instead, the upward pressure has intensified.
The project to counter these problems has
been described as technically simple, but logistically complex. It is technically simple because
the operation—repeated in dozens of places in
the project area at the same time—basically
involves the use of a single machine which
simultaneously digs a trench and lays the
drainage tiles. It is logistically complex because
it calls for timely setting-out of the designed
drains layout; an adequate and continuous
supply of drainpipes laid along the drain line;
readily accessible fuel and water supplies; adequate gravel supplies for filter material; welltrained operators, relief operators, and inspectors; trained field maintenance crews and ready
spares facilities; and experienced engineering
supervision.
The area of irrigated land has expanded
since the commissioning of the Aswan Dam,
and cropping intensity has more than doubled
through the conversion of previously floodirrigated areas to perennial irrigation. But
because increasing the area of irrigated land is
so expensive, the Government has given the
highest priority to improving the productivity
of land already under cultivation. And, with the
help of IDA financing, the two major constraints to productivity increases—waterlogging
and salinity—are now being overcome through
the Nile Delta Drainage Project.
Peter C. Muncie

Views &
comments

We need a great revolution

C.A. Doxiadis wrote four books to present to
the UN Conference on Human Settlements:
Anthropopolii, Ecumenopolis, Entopia, and
Action for Human Settlements, before he died
in June 1975. This is an extract from an article
by Mr. Doxiadis in the October 1975 issue of
Ekistics.
We have to learn from the great mistakes. If we
want to accomplish something in the field of
urban planning in industrializing countries as in
all other fields, we have to learn from human
experience. Industrialization is something that
started more than two centuries ago in a good
many countries and we have a duty to learn as
much as we can from it.
If we look back and consider all countries
and cases, we can draw the following lessons.

Changing your address?
Please notify us 2 months in advance
in order to keep your copies
arriving without interruption.
My new address is (please print):

Industry has solved many problems and
brought about a revolution that was bound to
change the fate of our world as much as the
agricultural revolution which started 10,000
years ago (but which has not yet been completed because we still have hunters around).
Industry will continue to expand everywhere for many centuries to come if the
steadily increasing human needs are to be
satisfied. Only some deep pessimists take the
line that we have to stop industry, development, and energy [consumption]; but they do
not tell us how people will then be able to meet
their very naturally increasing needs. Industry is
bound to increase enormously no matter what
some people say.
While industry is solving a good many
human problems, it is, at the same time,
creating a good many others, some of which are
directly related to architecture and planning;
and I am going to concentrate only on these
problems.
In terms of architecture, industry has generated two main problems. The first is the
creation of new types of building which could
not be connected with those of the past, thus
causing conflict between traditional architecture and industrial buildings. The second
problem has arisen out of the production of
new materials, like cement, and the mass
production of many parts: doors, windows,
walls, and roofs. The traditional solutions have
thus been overlooked and the conflict between
traditional and industrial architecture has assumed serious proportions.
In terms of urban development, industry has
created multifold problems, beginning with air,
water, and land pollution, and ending with
despoliation of many land resources. A short
visit to any so-called developed country is
sufficient to transmit the message of this great
problem.
It is high time we realized that there are no
really developed countries and that so-called
developed countries made the gravest mistakes
in the new efforts on which they embarked. If
these countries had been really developed, they
would not have made such great mistakes. But
they did make them and they now have to
overcome them. This will take years and years.
Only after this they may get close to being
developed.
When we grasp these basic truths, we can
start to trace a correct course for the development of architecture and urban planning in
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those countries which are now entering the
phase of industrialization; a phase likely to last
for many generations to come. The program has
to be properly planned and a very clear course
set. It must be based on the only realistic
approach, namely, the fact that industrialization is inevitable and has first to be assisted in
order to help people, and then to be controlled
so that the well-known problems may be
avoided.
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