From the Editor
The survey of a sample of our readers showed,
as is mentioned elsewhere in this issue, that most
of them read a considerable portion of each issue, and
that the interest in developmental and financial topics
was about equally divided. The current and future
issues of the journal are, therefore, being designed to
maintain both these interests, and to satisfy the need
for information and explanation which many readers
have expressed in correspondence with this office.
Commodity price stabilization is an important
objective for many countries, and one, where no
cartel is feasible, difficult to attain. The article in this
issue which deals with this subject marks a beginning
for what may well become an increasingly complex
discussion. Mr. Young, as a new contributor to the
journal, discusses inflation in terms of political
economy rather than of economic theory. Mr.
Yudelman reviews integrated rural development
projects in the light of the World Bank's experience of
such schemes. All these articles, it might be said, are
surveys of problems seen against a wide landscape.
Some of the techniques employed by the Fund in its
contributions to the world's monetary system are the
theme of the three articles by Mr. Johnson, Messrs.
Reichmann and Stillson, and Messrs. Dunn and Ley.
The first author, Mr. Johnson, examines stand-by
arrangements, and how they have worked in practice.
In the second article, stand-by arrangements are
categorized by their results, and in the third the
reconstitution of SDKs is defined and described.

Mr. Bower

Other articles in this issue deal with project
evaluation, and the contribution of the IFC to
agribusiness development. Successful project evaluation is an important art or science for the World Bank,
since the great majority of its operations are carried
out on a commercial basis and have to be successful,
on the whole, in strictly economic terms. The IFC is
the arm of the Bank which deals with private industry
or private enterprise endeavors, and the IFC's experiences with agribusiness are of considerable
interest at this time.
This issue is the last one to be put out over my name
as Editor. My collaborators, Shuja Nawaz and Joslin
Landell-Mills, who have done much to enhance the
reputation of the magazine in the last year or two, will
continue on the staff. Mr. Samuel Katz, professor at
Georgetown University, will be the new Editor.
He is not only a distinguished expert in his field
(international finance), but fully shares the ideas and
purposes that we have collectively subscribed to for
many years—which can be summed up as trying to
communicate to a wide, but specialized, audience
some of the reasoning behind the policies and actions
of our two institutions.
I would like to thank personally those readers who
have written to me from time to time, and to say to all
of them that our knowledge of their appreciation of
this journal has been a source of very real support to
all members of this editorial office.

Mr. Katz

Ian Bowen left his post as Editor of Finance & Development in February 1977.
Professor Samuel I. Katz, a U.S. citizen, will be the new Editor. He is Associate Professor of
International Economics, School of Foreign Service, Georgetown University, and Director, Georgetown
University Bankers Forum. From 1948 to 1974, he was a staff member and Adviser, Division of
International Finance, Board of Governors of the Federal Reserve System. He has also had visiting
appointments at universities in the United States and the United Kingdom. He is the author of
The Case for the Par-Value System, 1972, "Managed Floating" as an Interim International Exchange-Rate

Regime, 1973-1975, and other monographs and articles on international monetary affairs.
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1976 was important year for Fund;
new year will be a busy one
With the end of 1976 the Fund closed its
books on a year of virtually unprecedented
activity. It launched the new year with a
$3.9 billion stand-by arrangement for the
United Kingdom, the largest ever made for
a member country. Thus, the outlook at
the beginning of 1977 suggests another
busy year ahead for the Fund. The proposed second amendment to the Fund's
Articles of Agreement and the increase in
members' quotas are expected to go into
effect before the end of the year, while the
schedule for the Fund's gold sales will
continue under a revised procedure that
calls for auctions to be held more frequently, at monthly intervals, starting in
March 1977. The first restitution of gold to
Fund members was made early in January 1977.
An important meeting of the Fund's
Interim Committee is scheduled for April
28-29 in Washington. It is expected that
the Committee will consider reports by the
Executive Directors on various aspects of
international liquidity and on how the
Fund will exercise surveillance over the
exchange rates of member countries. In
conjunction with the meeting of the
Interim Committee, the Development Committee (the Joint Ministerial Committee
of the Boards of Governors of the Fund
and the World Bank on the Transfer of
Real Resources to Developing Countries)
will meet on April 27.
Last year was one of major accomplishments for the Fund. After more than four
years of intensive negotiations on international monetary reform, an agreement
was reached on the terms of a comprehensive second amendment to the Fund's
Articles and was subsequently approved
in a resolution of the Fund's Board of
Governors. The proposed amendment will
become effective as soon as it is ratified
by three fifths of the Fund's members
having four fifths of the voting power. Its
purpose is to adapt the Fund's operations
to the continuing evolution of the world's
monetary order.
In addition to the accord on monetary
reform, 1976 was notable for the unprecedented amount of drawings on the
Fund's facilities. These amounted to the
equivalent of SDR 7 billion, topping the
previous high level of SDR 4.7 billion in
1975 by a substantial margin. Purchases
under the regular facilities of the Fund's
General Account during 1976 amounted

to the equivalent of SDR 2.5 billion, against
SDR 1.4 billion in 1975. Total repurchases
were equivalent to SDR 1.27 billion,
against SDR 0.5 billion repaid in 1975. At
the end of December 1976, net drawings
outstanding amounted to a record SDR 15
billion, compared with SDR 9.4 billion at
the end of 1975. The substantial expansion in the use of the Fund's resources
during 1976 was met through borrowings
to finance drawings under the oil facility
and by the use of the Fund's existing
resources. Currencies included for the first
time in Fund transactions in 1976 were
Algerian dinars, Colombian pesos, Guatemalan quetzales, Luxembourg francs, Paraguayan guaranfes, and Trinidad and
Tobago dollars.

Fund

activity

Significant progress was also made in
other important areas of concern to the
Fund.,The Sixth General Review of the
Fund's quotas was completed, providing
for an increase of nearly SDR 10 billion in
members' quotas to a total of SDR 39
billion. The new quotas will become effective when the second amendment to
the Articles enters into force. The year
also marked the completion of operations
under the Fund's oil facility; during its
two-year existence, the facility was used
by 55 members, who drew a total of SDR 7
billion. In addition, pending the ratification
of the proposed second amendment, members' access to the Fund's resources was
temporarily expanded by a 45 per cent
enlargement of each credit tranche. There
was also a substantial increase in the use
of the compensatory financing facility,
which assists members encountering balance of payments difficulties caused by
temporary export shortfalls. During 1976,
44 member countries used the compensatory financing facility, drawing currencies in an amount equivalent to SDR 2.27
billion, compared with SDR 239 million
during 1975. This increase partly reflected the sizable export shortfalls experienced by some Fund members, as
well as the extensive liberalization of
members' access to the facility agreed at
the end of 1975.

Gold auctions now monthly;
restitution set over 4 years
A good measure of the Fund's attention in
1976 was devoted to the implementation
of the arrangements to reduce the Fund's
gold holdings by one third (50 million
ounces) by means of sales of one half of
this amount in public auctions for the
benefit of developing countries and the
distribution (restitution) of the other half to
members in proportion to their quotas at a
price equivalent to SDR 35 an ounce.
In a related measure, following the
meetings in Jamaica of the Interim and
Development Committees in January
1976, a Trust Fund was established, under
the Fund's administration, to provide
special balance of payments assistance to
developing countries. The resources of the

Trust Fund will consist of the profits from
the sale of the Fund's gold, in addition to
any contributions and loans that may be
made to it. Since June 1976 the Fund has
held five gold auctions on behalf of the
Trust Fund. A total of 3.9 million ounces of
gold was sold by December 1976, yielding
about $320 million (net of payment by the
Trust Fund for the gold at the equivalent of
SDR 35 an ounce) for the developing
countries. It is expected that under the new
gold sales program—whereby the gold will
be sold at monthly instead of quarterly
intervals—the pricing method will remain
unchanged for a series of three successive
auctions and that other changes in auction
conditions will be kept to a minimum.

21
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New GAB commitments increase Fund liquidity
Fund's holdings of selected currencies
as at December 31, 1976
(In millions of SDKs)

Per cent
Amount

of quota

Austrian schillings
26.5
Belgian francs
35.8
Brazilian cruzeiros
277.8
Canadian dollars
534.0
French francs
657.0
Deutsche mark
67.3
Guatemalan quetzales
24.0
Irish pounds
52.3
Japanese yen
56.5
Kuwaiti dinars
7.3
Luxembourg francs
11.0
Malta pounds
2.2
Netherlands guilders
150.2
Norwegian kroner
92.6
Rials omani
2.1
Qatar rials
3.8
Swedish kroner
143.4
U.A.E. dirhams
0.9
U.S. dollars
2,883.4
Venezuelan bolivares
14.4

10
6
63
49
44
4
67
43
5
11
55
14
21
39
30
19
44
6
43
4

The first annual sales of gold for
restitution were held in January 1977,
resulting in the distribution of 6.25 million
ounces of gold to members in proportion to
their quotas. The Executive Directors had
agreed in May 1976 that restitution would
be carried out once a year during each of
the four years of the gold sales program. It
was also agreed that restitution would
begin approximately six months after the
Fund's first gold auction, which took place
last June.
Restitution will take place as the result
of replenishment operations under which
the Fund will sell gold to countries with net
creditor positions in exchange for their
currencies which the Fund needs for its
operations. Members whose currencies
the Fund cannot replenish will be able to
buy their share of the gold to be restituted
from those members whose currencies the
Fund can replenish. Members receiving
gold indirectly through creditor members
will need to make arrangements to pay for
the gold with a currency acceptable to
those countries. However, members receiving gold indirectly that have a balance
of payments need may request postponement of their restitution until after the
amended Articles of Agreement are in
effect. At that time they will be able to
purchase gold by paying the Fund in their
own currencies.

An important development affecting the
Fund's liquidity was Japan's agreement,
following discussions with the Fund, to
raise the amount of Japan's credit
arrangement under the General Arrangements to Borrow (GAB) from 90 billion yen,
equivalent to about SDR 270 million, to
340 billion yen, equivalent to about SDR 1
billion. The GAB entered into force on
October 24, 1962, for an initial period of
four years, and were renewed, with some
amendments, until October 23,1980. The
increase in Japan's credit arrangement—
the first since the GAB came into effect—
would raise the total credit arrangements
under the GAB from SDR 5.5 billion to
SDR 6.2 billion.
On December 22, 1976, delegates of
the ten participants in the GAB met in
the Fund's European Office in Paris, and
eight participants (Belgium, Canada, the
Deutsche Bundesbank, France, Japan, the
Netherlands, the Sveriges Riksbank, and
the United States) agreed to lend their
respective currencies to the Fund in
amounts totaling the equivalent of
SDR 2.56 billion to replenish the Fund's
holdings of currencies to be used in
prospective purchases by the United
Kingdom under the two-year stand-by
arrangement. In addition, the Swiss Na-

tional Bank has informed the Fund's
Managing Director that it will be prepared
to lend to the Fund an amount of U.S.dollars equivalent to SDR 300 million to
assist the financing of purchases by the
United Kingdom.
The Fund also reviewed the rate at
which it pays remuneration on super gold
tranche positions and the interest rate on
the SDR. For the first calendar quarter of
1977, the rate will be 4 per cent per annum, the same as the prior rate. The rate
of interest and charges on SDRs for the
same calendar quarter will also be set at
4 per cent. Under the Fund's Articles, the
rate of interest and charges on SDRs may
not be more than the rate of remuneration
when the latter is above 2 per cent.
Remuneration, which must be reviewed
quarterly, is paid by the Fund to a member
country on the basis of its so-called super
gold tranche position in the Fund, i.e., to
the extent that the Fund's holdings of that
member's currency are less than 75 per
cent of the member's quota in the Fund.
During 1976 there were two adjustments,
from 3.5 per cent in each of the first two
quarters of the year, to 3.75 per cent for the
third quarter, and to 4 per cent for the
fourth.
A. W. Zanzi

Short-term money market rates and the interest rate on the SDR

The rate of remuneration, which the Fund pays
to members on so-called super gold tranche
positions and the rate of interest on SDRs is
intended to reflect developments of interest
rates in world money markets. It is reviewed
quarterly and, unless the Executive Directors
decide otherwise, adjusted on the basis of a
formula which takes into account short-term
interest rates in France, Germany, Japan, the
United Kingdom, and the United States. The
interest rates are as follows: for the United
States and the United Kingdom the yield on
three-month treasury bills, for the Federal
Republic of Germany and France the rate for
three-month interbank deposits, and for Japan

the call money rate (unconditional). The
average is calculated on the basis of the
weights prescribed in Rule 1-10(c), i.e.. the
United States 47 per cent, the Federal
Republic of Germany 18 per cent, the United
Kingdom 13 per cent. France 11 per cent, and
Japan 11 per cent. During 1976, there were
two adjustments, from 3.5 per cent during the
first half year, to 3.7S per cent for the third
quarter, and to 4 per cent for the fourth
quarter. Towards the end of the year, and in
line with the formula, the Fund has decided
that the rate of remuneration and the interest
rate on the SDR for the first quarter of 1977
will continue to be 4 per cent.
Data: IMF Treasurer's Department

Fund data continued on page 36
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World Bank and IDA lend for urban impact projects
Kampung upgrading set in Indonesia
fied personnel needed in the execution of
the project.
The project is officially called the
Kampung Improvement Program, in
Jakarta and Surabaya. Kampungs are
neighborhoods of bamboo and wooden
houses which spring up around the periphery of Indonesian cities to house the
landless farmers and unskilled laborers
who flock into the urban centers in search
of means of livelihood.
The new World Bank loan will give a
significant boost to these two Kampung
Improvement Programs. In Jakarta, with a
present population of 6 million, some
3,000 hectares of densely populated
neighborhoods will be covered, providing
direct benefit to about 1.2 million lowincome urban residents. The smaller
program in Surabaya will be expanded to
cover at least 374 hectares and benefit
about 200,000 people.
The total cost of the project is estimated
at $104.8 million, of which about $28
The World Bank has approved a loan of million is in foreign exchange. The World
$36 million to Greece for a $113.5 million Bank loan will finance the total foreign
sewerage project. The project's main pur- exchange component and part of the local
pose is to provide assistance in the costs. The remainder of the project cost
reorganization and upgrading of the coun- will come from the administrations of both
try's sewerage sector through priority cities and from the Central Government.
The $52.5 million loan will be for 20
investments in Salonica and Volos, the
country's second and fourth largest cities. years, including 4!/2 years of grace, at an
The project will directly benefit over annual interest rate of 8.7 per cent.
800,000 people in these cities.
The project will eliminate the discharges
of raw sewage and industrial wastes
$44 million for urban development in Ivory Coast
that have caused severe pollution of the
inner Salonica Bay and have led to
increases of waterborne diseases, closing The World Bank has approved two loans trunk sewers and other urban services in
of bathing, beaches and prohibition of totaling $44 million for urban development the poor neighborhoods of Abidjan and
fishing. Salonica has a population of over in Ivory Coast. About 200,000 people will San Pedro will be upgraded through site
700,000. Volos, with a population of about directly benefit from the shelter com- and services programs designed to im100,000, will also benefit from the ponent of the project.
prove the living conditions of the urban
elimination of pollution arising from unpoor. There is also a significant technical
The Bank will provide a loan of $30 miltreated wastewater discharges into the
assistance component to the project.
lion and a Third Window loan of $14
Volos Bay.
The $30 million loan will be for a term of
million. USAID will co-finance the shelter
The project will also provide expertise in
20 years, including 4 years of grace. It will
industrial wastewater management, ac- component of the project under a $21 bear an interest rate of 8.7 per cent per
million housing guarantee operation. The
counting and financial control and protecannum. The $14 million Third Window
Government of Ivory Coast will put $57.3
tion of coastal waters. The rehabilitation of
loan will be for a term of 25 years including
the existing sewer networks and their million toward the project.
7 years of grace with interest at 4.7 per
The $123 million project will provide cent per annum (an additional 4 per cent
extension to low-cost residential areas
under the project will help improve public transport and housing in Abidjan, the will be paid to the Bank by the Interest
capital, and San Pedro. An important main Subsidy Fund, representing the difference
health conditions in both cities.
The loan is for a term of 15 years urban road in Abidjan will be constructed between the Bank's standard interest rate
including 3 years of grace with interest and traffic improvements in the business of 8.7 per cent and the charge to Ivory
district of the city will be made. Housing, Coast).
at 8.7 per cent per annum.

Almost 11/2 million poor urban residents of
Indonesia's two largest cities—Jakarta
and Surabaya—will benefit from a $52.5
million loan agreed by the World Bank.
The loan will finance about 50 per cent
of the total cost of the project undertaken
by the Indonesian Government to provide
basic urban infrastructure—including water supply, human waste disposal, drainage, footpaths and roads to densely populated neighborhoods of Jakarta, the Indonesian capital and Surabaya, the second
largest city in the country. The project also
includes the construction and equipment
of primary schools and health clinics in the
low-income neighborhoods, as well as the
training of community health workers,
engineers, accountants, and other quali-

$36 million for sewerage
project in Greece

Bank

activity
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Assistance for transport
development in Bombay
A World Bank loan of $25 million will help
finance the development of transport in
the Metropolitan Region of Bombay, one of
India's leading industrial, financial,-and
commercial centers.
The Bombay Metropolitan Region covers
a land area of more than 4,000 square
kilometers, and includes Greater Bombay—the island city of Bombay and its
immediate and extended suburbs.
About 300,000 of the 1,400,000 jobs in
the island city are held by persons residing
in the suburbs and areas outside Greater
Bombay. In recent years, mass transport
capacity has lagged behind demand, and
the system's performance has deteriorated. Further deterioration could restrict
access to the labor market for many of the
work force, and constrain economic
growth in the region.
The Bank loan will assist in improving
the bus service in Greater Bombay and in
supporting development planning and traffic management in the Bombay Metropolitan Region. The project is scheduled to
be completed in 1980 at a total estimated
cost of $50.5 million.
The Bank loan to the Bombay Metropolitan Region Development Authority is
for 20 years, including 41/2 years of grace.
It will carry interest at 8.7 per cent per
annum.

Zambia borrows $13.3 million for education
Zambia will be implementing an education
project with the assistance of a World Bank
loan of $13.3 million.
The project will bring major benefits to
Zambia. It will help to increase the supply
of extremely scarce middle and upper level
manpower (accountants in particular) for
business and commerce from 40 per annum to 300 per annum. It will create the
opportunity for training an additional
13,400 farmers per annum in the farmer
training centers and improve the inservice training capacity of the farm
institutes for agricultural and extension
staff. The project will also permit the full

(Ended December 31, 1976)

Purpose

Afghanistan
Bangladesh
Burma
Cameroon (2)

Education
Imports
Ports
Rural development,
technical assistance
Rural development
Education (supplementary)
Rural development
Education
Agricultural development
Technical assistance
Education
Education
Agricultural development
Tank irrigation
Livestock, water supply and
sewerage

Chad
Congo
Haiti
Madagascar
Mali
Mauritania
Papua New Guinea
Paraguay
Rwanda
Sri Lanka
Yemen Arab Republic (2)
Total
a
b

Amount
(In millions of U.S. dollars)

6.0

50.00
10.00
6.5

12.0
0.5"
10.0
14.0
15.5
2.7
4.0

4.0b
14.0
5.0

15.0
169.2

Figures in parentheses are number of loans approved for respective country.
With an S8 million World Bank loan.

The project is scheduled to be completed
in 1983 at a total estimated cost of $23.2
million. The Bank loan to Zambia is for 17
years, including 31/2 years of grace. It will
carry interest at 8.7 per cent per annum.
The loan is the fourth from the Bank
for the development of education in
Zambia. Three previous loans are helping
to finance projects designed to provide
improved facilities for some 70,000
students, including the creation of 40,000
new places, mostly in secondary schools
and at the University of Zambia.

IDA credit for agricultural
education in Afghanistan

IDA credits during second quarter of fiscal 1977

Country a

coordination of educational services.

IDA has approved a $6 million credit for an
education project in Afghanistan.
The project will help meet Afghanistan's
need for more practical education in
agriculture and will increase the number
of extension workers significantly.
Agriculture occupies two thirds of
Afghanistan's 16.7 million people and
accounts for one half of the nation's gross
domestic product. The Afghan Government has placed high priority on a program
of rural development, especially to assist
small farm families.
Under the project, four new agricultural
secondary schools will be opened and
three existing ones expanded. These
schools, all in rural areas, will add over
5,000 places to some 1,000 places now
available. A more practical and relevant
curriculum for agricultural education will
be introduced and practical field training
will be provided. Plans will also be drawn
continued on page 37
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A new approach toward a "global compact"
Extracts from a talk given by the President of the World Bank, Mr. Robert S.
McNamara, in Boston in January 1977.
. . . As I pointed out recently in Manila,
there is one central issue which more and
more is affecting the thought and actions
of peoples all over the globe. Equality of
opportunity among men, both within nations and between nations, is becoming a
major concern of our time.
It is an issue that has been gathering
momentum for a century or more. The rise
of the labor union movement, the drive
against racial discrimination, the expansion of civil rights, the enhancement of the
status of women—these and similar movements have all had an ingredient in
common: the surge toward greater social
justice and more equitable economic opportunity.
This broad thrust is growing more
insistent today in all nations. It is searching
for new solutions to the intolerable problems of poverty. . . .
Although the formula for economic
advance in the middle-income countries
differs from that applicable to the poorest
nations, the action required is similar in
one important respect: both groups of
nations need additional support from the
developed world if they are to achieve
acceptable rates of growth.
It is the recognition of this fact which led
a year ago last September to the Seventh
Special Session of the General Assembly;
to the meeting of UNCTAD [United Nations
Conference on Trade and Development] in
Nairobi last spring; and to the North-South
Dialogue which continues in Paris.
And yet, to date, after more than a year of
intense debate, there has been no agreement on the level of additional assistance
to be provided to the developing nations.
The reason for the lack of agreement is, I
think, obvious: the discussions have focused far too much on details rather than
on fundamentals.
What is needed is a basic understanding
among the parties as to:

individual developed nations to particular
developing countries could be examined. It
would then become apparent very quickly
that it is relatively unimportant whether
the assistance is to take the form of
commodity agreements, debt relief, trade
concessions, bilateral aid, or multilateral
financing—or any particular combination
of these—provided the overall total is
adequate.
In view of the continuing impasse at
official levels, it seems to me that the
chances of reaching such an understanding might be improved if a high-level, but
deliberately unofficial, commission were
organized to analyze the problem, and to
recommend action to be taken by both
developed and developing nations.

Views &.

comments

Such a private commission should
clearly be drawn from individuals—from
both the rich and poor nations—who
have either had practical political experience in dealing with development
issues, or who have demonstrated outstanding professional competence in development economics.
The chairman and convener of such a
commission ought to be a person of the
great political experience and stature, say,
of a Willy Brandt, the former Chancellor of
the Federal Republic of Germany.

The chairman and members of the
commission would have the advantage of
collaborating not as official representa• The nature and magnitude of the tives of particular countries, or blocs of
problem.
nations, but rather as international figures
• The action required to address it.
of recognized competence and indepen• The relative responsibilities of the dent judgment, whose mandate it would
parties for taking such action.
be to formulate those basic proposals on
• The costs and benefits to each of doing which global agreement is both essential
so.
and possible.
Once the broad limits of such a meeting
The funding required for the commisof minds have been established—a global sion's work would be modest, and to
compact, if you will—then the specific ensure the commission's independence
form of assistance to be provided by the cost could be shared by a number of

governments, international institutions,
and private foundations. I have already
received indications from Minister Pronk
of the Netherlands, and Mr. David Hopper,
President of Canada's International Development Research Center, that they
would be willing to consider participating
in such financing.
Such a commission cannot be expected,
of course, to provide an instant, comprehensive, all-purpose solution to the problems of development—for none exists.
But what one could realistically expect
from such a private, high-level, independent group is the careful identification of
those political decisions which can command public and legislative support in rich
and poor countries alike, and hence enable
the international community to break out
of the current impasse.
There will be some critics who say that it
is fanciful to suppose that the rich and poor
nations—all of them politically sensitive
over their own national prerogatives—can
come to any meaningful understanding
over development issues.
I do not believe that is true.
What I do believe is that such an
understanding is unlikely to come about in
the current international climate of contentious debate.
And I want to stress again that what is
essential is to determine the overall
volume of additional financial and trade
support that the developed nations should
supply; the additional policy reforms and
structural changes the developing nations
should undertake; and how these two
mutual efforts can be more effectively
applied to meeting the needs of the two
billion people in the developing world.
It would be the commission's role to help
make that happen.
It is true that the world today is divided
on a whole spectrum of issues: political,
economic, ideological, cultural.
It would be naive to pretend otherwise.
But surely there is one issue on which
none of us can disagree.
And that is that a greater degree of
equity must be achieved both within
nations and among nations.
The commission's task, the international
community's task—indeed, the task of all
of us here in this room—is to help move
that forward.
Copies of the full text of this speech
are available in English from The Publications Office, The World Bank, 1818 H.
Street N.W., Washington, D.C. 20431,
U.S.A.
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World stabilization policies should promote confidence
The following comments have been
taken from an address given by the
Managing Director of the Fund, Mr. H.
Johannes Witteveen, to the Georgetown
University Bankers Forum in Washington, O.C., in November 1976.
The views I expressed in Manila on
economic policy in the industrial countries were focused on the objectives of
policy over the medium term, that is, over
the period of a few years or so. In this
medium-term perspective, I suggested the
adoption of an approach based on the
central proposition that policies in the
industrial countries should give priority to
the reduction of price inflation. It is an
important lesson of recent experience that
nothing can be gained by attempts to
combat unemployment through expansionary policies that intensify inflationary
expectations. Indeed, in the current inflationary environment it would be dangerous to shade policy risks—as often
happened in the latter 1960s and early
1970s—so as to extract additional output
in the short term. As stated in the Fund's
Annual Report, and as testified by the
record of the industrial countries over the
whole period since the mid-1960s, restoration of a reasonable degree of price
stability will be necessary in order to
establish a durable basis for better economic performance.
One major difficulty in achieving better
price stability is that, primarily because of
inflationary expectations, inflation can
continue for a long time through cost-price
interactions, even after demand pressures

". . .it is necessary
to reduce fears
of inflation"
have disappeared. Attention should thus
be given to various forms of incomes
policy, which could be very useful in
'breaking or reducing this price-spiraling
effect. But experience has shown that
incomes policies may require time to
develop and become effective, and that, in
any event, they cannot work successfully
'unless demand pressures are kept or
brought under control.
Therefore, I have concluded that demand management policies of the industrial countries should remain cautious
and restrained over a considerable period
until inflation has been brought down to

acceptable levels. More specifically, I have
suggested that, over the medium term,
these policies should aim for an expansion
of nominal gross national product encompassing, along with a declining trend of
inflation, a rate of economic growth not
much above the estimated rate of growth
in economic capacity.
Here, let me caution that the present
growth of capacity cannot be assumed to
be as high as it was in, say, the 1960s. It
may, in fact, be considerably lower because of the effects on supply capabilities
of structural shifts in relative prices and
the severe slump in business investment
during the recession, as well as demographic changes and various otherfactors.
A related difficult question concerns the

Views &

comments

actual extent of available slack, apart
from the rate at which capacity may be
growing. These matters have to be carefully assessed in the determination of
policy.
Fundamentally, the interests of the rest
of the world will be well served if the
industrial countries succeed in conquering
inflation and finding the path to sustainable economic growth. Nevertheless, the
cautiousness of demand management
embodied in the approach I have just
outlined may mean a slower growth of
imports than would have been visualized a
few years ago, and this change may have
an unfavorable impact on the developing
countries. In these circumstances, as I
suggested at the Annual Meeting, the
industrial countries should adopt measures to improve market access for the
exports of non-oil developing countries
and to expand the flow of development
assistance.
Notwithstanding the signs of possible
weakness in some of the indicators of

domestic activity, the seven major industrial countries as a group have experienced a continuing sizable expansion
in imports during 1976. The volume of
their imports increased at an annual rate of
some 13 per cent from early in the year to
the summer months. This is a very
encouraging sign. Import volume of the oil
exporting countries is now estimated to
increase by about 15 per cent from 1975 to
1976, and should show a further substantial rise in 1977. For the large and
heterogeneous group of other primary
producing countries, the aggregate
volume of imports declined markedly in
1975 and has apparently risen little in
1976, despite a substantial pickup in
exports. This is the usual type of cyclical
development, and one would expect it to be
followed by an expansion in the import
demand of the primary producing countries in 1977. There will, however, be a
certain constraint on import demand stemming from the priority that some members
of this group have to give to adjustment of
their balance of payments positions.
Because of the irregularity of short-run
changes in demand and output, together
with the considerable lags with which
policy measures take effect, authorities of
the industrial countries should be cautious
about deciding to provide more stimulus to
demand in the present inflationary environment. In this regard, it is particularly important not to confuse a short
"pause" in recovery with underlying
weakness. But if weakness in economic
activity is adjudged to occur, the appropriate response, at least in part, might
be the application of carefully directed
measures of a specific character, rather
than a simple resort to the expansion of
aggregate demand.
In several of the industrial countries,
economic policy in the next few years may
need to place particular emphasis on the
strengthening of business investment. For
this may be the crucial factor in improving
economic capacity, avoiding bottlenecks
and renewed inflation, and achieving both
sustainable economic expansion and
satisfactory levels of employment.
A general objective of policy in the
industrial countries should be the promotion of confidence—for which purpose
it is necessary to reduce fears of inflation. This conclusion brings me back to my
starting point. In present circumstances,
the first imperative for successful economic stabilization is return to reasonable
price stability.
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Commodity pricestabilization
and the
developing world

This article discusses the results of recent research for the Bank
in a field which is the subject of current debate and discussion
in international forums. On the basis of empirical investigation
it deals with the choices available to developing countries in
commodity price stabilization.
Ezriel M. Brook and Enzo R. Grilli
The problem of instability in the prices
and export earnings of primary commodities is well known. Developing countries
have, for more than two decades, emphasized the adverse impact of these price
and export revenue fluctuations on their
economies. The problem has been the
subject of much theoretical and empirical
investigation and controversy. Even
greater has been the controversy over the
appropriate international policy actions to
deal with this problem. Despite considerable political pressure by the developing
countries and a variety of technical proposals elaborated mostly by agencies of
the United Nations (including the Fund
and the Bank), practical progress in this
field has been slow during the past 25
years.
The debate itself has been marred by
considerable confusion. Failure to differentiate between the problem of short-term
instability of prices and earnings and the
problem of long-term growth of export
revenue from primary commodities has
often led to confusion over what the
objectives of any national and international
actions should be. Even when the short-

term and long-term problems were clearly
differentiated and attention was focused
on short-term instability in prices and
export earnings, price stabilization was
often assumed to yield revenue stabilization as well. Furthermore, although the
critical question of the distribution of
gains from price stabilization has been
intensely debated at the theoretical level,
it has received little, if any, empirical attention. Primary commodities have often
been chosen for international schemes for
market price stabilization, on the basis of
technical criteria (such as storability) and
the importance of specific commodities to
developing countries as revenue earners.
These criteria are clearly unsatisfactory,
since they rest on the implicit assumption
that producers (most often developing
countries) would automatically benefit
from price stability.
Recently, mostly as a result of the
integrated program for commodities put
forward by the United Nations Conference
on Trade and Development (UNCTAD),
there has been a revival of interest in
international commodity trading arrangements—buffer stocks in particular—

designed to reduce short-term fluctuations
in the prices of primary commodities
exported by the developing countries. This
has highlighted the short-term problem,
but the concentration on international
buffer stocks as the main market regulatory instrument has, again, somewhat
disguised the relationship between price
and revenue stabilization. Moreover, the
international discussion over the UNCTAD
program has shown that the difference
between buffer stock commodity agreements and the export earnings stabilization schemes of the Fund or those of the
Lome Convention type has not been fully
appreciated. The choice of the commodities to be included in the UNCTAD
stabilization program, in addition, was
made with no apparent regard for the welfare and income distribution effects of
international price stabilization.
Effects of fluctuations
Smoothing out fluctuations in total foreign exchange earnings due to instability
in commodity export revenue' requires
conservative foreign exchange reserve,
policies. This is even more the case for
developing countries, since their interna-'
tional borrowing capacity is limited and
they can hardly afford to hold in reserve
large amounts of foreign exchange for
largely unpredictable shortfalls in export
earnings.
The effects of export instability on eco-,
nomic growth have been studied extensively. Though there is still some dispute
on this question, the basic conclusion
seems to be that the growth of export
revenue is a more important determinant
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of the growth of gross national product
(GNP) than the degree of instability of
export revenue. However, even if instability in export earnings does not seem to
be an insurmountable obstacle to GNP
growth, it is clear that export fluctuations
make managing the economies of the
developing countries more difficult.
Commodity export price fluctuations
which are not compensated for by
changes in the volume of exports in the
opposite direction lead to revenue instability and cause difficulties at the macroeconomic level in fiscal revenue and government spending. In addition, however,
price fluctuations cause serious economic
inefficiencies at the microeconomic level.
During periods of tight supply and high
prices, there are strains on resources at
both the producer and consumer ends.
Similarly, during periods of low demand
and low prices, productive capacity remains unused, with reductions in profits
and labor income to the producing country's economy. Price instability, moreover,
complicates investment planning in industry and often causes unjustified investment
booms during periods of high prices, and
underinvestment during periods of low
prices. For some commodities—such as
tree crops and minerals—the correlation
that seems to exist between movements
in prices and investment causes serious
economic losses.
It follows, therefore, that if the objective is to alleviate the economic difficulties caused by export revenue fluctuations
at the macroeconomic level, the export
earnings stabilization schemes of the Fund
or those of the Lome Convention type
(such as the STABEX fund) are the appropriate instruments. One can argue the
need for liberalizing the conditions under
which these schemes became operative
and the repayment rules that are built
into such schemes, but the purpose of the
stabilization instrument is quite clear. On
the other hand, if the objective is to avoid
the inefficiencies of unused resources at
the microeconomic level and to provide a
-more certain planning environment, as
well as more appropriate investment in"centives, commodity prices have to be
^stabilized.
Price stabilization
The authors have carried out a theoretical analysis which shows that the source
of commodity price instability is a critical
'factor in determining whether producers
or consumers gain from price stabilization
in terms of welfare (measured by pro^ducer and consumer surplus) and income

(measured in terms of total export earnings). The source of price instability
(demand or supply) is also important in
determining whether or not price stabilization is likely to bring about revenue
stabilization.
A two-period analysis was used within
the framework of a simple market model.
This assumed: (1) linear demand and supply curves; (2) a negatively sloped demand and a positively sloped supply
curve; (3) parallel shifts of the demand
and supply curves over the two periods;
(4) price stabilization at the mean of the
prices that would have prevailed in the
absence of price stabilization; and (5) demand and supply that reacted instantaneously to price changes.
These were the main results:
• if shifts in demand were the cause
of price instability, price stabilization
would decrease the total earnings of the
commodity exporting countries as well
as their welfare;
• if supply shifts were the cause of price
instability, price stabilization would
increase the total revenue of the commodity exporting countries as well as
their welfare;
• stable prices are more conducive to
global welfare than unstable prices.
Price stabilization provides a net gain
to producers and consumers together—
that is, gainers can compensate losers
and total net gains are always positive;
• if demand shifts are the cause of
price instability, stabilizing prices will
also stabilize export revenue when
demand is price elastic over the relevant
range. It will, however, destabilize export revenue when demand is price
inelastic over the relevant range (both
of these results hold regardless of the
value of price elasticities of supply);
and
• if supply shifts are the cause of price
instability, price stabilization will destabilize revenue when demand is price
elastic over the relevant range (this result holds regardless of the value of the
price elasticity of supply). Only when
both demand and supply are price
inelastic over the relevant range, can
price stabilization also stabilize export
revenue in a supply shift market.
The theoretical analysis points to the
need for the developing countries to distinguish clearly whether their commodity
price stabilization is intended to: (1)
stabilize export revenue, or (2) maximize
revenue and welfare of commodity exporting countries, or (3) minimize export
expenditure and maximize welfare of commodity importing countries. It is not at

all assured that more than one of these
targets can be achieved at the same time.
The analysis, moreover, shows that if
price stabilization is intended to maximize
the income and welfare benefits of the
developing countries as producers (exporters), they should choose those commodities whose prices fluctuate mostly as
a result of supply shifts. If, on the other
hand, the objective is to maximize welfare
and minimize import expenditure of developing countries as consumers (importers), they should choose those commodities whose prices fluctuate mostly as a
result of demand shifts. The determination of the source of price instability
becomes, therefore, a critically important
factor in the choice of commodities whose
prices can be effectively stabilized through
international action.
Source of price instability
An empirical attempt was made to
ascertain the source of price instability for
a sample of 17 primary commodities traded
by developing countries (see Table 1).
Two criteria guided the choice of the
commodities: (1) their suitability for buffer stock operations (that is, how storable
the commodities were), and (2) their relative importance to developing countries.
Sufficiently uniform and reliable statistics for all the 17 commodities included in
the sample could only be assembled for
the period between 1954 and 1973. Because international market price quotations
for some commodities do not accurately
reflect the unit prices realized by exporters, it was decided to use unit values of
world exports wherever available (for
example, for most agricultural commodities) as an alternative to market price
quotations. In order to do so, without
changing the length of the time series
used in the statistical analysis, it was necessary to take 1973 as the terminal year
for all the time series used. Reliable data
on the unit values of world exports is not
even available for agricultural products
beyond 1973.
For each commodity, quantity (production and export) deviations from the
1954—73 trend were regressed against
price (or export unit values) deviations
from the trend over the same period.
Linear and semilog trends were used. The
source of the price fluctuations was inferred from, the sign of the regression
coefficients—a positive sign of the price
coefficient was assumed to indicate that
demand shifts are the main cause of market price fluctuations, while a negative
sign of the price coefficient was assumed
9
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to indicate that supply shifts are the
main source of market price fluctuations.
The standard statistical tests were used to
determine the probabilistic significance of
the signs of the various coefficients. The
results are summarized in Table 2.
Benefits to LDCs
In the case of those commodities where
developing countries as a group are the

where developing countries would also
gain as exporters, rests on much weaker
empirical ground, even though a priori
considerations would tend to support the
hypothesis that price fluctuations are prevalently generated by supply shifts. As
importers, developing countries would
stand to gain only from international price
stabilization in wheat. They could, however, gain as producers from domestic
price stabilization in maize and wool

Table 1
Value of 17 primary commodities exported
and imported by developing countries in 1972, and the percentage
share of developing countries in world exports and imports
(In millions of U.S. dollars)
Value of
developing
countries' exports

Wheat
Maize
Rice
Sugar

Percentage
share of
world exports

Value of
developing
countries' imports

Percentage
share of
world imports

160

4

1,778

331

14

215

9

440

37

974

79

2,235

67

614

18

Coffee
Cocoa beans
Tea

3,049

100

141

4

723

100

609

82

26
242

31

Cotton
Jute
Wool
Hard fibers
Rubber

1,757

62

549

18

670

80

200

24

161

12

105

6

84

97

7

7

904

100

101

9

Copper
Lead
Zinc
Tin
Bauxite

2,395

58

214

116

28

5
7

194
632

23
87

31
125

218

71

Total

92
2

39

4

13
12
1

5,416

14,678

Source: UNCTAD, Document TD/B/C. 1/166, 1974.

dominant exporters and where price fluctuations are caused by supply shifts,
international market price stabilization
benefits the developing countries. Similarly,
developing countries benefit from international price stabilization in those commodities where they are the dominant
importers and where market price fluctuations are caused by demand shifts. Our
empirical investigation of the sources of
commodity price instability for the sample
panel of 17 primary commodities shows
that developing countries as exporters
would benefit from price stabilization only
in two agricultural commodities: coffee
and cocoa.
The case of three other agricultural
commodities—cotton, jute, and sugar—

in addition to cocoa and coffee, where, as
seen above, they would also gain from
international price stabilization.
Most minerals, metals, and rubber—for
which demand shifts are the main cause
of price instability—seem to be poor
candidates for international price stabilization if the purpose is to maximize the
revenue and welfare of those developing
countries which export these commodities.
The only benefit that these countries
would derive from stabilizing metal and
rubber prices is that of greater revenue
stability. However, given the probable
consequent losses in income and welfare,
export revenue stability could in these
cases be better achieved by compensatory
financing. Only if one accepts the prem-

ises that, from the global standpoint, gainers compensate for losers and price stability is superior to price instability—only
then could the inclusion of some minerals
and metals in a large-scale stabilization
program for commodity prices be justified
in order to achieve some kind of rough
and ready automatic compensation between gainers and losers.
Results of analysis
Some important conclusions can be
drawn from this analysis of the likely ,
distribution of income and welfare gains
from international price stabilization. First,
the direct benefits accruing to develop- _
ing countries from international price
stabilization are likely to be modest, since
the number of primary commodities where
price stabilization can be assumed to be
clearly beneficial to developing countries
is quite limited. Coffee and cocoa accounted
in 1973 for about 17 per cent of export
earnings from major primary commodities
produced by developing countries (excluding oil), and wheat accounted for about
15 per cent of total import expenditures
Ezriel M. Brook
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Table 2
Source of price fluctuations and potential benefits to developing countries
from world trade
Developing
Developing
countries'
countries'
exports larger imports larger
than imports than exports

Source of
export price
fluctuations
Demand

Wheat
Maize
Rice
Sugar
Coffee
Cocoa
Tea
Cotton
Jute
Wool
Sisal
Rubber
Copper
Lead
Zinc
Tin
Bauxite

Potential
benefit from
stabilizing
export
prices

Inconclusive
result *

Supply

x
x

X

+

x

—

X

x
x
x
x

x
x
x
x
x
x
x
x
x

x
x

Framework and limitations

-

X

+

X

+

X

X

+

X

-

X

X

+

X

X

+

X

X

-

X

X

-

X

X

-

X

—

X

—

X

-

X

-

x

—

X

Note: Benefit is marked by +; loss is marked by -.
Less than 10 per cent significance.
1

of developing countries on primary commodities (excluding oil). Moreover, only
coffee—as an export commodity—has
general importance to the developing
world. Cocoa has only regional importance
:
as an export commodity for West Africa.
However, cocoa is a very important source
of income, employment, and foreign exchange for some of the poorest developing countries. Only if sugar, cotton, and
jute could be included—on stronger empirical grounds than those found in this
analysis—among the group of commodities for which international price stabilization can be assumed to be beneficial to
developing countries, would the scope of
international action in this field broaden
enough to become more worthwhile for
"these poor developing countries.
The second conclusion is that international price stabilization in minerals
and metals is not likely to benefit developing countries in terms of income and wel"fare. The empirical findings on the source
,of price instability for these products are
largely in conformity with the a priori
• expectation that demand fluctuations—
induced by changes in economic activities
in developed countries—are the main
cause of price fluctuations. International
price stabilization in these commodities
"would benefit the developed countries that

countries stand to benefit as exporters
from international price stabilization, the
simultaneous achievement of the benefits
of price and revenue stability does not
seem to depend critically on the existence
of an international buffer stock, since both
demand for and supply of these commodities are rather price inelastic in the short
and medium term.

consume most of the minerals and metals
exported by developing countries. To mitigate the adverse macroeconomic impact
of fluctuations in the prices of minerals
and metals on the economies of the developing countries that export these commodities, compensatory financing schemes,
such as those of the Fund, appear to be
the most appropriate instrument to use.
Developing countries would still have a
fairly wide array of domestic policy instruments to alleviate some of the most undesirable microeconomic effects of price
fluctuations in their mineral and metal
industries. By and large, the same considerations apply to rubber and sisal.
The third conclusion that emerges
from this analysis is that while the welfare and income benefits of price stabilization at the international level are to a
large extent independent of any specific
stabilization instrument, the revenue stability benefits of price stabilization depend
on the form of price stabilization. An
international buffer stock could—at least
in theory—completely stabilize export
revenue. If other forms of price stabilization are chosen, revenue stabilization
depends on the source of the price fluctuations and the price elasticities of demand
and supply. For the two commodities
(coffee and cocoa) where the developing

These conclusions follow from the
theoretical framework used for the analysis. The limitations of this framework,
while not deemed to be too severe, need
to be spelled out. First, the analysis of
the benefits of price stabilization focused
on the income and welfare gains of exporters (and importers) of primary commodities. Other potential benefits of price
stability that can accrue to exporters—
such as possible improvements in the
long-term demand prospects for their
products, reduction of the incentive to
develop man-made substitutes, and greater
bargaining strength of commodity sellers
in international markets—were not considered. These other benefits could conceivably be quite important and could
justify price stabilization even when welfare and income gains are likely to be
negative for the exporting developing
countries. Similarly, the question of the
costs of international price stabilization
was not dealt with in this article.
The analysis of welfare and income
gains of commodity price stabilization
was conducted by using a market model
that, among other things, assumes instantaneous adjustments to price changes of
quantities demanded and supplied. If alternative hypotheses—such as rational or
adaptive expectations—are adopted in
specifying the supply response to price
changes, some of the conclusions regarding the distribution of the gains from
price stability become less straightforward. It is extremely difficult, however, to
decide on both theoretical and empirical
grounds whether one type of price expectation hypothesis is superior to another
in portraying what really happens in the
various commodity markets. As a starting point, the analytical framework used
in this analysis at least has the advantage
of being simple and manageable.
ED
A longer exposition on this subject is
available in World Bank Staff Working
Paper, "Commodity price stabilization
and the developing world," by the
authors.
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Toward a consensus on inflation! ?

There is no doubt that inflation is one of the major obstacles to
stable economic growth. Yet how to shape policies to handle
inflation has been a divisive issue among politicians as well as
academics. But the author contends that there is a wider
consensus on the causes and consequences of inflation—and
on the remedies for dealing with it—than current controversies
would suggest.
John H. Young
There is a wider area of agreement on
the causes and consequences of inflation
than appears on the surface, and differences in the measures suggested to deal
with this problem do not generally reflect
a basic disagreement on the remedies
required.
Given the sharpness of the controversy
among professional economists, as well
as among interest groups and political
parties, this view calls for some explanation. If this position is to be convincing,
moreover, evidence is required to show
that people in many countries are not as
far from a rough consensus as the heat
generated by current discussions would
suggest.
First of all, when reference is made to
a wide area of agreement among economists, it is in terms of the kind of economic analysis used in reaching decisions
on public policy. As is evident from what
is published, a good deal of exploratory
work goes on in academic economics that
is not directly related to current problems. While there has been more criticism
than usual of the irrelevance of academic
economics in recent years, it has always
been the case that those not directly
involved in public affairs have been able

This article was originally an address
to a conference sponsored by the University of Toronto in November 1976.

to spend more time examining the logical
foundations of the subject, pursuing refinements in theory, or engaging in the search
for empirical regularities that are not a
matter of immediate concern.
In the academic environment, moreover,
it is possible to regard many questions
as unsettled, while in the arena of public
policy one often has to come down on
one side or the other or play no part in
the decision making. Thus, the economics
generally used in discussions of public
policy tends to be both more elementary
and more dogmatic than that to be found
in the learned journals. It is at this level
that I think views are tending to coalesce,
or, to put it less emphatically, old distinctions do not seem quite as important now
as they did some years ago.
Origins of inflation
For example, over the years much has
been made, particularly in Europe and
the United Kingdom, of institutional factors as the basic cause of inflation, as
opposed to demand pressure. To a lesser
extent some North American economists
have laid stress on similar factors. Some
years ago, I can remember attending a
conference which included Professor Milton Friedman on a panel dealing with
inflation. The speaker before him referred
to the multifaceted nature of the origins
of inflation. Over the course of what
seemed to be an hour, we were reminded

of the student revolution, the decline of
religion, women's liberation, environmental concerns, North-South tensions, the
rising tide of expectations, the militancy
of interest groups, and so on. When
Friedman gave his usual thirty-second
statement of the invariable relationship
between significant rises in prices and the
growth of the money supply, there was
an almost audible sigh of relief from the (
audience. Perhaps, after all, the problem
had a solution which did not require a
root and branch change in every aspect
of society.
That kind of sharp distinction is often
very welcome as a means of enlivening
a conference, but those who are responsible for implementing the kind of policies
advocated by Friedman often encounter
great difficulty in finding a solid public
constituency that will give them reliable
support. Some months ago, Mr. W. Simon,
the U. S. Secretary of the Treasury, was
quoted as saying that preaching moderation in the pace of economic recovery was
about as popular as advocating the virtues
of leprosy; the frequency of similar complaints by those responsible for financial
policy in many countries indicates that
this is a general problem. No doubt the
attractions of financial prudence have always been difficult to appreciate, but it is
not beyond the bounds of possibility that
some of the characteristics of modern
society have weakened the influence of
what are called, with some significance
nineteenth century virtues.
Some would argue, of course, that th j
inflationary monster has grown on what
it has been fed, and that the past actions
of the authorities themselves have weakened the position of those urging caution
in wage and price decisions. That, of
course, simply raises again the question
of why this happened in the past. Unless
we can ascribe all, and not simply most
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the use of noninterest-bearing money.
With moderate rates of anticipated inflation, this is a very minor cost and it is
easy enough to conceive of relatively
small institutional changes that will eliminate it.
Clarification of the costs and benefits
of inflation has been going forward over
the years, but the argument between
those who are prepared to take risks on
the side of overexpansion, as opposed to
those who favor a more cautious approach,
is a long-standing one. Indeed, from the
point of view of economic policy, some
of the most important pages in J.M.
Keynes' General Theory are those in which
he brands D.H. Robertson's position
that nations should not set their employment objectives too high as "dangerously
and unnecessarily defeatist," and argues
that "the right remedy for the trade
cycle is not to be found in abolishing
booms and thus keeping us permanently
in a semi-slump, but in abolishing slumps
and thus keeping us permanently in a
quasi-boom."
Consequences
The same argument continued through
While discussions of the causes of infla- the 1940s and 1950s. Much has been
tion have covered a good deal of pages made recently of the oral tradition in parand led to some sharp interchanges, an ticular universities, where greater wisequally important issue is the conse- dom was shown in what was said and
quences of inflation. When one lives in taught than can be demonstrated by what
a society in which there is widespread was written. In discussions at Yale in the
belief that the value of money will be 1950s, Professors William Fellner and
preserved, it is easy to see some net Henry Wallich in effect argued that the
advantages from inflation. If one errs a short-run Phillips curve would prove to
bit on the high side in pressing demand be unstable before that curve had ever
on the system, the result will be higher been invented. If they had had more sucemployment and higher output. It is diffi- cess in persuading the next generation
cult to think of this as an attempt to of economists, we would have avoided
produce beyond the potential output of some of the difficulties of the intervening
the economy, since in fact such a level period.
Why did Fellner and Wallich see more
of output is attainable. It may be clear,
of course, that the tightness existing in clearly than others? Partly, no doubt,
some markets leads to a rise in wages because they were sympathetic to neoand prices but, after all, what are the classical reasoning that, in effect, pointed
costs of a bit of unanticipated inflation? out that you cannot deceive people for
It is true that until the system has very long. Their second advantage was
adjusted to a continuing rate of inflation, that they had both come from parts of
some transfers will occur between debtors Europe which had experienced very seriand creditors, and more generally between ous inflations, and they were aware of
those whose incomes are responsive to how people would respond to price
changes in nominal wages and prices, and changes if their belief in the future value
those whose incomes are not. These are, of money was undermined. It was the
however, only transfers, and even those absence of this kind of experience among
who are acutely concerned about the their audience that was the principal
inequities resulting from unanticipated obstacle.
inflation are in a weak position to argue
Twenty years later the world has come
-that the real costs of such transfers are almost full circle. What was then a view
likely to exceed the real benefits arising held by a handful of relatively conservafrom higher output. When inflation is tive neoclassical economists with an apprecorrectly anticipated, even the transfers ciation of the consequences of hyperinflaare eliminated, and one is left with the tion has captured an important place in
real costs arising from economizing on mainstream economics. There are still dif-

of our current difficulties to mistakes in
economic analysis or to errors in applying
that analysis, we are back to looking at
the role that might have been played by
broad social and political forces. There
is a sense, therefore, in which some of
the disagreements on the causes of inflation are more a matter of emphasis than
of principle.
Everyone agrees that you cannot continue to have inflation unless the level
of money expenditure is allowed to rise
fast enough to accommodate it. Everyone
also agrees that if the financial accommodation has been provided for a number
of years, people and institutions begin to
act very much in the way predicted by
those who have an institutional explanation of inflation. This is not to say that
differences in emphasis on the causes of
inflation are without effect on suggestions
for policies to deal with it, but as we
shall see later even here it is not hard
to find a good deal of common ground.

ferences of view on how to balance the
risks of unemployment and inflation over
the short run, but views similar to those
expressed in the U.K. Prime Minister
Callaghan's recent address to the Labor
Party Conference in Blackpool are being
heard more frequently in many countries:
"We used to think that you could
just spend your way out of a recession
and increase employment by cutting
taxes and boosting government spending. I tell you in all candour that that
option no longer exists and that insofar
as it ever did exist, it worked by injecting inflation into the economy. And
each time that happened the average
level of unemployment has risen. Higher
inflation, followed by higher unemployment. That is the history of the last
20 years."
Not only has there been a rapid growth
of skepticism about whether there is any
continuing benefit from inflation, but the
world's experience with double-digit price
increases has led to greater attention
being paid to the difficulties arising from
unanticipated inflation on the orderly planning and execution of the decisions of
businesses, households, and governments.
While much has been written in a general way about this problem, it is now
attracting greater attention, and we can
expect to hear more about the domestic
and international costs of rates of inflation which vary over time and differ from
country to country.
In summary, over the years there has
been growing agreement that any benefits of inflation are short-lived. Similarly,
there has been growing recognition that
the costs of allowing inflation to occur
are significant, and that attempts to stop
it are fraught with difficulty. In brief, for
those who can take a view which is independent of short-run political considerations, implicit cost-benefit analyses of
inflationary economic policy seem to have
yielded the conclusion in country after
country that it is a losing proposition.
If one could abstract from short-term
political considerations, there might also
turn out to be a fair measure of consensus
on the objectives of anti-inflationary policy, and only a limited amount of disagreement on the means to achieve them.
For example, there seem to be very few
people in the world who are highly religious on the subject of the necessity of
achieving absolute price stability. Everyone is aware that our measures of price
and wage increases are imperfect. Moreover, recognizing that there are some serious downward rigidities in most economic
systems, most people see some merit in
13
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not setting too high a standard. Relatively
flat prices for internationally traded goods
imply low positive increases in most countries in the price of a typical basket of
consumer goods and services, and nominal
wage increases somewhat higher than the
national rate of productivity growth, and
this is regarded by most people as a sufficiently demanding definition of reasonable
price stability.
Some would argue that it is too hard
to work back to anything close to this,
and that countries should be content to
stabilize their economies at rates of price
increase much closer to those currently
existing. The difficulty here is twofold.
First, it is hard to make price objectives
of 6, 8, or 10 per cent credible. If 6 per
cent is all right, why not 7 per cent or
more? In the past in North America a
movement from a consumer price index
increase of 1-2 per cent to 4 per cent was
regarded as something of a catastrophe.
It is hard to believe that a movement
from 10 per cent to 13 per cent would
lead to the same kind of response.
Moreover, there is a good deal of
unnecessary international inconvenience
in settling at whatever rates happen to be
prevailing in individual countries. If, for
example, some of the major countries—
the United States, the Federal Republic
of Germany, and Japan—were able to
settle their economies down to the point
where their traded goods prices stayed
roughly stable, then any other country
which was not doing as well would be
faced with continuing devaluations relative to the U. 5. dollar, deutsche mark,
and yen. Without suggesting that this
would be a fate worse than death, continuing devaluation is sufficiently unattractive that there is little doubt that the
price objectives of many of the smaller
countries would be heavily influenced by
the degree of stability achieved by those
at the center of the international monetary system.

be those who suggest that further postponement is desirable, or that the process
of restraint should be terminated now or
in the near future.
The fact is, of course, that for those
countries that are going to deal successfully with inflation, the restraint in one
form or another is going to have to go
on permanently. If the average annual
rate of productivity increase in an economy is going to be of the order of 2-3
per cent, then the average nominal wage
and salary increase cannot be higher than
4-5 per cent, if reasonable price stability
is to be preserved. That in turn implies
very modest increases in the supply of
money or close substitutes for money, and
low nominal increases in consumption,
investment, and government expenditure.
The argument about whether this is the
time to act goes on whether governments
are using incomes policies as a supplement to demand management or not.
Many, if not most, of the countries following anti-inflation policies today are
using some form of incomes policy to
supplement the monetary and fiscal steps
they are taking to slow down the rate
of wage and price increases. As has
occurred in almost every case in the past,
these income policy efforts will fail whereever the demand for money is allowed
to grow at a rate which is too high for
the guidelines provided to those making
wage and price decisions. Thus a device
which, through providing some direct guidance, can speed up the process of adjustment to a new lower rate of demand
growth will again be shown to be unhelpful and costly if the growth of demand
is inconsistent with the announced targets of the control system.
Here again, however, it is not hard to
find common ground. Except for the pes-

John H. Young

Remedies
When we turn to the question of when
and how countries should move toward
the objective of reasonable price stability,
it is not surprising that short-run considerations begin to weigh heavily. The
short-run results of restraint are bad for
business, bad for those seeking good
nominal wage increases, and bad for the
governments who are blamed for what is
happening. It is not surprising, therefore,
that there is a strong tendency to put off
the evil day as long as possible, and that
when action is taken there will always

a Canadian, was an
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he joined the Fund
staff in July 1976. In
the 1950s and 1960s
he taught economics at Yale University
and the University of British Columbia.
During the period 1969—72 he was Chairman
of the Canadian Prices and Incomes Commission and thus directly concerned with
the problem of inflation.

simists who think that, in the absence of
a permanent system of controls we will
be faced with intolerable unemployment
or continually escalating inflation, those
of us who think that incomes policy can
play a useful role ar\d those who do not
can both look forward to the day when
incomes policy will become obsolete. The
best way to ensure that this will happen
is to get inflation under control and avoid
creating the conditions under which it
will be rekindled. It is not going to be
easy to get out of inflation, and the longer
it is left unrestrained, the harder it gets.
Perhaps the present experience many
countries are having with withdrawal
symptoms may stiffen their resolve to
avoid inflation in the future.
While it is becoming more widely agreed
that higher inflation will not lead to
lower unemployment over the long run
(and in the opinion of some may raise
it on average), it remains true that in
some countries there may well be a tradeoff between unemployment this year and
unemployment next year, or, indeed,
between unemployment during the next
two or three years and unemployment
in a period four or five years ahead.
Under these conditions, there is always
a strong temptation to lose resolve at a
time when an anti-inflationary policy may
be well on the way to yielding some
results. Many members of the public
often express contempt for the lack of
resoluteness sometimes shown by governments. When viewed from within a
government, however, it appears that the
public itself bears a heavy responsibility
for any weakening of resolve by the public authorities. When the anti-inflationary
army is first assembled, it marches
through the sunny streets to the enthusiastic cheers of the crowds. When the
battle has gone on for some time, however, the cheering turns to booing, the
allies begin to drift off, and a handful
of people are left with the dirty job of
holding the trenches against an ancient
and powerful enemy.
It is easy, therefore, to have doubts •
about the success the world will have in
dealing with the problem of inflation.
There is some possibility, however, that
over the course of the next few years a
number of major countries will come a
good deal closer to achieving the "orderly ,
economic growth with reasonable price
stability" that finds a place in the new
Article IV of the Proposed Second Amendment to the Fund's Articles of Agreement.
The more successful they are in this
effort, the more likely is the restoration
of a stable international monetary system. '
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Integrated rural development projects:
the Bank's experience
With the growing emphasis that the World Bank is placing on
the rural sector, especially on efforts to raise the productivity
and income levels of the rural poor, it has become involved
in a number of integrated rural development projects. This
article analyzes the Bank's experience with this multisectoral
approach, and presents some lessons of experience.
Montague Yudelman
During the last decade, the World Bank
has made a substantial adjustment in the
scale and direction of its assistance for
agricultural and rural activities. The Bank
is at present the largest single source of
external funds for investment in the rural
sector. Since 1946, when its lending operations began, the Bank has lent nearly
$8 billion for agricultural and rural development. Inasmuch as each dollar invested

by the Bank is generally matched by an
equivalent investment from domestic resources, the Bank has in the past 30 years
contributed to and participated in the
financing of some $16 billion in projectoriented programs in agricultural and rural
development. Although this is a substantial sum, it represents only a marginal
contribution to the total investment in
agriculture in developing countries that

was made during those years. The annual
contribution of the Bank has increased
substantially in recent years, however,
rising from an average of $120 million a
year in the mid-1960s to more than $1.6
billion a year in the mid-1970s.
Through the years the Bank's approach
to the rural sector has changed, as have
the nature and design of Bank-financed
projects, reflecting the significant changes
which have taken place in thinking about
and attitudes toward agricultural and
rural development in particular and economic development in general. The emphasis has shifted from efforts aimed at
promoting simple growth to attempts to
improve the output of the small farmer,
principally by increasing those investments that would benefit lower-income
15
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groups in the rural areas. (Many loans
are still made for larger, more capitalintensive, agricultural undertakings when
they can be justified on the basis of other
criteria of development.)
The Bank's present approach to rural
development has a sound economic basis,
in recognition of the fact that the mechanism implied by the traditional labor surplus, "two sector" model is incapable of
solving the problems of the rural sector
in the short to medium term. (This mechanism assumes that the subsistence sector
can be modernized by the migration of
labor out of agriculture into the modern
sector rather than by trying to raise the
productivity of subsistence producers.)
The problems of poverty in rural areas
cannot, of course, be solved in the rural
areas alone; a dynamic, expanding, nonagricultural sector is essential for providing employment opportunities for an increasing population. So long as the small
farmers and low-income groups in the
rural areas are unproductive, however,
they can contribute little toward the solution of problems such as malnutrition or
inadequate food production in either rural
areas or the towns. This is why increasing the on-farm productivity of smallholders remains a central—though not
the exclusive—element in the Bank's lending program in the rural sector.
Integrated rural development
Most of those who live in rural areas
are still, to varying degrees, dependent on
agriculture for their livelihood. Consequently, any approach to development in
the rural areas has to be concerned
largely with agriculture. Rural development, on the other hand, means more
than just agricultural development;
exactly what it does mean, though, has
been the subject of much international
debate and little agreement.
The World Bank has devoted a great
deal of thought to the concept and meaning of rural development. The policy
paper on rural development prepared in
1974 stressed that the major problem of
the rural areas is poverty, and rural development should focus on rural poverty
(Rural Development, World Bank, 1974).
The paper also included another concept
which has gained broad acceptance,
namely that the rural poor represent a
reservoir of untapped talent which has
been left out of the mainstream of development. In order for this group to contribute to the development process, they
have to become more productive than
they have been in the past; increased

productivity and higher incomes for this
target group are implicit in the rural development program. By the same token,
rural development also implies giving this
group the opportunity to enjoy the benefits
of multisectoral development: improved
education, health, and nutrition, among
other things.
The Bank's approach to rural development extends beyond agriculture, and it
has the purpose of bringing the benefits
of development to the rural areas, with
emphasis, once more, on aiding the lowincome groups or those who have been
passed by in the growth process. While
the Bank supports multisectoral projects,
some uncertainty remains about justifying such an approach solely on the
grounds that a mix of components will
lead to better results because of the
effects of integration on the use of
resources. In the Bank's view, a welldesigned rural development project should
reach large numbers of low-income producers; should be financially viable and
able to raise the incomes of this group;
and should be replicable, especially with
regard to the costs involved. It should be
comprehensive in scope where it is clear
that the nonagricultural components are
consistent with national, regional, and
sectoral guidelines.
The general environment
The Bank is a relative newcomer to the
field of rural development. Its experience
so far indicates that projects seldom bring
the desired results if the local environment is not conducive to success. The
environment is conditioned by a host of
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social, economic, physical, and cultural
factors. Two of these factors should be
emphasized.
The first and most significant factor is
political, and hence national, commitment
to a policy of making the rural sector
more productive and, especially, of involving small farmers in development. One
indication of the degree of such commitment is the amount of budgetary allocations for rural development—though it is
difficult to isolate these allocations when
looking at budget documents. Perhaps
half the governments of member countries are increasing their investments in
rural development.
Another aspect of the political commitment that affects the environment of a
project is the attitude of the local bureaucracy. This is vital in most rural development projects, since they usually involve
local action through community participation. Consequently, a great deal of agricultural and operational responsibility
tends to devolve upon local bureaucrats.
There is ample experience to indicate how
significant the attitudes of local officials
are in influencing the course of rural development projects. One indicator of the
commitment of governments to rural
development is, of course, the extent to
which they assign capable officials to
work on rural development and give them
adequate support in the form of attractive terms of service. This is something
that only a few governments do, notably
those of Mexico, Korea, and India. Thailand, to give another example, gives special allowances to field-level personnel of
its Institute for Rubber Replanting.
Our experience indicates clearly that
economic incentives, determined by the
terms of trade for agricultural exports and
related price and fiscal policies, constitute
another factor in the outcome of all agricultural projects, including rural development projects. The best organized projects have encountered difficulties when the
structure of costs and prices has not provided adequate incentive to producers,
both large and small, to increase their
output. This is true in both centrally
planned and free market economies.
The project approach
Much of the effort in rural development projects of the Bank has been
directed toward increasing the output and
incomes of low-income producers, often by
means of the introduction and expansion
of technological change at the farm level.
The assumption underlying this effort is
that three basic conditions must be met
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if changes are to be brought about: producers must know how to increase their
output; they must have access to the
means of increasing their output; and
they must have the incentive to make the
effort and accept the risk associated with
increasing their output. Agriculture is
atomistic in the sense that there are many
producers, each with little influence over
the prices he receives (though improved
marketing techniques can often raise
prices at the farm gate). Consequently,
most projects tend to be focused on costeffective ways and means of delivering
to farmers the goods and services that they
need. These include all inputs and those
that investment in infrastructure, such as
irrigation and transport, will provide.

sibly as many as 15 to 20 million hectares of irrigated lands are producing at
only half their potential of perhaps 2 tons
per hectare.
Programs and projects intended to help
low-income producers must be designed
and implemented with that end in view.
A first requirement for any such program
is that there be a clear understanding and
identification of the target group. It is
relatively easy to establish an objective
measure of a poverty datum line; those
measures that have been used range from
refined estimates based on the critical
level of consumption and minimum nutritional requirements of a family to crude
estimates, such as half the national average family income. Once a poverty datum

"the poorer producers with small holdings are seldom
the primary beneficiaries ot programs desgned
to aid farmers in becoming more productive"
Most programs and projects designed
to help farmers depend to a large extent
on support services provided by institutions away from the farm—institutions
that provide information, credit, technical
inputs, and marketing and transport services, for example. In most countries these
institutions are organized in such a way
that they serve primarily large-scale producers. Frequently this is a matter of
policy; also the larger farmers and the
suppliers of agricultural inputs often have
common interests. Sometimes an institutional bias toward larger producers exists,
simply because management finds it easier,
safer, less costly, and less troublesome to
have a clientele of larger producers. The
poorer producers with small holdings are
seldom the primary beneficiaries of programs designed to aid farmers in becoming more productive. Thus, the heart of
any program aimed at helping small
farmers to be more productive must be
the creation of institutions that will undertake those tasks which are of assistance
to small producers.
The Bank expects to increase substantially the volume of funds committed to
projects designed to strengthen critical
rural support services, thereby breaking
the constraints on production and, in
many circumstances, permitting more
effective use of physical infrastructure
already in place. The attention given by
the Bank to area development in already
irrigated areas is part of this effort. Gains
in production from such programs could
be substantial. In India, for example, pos-

has been determined, it can be translated
into some appropriate yardstick—for instance the size of a holding. Whatever
criterion is used will provide the upper
limit of income of the target group and
permit a complete enumeration of the
group in the project area.
Structural change
In some situations structural change of
the society may be a necessary precondition for rural development. The most
important kind of structural change in
the rural sector is the redistribution of
land. It may be necessary to change the
land-based power structure in a society
before much can be done about political
commitment to rural development and the
scope for local participation in it. From a
more limited perspective, there are also
situations in which the redistribution of
land can bring idle land into production
by making it available to underemployed
rural laborers. While the Bank's experience indicates that substantial rural development projects can be undertaken to the
benefit of large numbers in the target
group even in situations in which the distribution of land is skewed, the Bank
encourages and supports the efforts of
borrowers to improve tenurial arrangements.
Experience confirms the fact that tenurial arrangements in the project area
have an important bearing on the success
of projects. The reason is that all projects
alter the distribution of gains from the

land; unless there are adequate safeguards built into the project, the weakest
landholders are invariably at a disadvantage. A project which is in an area of
smallholders who own and operate their
own land, or who have secure rights to
land, tends to benefit the producers. In
areas of absentee ownership, however,
where the land is operated by sharecroppers or by tenants who do not have
security, the benefits from increased
investments and higher output are not
necessarily realized by the producer.
Experience has shown that, when projects
have provided profitable opportunities,
tenants without secure leases have been
evicted and replaced by day labor or
machines. Some projects in Ethiopia provide examples of the phenomenon. Also,
the introduction of new technologies
under standard crop-sharing arrangements, which are based on profit-sharing
or fixed proportional crop shares, has
often—though not always—led to a disproportionate increase in returns to the
landowners.
If there is support for the objectives of
rural development, however, it is possible
to design projects that will benefit smallholders (substantially, if not exclusively)
without the necessity of substantial structural change. This is especially true in
situations in which land is being newly
developed and resettled. Examples of such
projects include the following:
• Irrigation projects. In recent years,
increasing attention has been given to
designing irrigation projects in such a
way that large numbers of smallholders
can benefit.
• Smallholder schemes. The Bank has
participated in the design and implementation of projects for the production by smallholders of crops which
were formerly grown almost exclusively under the plantation systems;
these include rubber, tea, sugar, and
oil palm. The focal point of many of
these projects is the processing plant.
• Land settlement projects. The Bank
has financed a fairly large number of
settlement projects, principally in
Malaysia and South America. Settlers
from low-income groups have benefited
from these projects, many of which
provide all the infrastructure—such as
housing, roads, and social facilities—
that the settlers need.
As a general rule, though, these projects do not reach large numbers of rural
people. Functional projects and area developments are the most widely used general
projects, with the cost ranging from
$1,000 to $33,000 per family, averaging
17
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around $1,300. A functional project is
one which provides an input or technical
package to the target group. A program
to provide credit, either in kind or in cash,
to producers is an example of a functional
project. In this instance, the target group
is usually defined by the size of its holdings or fixed assets and income (often
expressed in multiples of the minimum
wage). In the case of area development
projects, the target group as such is not
specified. Instead, these projects are for
the purpose of developing large areas,
which are chosen because per capita
incomes are below average and the rating
by social indicators is low. The underlying assumption of the area approach,
which is typified by the introduction of
infrastructure and rural services, is that
most of the benefits (though not all) will
go to the target group. In the main,
people who live in areas in which average
incomes are low, and which are generally
deprived of social infrastructure, tend to
be poor themselves.
Lessons from experience
The experience of the Bank with the
range of projects in which it has participated has led to several conclusions. A
major conclusion is that it is possible to
design projects that will assist large numbers of the rural poor to expand production and increase their incomes; there are
significant qualifications however.
Farmers and producers of all kinds will
use new technology only when it is profitable for them to do so. The new highyielding varieties of rice, maize, and wheat
give high returns when they are used with
fertilizer and water; many small producers
have, therefore, adopted this technology
with gratifying results. We have become
very much aware, however, that no such
technology is available in many ecological
zones of the world, especially in the rainfed areas which contain most of the
world's farmers and where less common
cereals and root crops are important. Furthermore, technologies developed for a
specific location require adaptation before
they can be employed elsewhere, even
when environmental differences may not
appear significant.
It is extremely difficult to develop and
sustain low-cost delivery systems for agricultural support services. Some progress
is being made, however, in the organization of extension services, for example.
One promising approach embodied in
some 15 Bank-assisted projects involves
close links between research and extension, careful selection of high-yielding

agricultural practices, concentration of
efforts in favorably situated agricultural
areas, precise work programming of local
staff, and regular meetings with selected
farmers. Much more thought and effort is
needed in order to find cost-effective ways
of delivering goods and services to large
numbers of low-income producers.
Low-cost, effective credit programs are
urgently needed. Lending to large-scale
producers is, in general, less costly than
lending to small-scale producers; the unit
cost of the loans may be the same but
the return is much higher on a large loan
than on a smaller one. It is estimated that
the administrative costs of loans to large
producers are often in the neighborhood
of 3 or 4 per cent of outstanding loans;
administrative costs of loans that pass
from the government through such groups
as cooperatives to small producers tend to
range between 10 and 20 per cent. These
costs do not include any charge for the
use of capital, so an interest rate for small
farmers that would cover both capital and
administrative costs could be as high as
30 per cent.
Despite all efforts, including the shifting of the administrative burden at the
local level to cooperatives, there seems
little prospect that costs can be reduced
to levels comparable to those of handling
loans to larger farmers. Thus, governments (and bankers) interested in helping
small farmers through credit schemes will
have to reconcile themselves to subsidizing the administrative costs of these
schemes especially if they continue to lend
through systems designed to help largescale producers.
Many innovations have been made in
the effort to reduce administrative costs
by taking account of the fact that the
major clients will be small-scale producers. Some banks have eased their requirements for small borrowers, basing creditworthiness on reputation rather than
requiring collateral, which involves the
associated costs of recording titles. Other
lending institutions are providing credit to
villages as units; the villages then take
responsibility collectively for the repayment of loans. The Bank's experience is
that costs can be reduced when there are
procedures especially tailored to facilitate
lending to small producers.
Another issue is that of local participation. In practice, villagers are rarely consulted at either the initial stage of a rural
development project or during its implementation. In the Bank's view, local participation is desirable if a project is to
have the support of the community, and
if the benefits of the project are to be

realized by those for whom they are
intended.
A further point is that rural development projects are designed to provide
increased opportunities for the target
group to become productive and steadily
increase their incomes. The difference in
response to the opportunities that have
been provided is one of the more interesting and puzzling aspects of the implementation of rural development projects.
In some situations, the opportunities are
seized by 20 per cent of the producers in
the first year and by 10 per cent more in
each of the next four or five years. In
other situations, the pattern is the familiar
one of a slow beginning, followed by a
rapid acceleration of adoption of new
technology. In still other situations, there
is a slow but steady increase, with roughly
the same number of additional producers
taking up the new technology each year.
The rate of acceptance of the new technology and the associated issue of risk
and uncertainty in decision making are
interesting in themselves. Clearly, the element of risk in varying situations in rural
development projects needs to be analyzed
and understood better than it now is. The
rate of acceptance, moreover, has a bearing on the rate of increase in output and
incomes. This, in turn, influences the rate
of return on a project. Thus, in many
respects, this aspect of rural development is the crucial one. It is also the
aspect about which the least seems to be
known.
Finally, the fiscal impact of projects
must be considered. Few governments
embarking on large-scale rural development programs are aware of the long-term
budgetary effects of their programs. In
many cases, major portions of the initial
investment are from external sources. But
detailed forecasts for financing and administering the operation and maintenance of
such investments are rarely made, and no
resources are allocated for maintenance.
Thus, canal systems silt up, rural roads
wash out, water pumps stop working,
health clinics are not staffed, the extension service's vehicles break down, and
deliveries of fertilizer are not sustained.
The Bank's experience indicates that if
fiscal and administrative problems are to
be overcome, rural development programs
must, from the outset, be designed to
maximize local financing and maintenance
of rural development investments.
Perhaps the Bank's most significant
observation on this subject has been that
rural development "does not come easy";
nonetheless, there is reason to feel encouraged by the progress made thus far. HD
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Use of Fund resources

and stand-by arrangements
Members of the Fund may use its resources under its tranche
policy and the extended Fund facility (which is for a period
of up to three years), the compensatory financing facility,
and the buffer stock financing facility. Use of resources
under the tranche policy are in most cases made under a
stand-by arrangement.
Omotunde E. G. Johnson
The financial structure of the Fund is
broadly built on the quotas of its members
which are reviewed periodically (usually
every five years). Each member's quota
forms the basis for the magnitude of
"purchases" which members can expect
to enjoy. It also normally determines the
magnitude of resources made available to
the Fund. Under the present Articles of
Agreement, 75 per cent of a member's
quota is subscribed in the member's own
For a more extensive presentation of this
subject, see The Stand-By Arrangements
of the International Monetary Fund by
Joseph Gold (Washington, D.C., 1970).

currency, and the remaining 25 per cent,
or gold tranche, normally in gold. A purchase from the Fund takes the form of a
purchase by the member of the currencies
of other members in exchange for an
equivalent amount of its own currency,
subject to repurchase in the medium term
and charges. Requests for purchase in the
gold tranche (i.e., Fund holdings of a
member's currency rising to no more than
100 per cent of the member's quota, excluding compensatory financing purchases) are
not subject to challenge; procedures make
it possible to deliver foreign exchange to a
member two business days after receipt of
the request by the Fund.

Beyond the gold tranche there are four
credit tranches/each equal to 25 per cent
of a member's total quota. Since January 19, 1976, each of these tranches was
increased to 36.25 per cent of quota until
the date the second amendment of the
Articles of Agreement comes into effect,
when quotas on the average will be increased by similar amounts. A member
may normally purchase up to four credit
tranches under the tranche policy.
Conditionality
One of the purposes of the Fund, as
stated in its Articles of Agreement, is to
"give confidence to members by making
the Fund's resources temporarily available
to them under adequate safeguards, thus
providing them with opportunity to correct
maladjustments in their balance of payments without resorting to measures destructive of national or international prosperity." Three important aspects of this
statement are (1) the resources are to be
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provided in order to give an opportunity to
the member to correct a maladjustment in
the balance of payments; (2) the resources
are to be made available under "adequate
safeguards"; and (3) the use of the Fund's
resources is to be temporary.
The emphasis on policies to be adopted
by the member to cope with the balance of
payments difficulties and on the temporary
nature of the use of Fund resources have
been made more explicit in the amended
Articles of Agreement now awaiting
acceptance. The period of temporary use is
related normally to that of the member's
balance of payments problem. The member
is expected to pursue policies that will enable it to overcome this problem and to
accumulate the necessary reserves to make
repayments. By means of these policies the
use of Fund resources is made temporary.
The period of use of Fund resources under
the tranche policy should not extend beyond an outside range of three-to-five
years from the date of purchase.
The essence of conditionality is to ensure
the proper use of Fund resources according
to the Articles, including temporary use.
This assurance has been given in the
Fund's Annual Reports for purchases beyond the gold tranche. In the 1963 Annual
Report it is stated that:
The Fund's attitude to requests for
transactions within "the first credit
tranche"—that is, transactions which
bring the Fund's holdings of a member's
currency above 100 per cent but not
above 125 per cent of its quota—is a
liberal one, provided that the member
itself is making reasonable efforts to
solve its problems. Requests for transactions beyond these limits require substantial justification. They are likely to
be favorably received when the drawing
or stand-by arrangements are intended
to support a sound program aimed at
establishing or maintaining the enduring
stability of the member's currency at a
realistic rate of exchange.
Requests for purchases within the first
credit tranche can be made in the form of
either a direct purchase or a stand-by
arrangement. Purchases beyond the first
credit tranche (upper credit tranches) are in
most cases made under a stand-by arrangement. In the upper credit tranches direct
purchases have been rare and are primarily
limited to instances where serious balance
of payments difficulties have been caused
by natural disasters such as earthquakes or
drought.
Stand-by arrangements are defined in
the second amendment of the Articles of
Agreement as follows:

Stand-by arrangement means a decision of the Fund by which a member is
assured that it will be able to make purchases from the General Resources
Account in accordance with the terms of
the decision during a specified period
and up to a specified amount.
Stand-by arrangements provide a technique by which members can be assured of
prompt financial assistance from the Fund,
whenever the need arises during the period
of the arrangement. In effect, when granting a stand-by arrangement or approving a
direct purchase, the Fund conducts an
advance review of the member's position,
policies, and prospects. The use of Fund
resources, therefore, has been closely associated with the implementation by the
members of stabilization programs. The
stand-by arrangement has proven a valuable instrument under which the Fund
could commit large amounts of resources
for a period ahead in support of the member's policies.
The Fund has not rigidly defined the
period for which a stand-by arrangement
may be granted. In practice, however, most
arrangements have been for 12-month
periods and only a few for shorter periods.
Recently, the Fund has approved a twoyear stand-by arrangement.
The submission of a program in support
of which a member requests a stand-by
arrangement is preceded by extensive discussions between the authorities and the
Fund staff on the member's economic objectives and policies. These objectives and
policies are described in the member's letter
of intent which is submitted to the Managing Director. In presenting the member's
letter to the Executive Board of the Fund
with a recommendation for approval of the
stand-by arrangement, the Managing
Director and the staff assess the extent to
which the policies of the member meet the
Omotunde E. G. Johnson
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requirements governing the use of Fund
resources. These are designed to achieve a
medium-term balance of payments objective which is consistent with the temporary
use of Fund resources.
The basic policies of the program depend
on the nature of the existing and prospective balance of payments problem, while
the particular policy instruments used depend on the institutions of the country and
its social and economic priorities. So that
it may be effective, a program is as specific
and precise as possible. In particular, those
main policy variables which lend themselves to measurement are stated in quantitative terms. In general, progress in the
implementation of a program is evaluated
with reference to the policies established
by the member for the period of the
requested stand-by arrangement.
The principal objectives of stabilization
programs have normally been the achievement of a certain balance of payments outcome; maintenance or progress toward
freedom from exchange and trade restrictions; and the attainment of a high degree
of price stability without sacrificing economic growth objectives. The programs
cover a wide range of policy measures, frequently including improvement of the fiscal
situation, restraint on the growth of credit,
implementation of prescribed price and
income policies, and, where necessary, exchange rate action. In certain instances
they also include measures for institutional
reform in the economic field.
Performance clauses
However, as part of the need to provide
"adequate safeguards" that the use of the
Fund's resources would be temporary and
consistent with its purposes, protective
clauses and "phasing" are used in connection with stand-by arrangements which go
beyond the first credit tranche. These safeguards have sought to provide a balance
between assurances to the member that it
can have access to the Fund's resources
during the period of the arrangement, and
assurances to the Fund as to the proper use
of its resources by the member. Performance clauses cover those performance criteria necessary to evaluate implementation
of the program to ensure the achievement
of its objectives, but no others. The policy
variables specified as performance criteria
must be capable of being expressed in
quantitative or objective terms, must be
available with only a short time lag, must
be significant enough to mirror and/or
influence developments in the economy at
large, and must be within the control of the
authorities.
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The specific performance criteria most
commonly used are related to the size of
the expansion of credit by the central bank
or the banking system and to the reliance
by the government on bank credit. In certain cases performance criteria include the
amount of new short-term and mediumterm foreign borrowing, and the minimum
level of net foreign reserves that must be
maintained. Performance criteria of this
nature are normally set for various subperiods, often coinciding with those used
for the "phasing" of the member's purchases from the Fund. There is almost
always a performance criterion requiring
the avoidance of new multiple currency
practices and the introduction and intensification of restrictions on exchange for current transactions or restrictions on imports.
Failure to observe the performance criteria included in a particular program interrupts a member's right to purchase under
the stand-by arrangement. It is a signal
that the position, policies, and prospects of
the member should be reviewed, and,
therefore, the member would consult with
the Fund before requesting further purchases. The right to purchase may be restored when understandings are reached
on the circumstances in which further purchases may be made, and amended performance criteria are established.
Consultation and phasing
Various consultation clauses are included in stand-by arrangements. These
are clauses that call for consultation between the member and the Fund in certain
circumstances, without limiting the member's right to make purchases under the
stand-by arrangement—in contrast to the
performance clauses. All arrangements, for
instance, include a clause which calls for
consultation if it appears that additional
measures are necessary to achieve the objectives of the program, or if because of
changed or unforeseen circumstances a
member finds it difficult to pursue the
policies outlined in the stand-by arrangement. Consultation clauses have also been
used with respect to more narrowly defined
issues.
The purchases available under a standby arrangement are so phased as to ensure that resources will be available to
facilitate the steady implementation of the
program by the member. Moreover, phasing provides an important safeguard for
the Fund against the danger of an overly
rapid use of its resources. Phasing may not
be used when the Fund considers it essential that the full amount of the stand-by
arrangement be promptly available. In

these stand-by arrangements, the performance clauses will be so drafted as to
require the member to consult the Fund
in order to reach understandings, if needed,
on new or amended performance criteria
even if there is no amount that could
still be purchased under the stand-by
arrangement.
One of the conditions a member must
satisfy to use the Fund's resources is that
it has a need because of an "unfavorable"
balance of payments or reserve position, or
(once the second amendment becomes
effective) because there is an unfavorable

the principal feature of a program has been
the establishment of a balance between
aggregate supply and demand. This has
been effected by controlling expenditures
within the broad sectors of the economy,
and sometimes within important segments
of each sector, while avoiding instruments
and policies which lead to or increase reliance upon restrictions on trade and payments and the discriminatory application
of any existing restrictions.
Pressures on the balance of payments
have often been associated with distortions
resulting from persistent domestically in-

"., , in choosing among the available policy
instruments, a major consideration is the efficiency
with which they can be administered"
development in its reserves. An unfavorable balance of payments is a balance of
payments deficit which has generally been
measured as being equal to the change in
net foreign reserve assets. Need with
respect to members' reserve positions (low
reserves) has usually been determined on
a case-by-case basis; factors like the seasonal fluctuations of export earnings and
access to capital markets have often
been important considerations in deciding
whether a certain reserve level constituted
a compelling case of need. Need with respect to developments in reserves may be
related, for example, to an impending discharge of foreign liabilities.
Supporting programs
Programs supported by stand-by arrangements are designed to correct a
variety of balance of payments difficulties.
From the point of view of the nature and
the adequacy of the policies constituting a
program, the most relevant considerations
are the magnitude of the payments problem and the extent to which imbalances
have created distortions in the economy.
The choice of policy instruments depends
not only upon the problems facing the
country but also on the level of development and the institutional features of the
economy; in particular, the fiscal and banking system, the labor market, and the foreign trade and payments system. Moreover, in choosing among the available
policy instruments, a major consideration
is the efficiency with which they can be
administered.
When the balance of payments problem
is relatively mild and not complicated by
structural imbalances within the economy,

duced inflation. The most common factor
in generating such inflation has been relatively large fiscal deficits financed by banking system credit. In some countries distortions have arisen because of the nature
of development policies, such as the concentration of investment in industries with
a relatively high import content but little
positive direct or indirect effect on the
trade balance forecast for the near future.
As a result of continuing inflation, the
overvaluation of the currency (when
viewed in relation to other macroeconomic
magnitudes) and restrictions on imports,
the structure of prices and costs may have
suffered serious distortions. This situation
is often aggravated by the policies of the
authorities to insulate certain prices from
upward pressures through subsidies and
direct price controls.
When persistent inflation and structural
maladjustments exist in conjunction with
the balance of payments problem, the objective of programs has been not only to
control inflation and to arrest the decline
in foreign reserves and any build-up of
debt service obligations that may have
occurred, but also to facilitate a reallocation of real resources. As part of this exercise, an essential step has been to examine
the extent to which the exchange rate or
exchange rate policy should be adjusted
and to determine the financial policies that
are consistent with that adjustment.
The adjustment of the exchange rate has
often been associated with the removal, or
a substantial reduction, of restrictions on
trade and payments including the unification of rates in a multiple rate system. Rate
adjustments have also been accompanied,
on a temporary basis, by the raising or imcontinued on page 35
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How successful are programs supported
Countries facing temporary balance of payments problems may
use Fund resources, usually in the form of stand-by arrangements, to support programs designed to correct maladjustments
in their balance of payments. The authors of this article recently
conducted a study of such programs. They report here on their
analysis and their evaluation of the policies followed by a
selected number of countries which used Fund resources under
stand-by arrangements.
Thomas Reichmann and Richard Stillson
A broad analysis of selected cases of
recent programs followed by countries for
which stand-by arrangements have been
approved by the Fund reveals that from
the point of view of the specified policies,
about three fourths of the programs were
fully implemented and were considered
to be successful, although their positive
effects on the net foreign assets positions
were statistically significant in only a
small proportion of the total. A large
number of these programs have been
designed to deal with problems other than
overly expansionary domestic demand policies. Consequently, in most cases the
introduction of a stabilization program
was not associated with a decline in the
rate of expansion of credit. No evidence
has been found of a negative effect of these
programs on the level of economic activity.
This article describes the main policies
specified in these programs, assesses the
effect of the programs on trends in domestic credit, on credit to the public sector,
and on international reserves, prices, and
growth; and evaluates the achievement
of their main purposes.
Our evaluation of the effects of stand-by
arrangements involved a representative set
of 79 programs covering the period
1963-72. They included only programs in
support of stand-by arrangements in the
higher credit tranches, and excluded cases
where no significant net purchases were
made under the stand-by arrangements.
Policy measures included in the adjustment programs which were examined depended to a large extent on the causes and
the duration of the disequilibrium in the
balance of payments. The most common
cause of disequilibrium was overly expansionary domestic demand policies. Adjustment programs included, therefore,
demand policies consistent with the
restoration of an adequate balance in the
economy. In most cases, these policies

were expressed in terms of limits on
credit, usually in the form of ceilings on
the growth of net domestic credit of the
central bank or banking system, and on
credit extended to the public sector; these
limits were imposed with a view to reducing the rate of credit expansion.
Situations characterized primarily by
distortions in costs or relative prices
usually required an adjustment in the exchange rate and a reduction or elimination
of restrictions on trade and payments. In
these cases, it was also necessary to keep
credit under control since an inappropriate
expansion of credit could have nullified
the intended changes in relative prices
and their effects on the allocation of resources. Temporary exogenous factors
have also resulted in balance of payments
difficulties which did not always call for
adjustment, but for adequate financing until the situation reversed itself.
The credit policies on which most programs specified ceilings were largely
aimed at an improvement in international
reserves, as well as stability in prices and
strong growth. The evaluation of programs
is based upon the implementation of the
specified policies in the program and of
their overall purposes.
A statistical analysis was used to test
for significant differences between the preprogram and postprogram periods in the
expansion of overall domestic credit, and
credit to the public sector as well as
changes in net foreign assets. This analysis
was done on a quarterly basis for the
period of eight quarters before and after
the quarter in which the program was
introduced, using (mainly for purposes of
simplicity and uniformity) data contained
in International Financial Statistics (IPS).
In order to determine if any observed
differences in the values of variables before and after the introduction of a program were due to the implementation of
the program and not to chance, a non-

parametric test for difference in frequency
distributions, the Mann-Whitney U Test,
was chosen. (This test is based on a ranking of the observations for both periods.
The ranks assigned to one of the periods
are added and the sum is referred to tables
that describe its sampling distribution
under the null hypothesis that observations in both periods come from the same
population. This test is considered to be a
useful alternative to the parametric t-test
when the t-test assumptions are not met.)

Primary policies of programs
A classification of the programs, according to their primary purposes and credit
policies, shows that there were almost as
many programs which specified a reduction in the growth rate of credit as programs which did not. Thirty of the 79 programs were designed to cope with the
consequences of overly expansionary
domestic demand policies. These 30 programs called for a deceleration in the expansion of overall domestic credit, credit
to the public sector, or both. In ten additional cases, the program also called for a
deceleration of credit expansion in connection with a liberalization of the exchange
and trade system, changes in the exchange
rate, or the continuation of a previous
program.
In the remaining 39 programs, no deceleration of the rate of expansion of
credit was specified. One third of these
programs dealt with an exchange rate adjustment or measures to liberalize the exchange and trade system, while in the
other 26 cases, the programs were related
to other problems such as recession, external debt rescheduling, and temporary
shortfalls in external receipts. A number of
these cases involved the continuation of a
previous program that had succeeded in
bringing down the rate of increase of
credit to an appropriate level. In the majority of these 39 programs, credit was
permitted to expand at the previous rates,
or even allowed a moderate acceleration.
Of the 40 programs specifying a reduction in the rate of growth of credit, 26
referred specifically to overall domestic
credit. Of these, there was a statistically
significant deceleration in domestic credit
in 17 cases (65 per cent). These results
contrast with data from all cases surveyed,
in which only 22 programs out of 79
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by stand-by arrangements?
showed a deceleration; this means that
only 5 programs not included in the group
of 26 cases showed a deceleration in
credit.
Overly expansionary demand policies
frequently resulted from the operation of
the fiscal sector, and 36 out of 79 cases
specified a deceleration of public sector
credit expansion. A statistically significant
deceleration was observed in 26 cases out
of these 36 (72 per cent). As was the case
with domestic credit, this result differed
from that obtained for all cases surveyed,
in which 33 of the 79 cases showed a
deceleration (42 per cent).
Net foreign assets
The principal purpose of all programs
was to reduce balance of payments disequilibria and to improve the level of net
foreign assets. However, for some of the
programs that included a liberalization of
a country's exchange and trade system,
or antirecessionary policies, a decline in
the net foreign exchange position was
anticipated during the program period.
This was also the case for some programs
related to temporary shortfalls in export
receipts. The assessment of the results
from these tests is made difficult by the
fact that net foreign assets fluctuate
greatly because of factors only indirectly
related to policies, such as short-term
capital movements and short-term swings
in the terms of trade.
In about two thirds of the total number
of cases, the results showed an improvement in the quarterly average net foreign
assets position, although this improvement
was not in most cases statistically significant at the 90 per cent confidence level.
There was a statistically significant improvement in only 18 cases (24 per cent).
The 18 cases of statistically significant
improvement in net foreign assets included
10 programs in which there was a depreciation of the exchange rate; the remaining
programs emphasized the correction of
overly expansionary demand management
policies. Three of the programs which included an exchange rate depreciation also
called for a reduction of expansionary demand management policies.
Many programs were designed to reduce
pressures on prices; the change in the rate
of price increase was, therefore, included
in this survey as one of the variables

against which the effectiveness of programs was to be measured. However, few
programs have included a reduction in the
rate of price inflation in their specified
objectives. For the purpose of the test,
only cases where significant inflation was
incurred before the introduction of a program were considered; cases where the
annual rate of price increase exceeded 5.3
per cent before the program were defined
as having significant inflation. Accordingly, the relevant cases were reduced to
29.
In 7 cases there was a statistically significant decline in the rate of inflation,
which was associated in 6 of these with a
deceleration in the rate of growth of credit
to the public sector or overall domestic
credit. In 6 cases there was a significant
acceleration of inflation; 5 of these included a depreciation of the currency and
in 3 of these the credit ceilings were not
observed. In the remaining 16 cases the
test did not detect any significant change
in the rate of inflation.
Level of economic activity
All programs attempted to cope with
balance of payments difficulties by reducing excess demand and improving the allocation of resources. The process of elimination of excess demand should not have
any adverse effect on current output, and
the better allocation of resources should
have a positive impact on medium-term
growth. Nevertheless, in certain cases
where price rigidities or restrictions on
the reallocation of resources existed in important sectors of the economy, the adjustment process may have resulted in a
temporary overcapacity after the introduction of a program. Also, in certain
cases a decline in the growth rate turned
out to be unavoidable, because prevailing
growth rates were supported by heavy
foreign borrowing and could not be sustained. Exogenous factors like sharp
changes in agricultural production also
played an important role in the variation
of growth rates.
Reliable indicators of the growth in
economic activity by quarters were available in only 24 of the 79 cases surveyed.
The results of the test were that 3 out of
the 24 cases showed significant differences
between the periods; 2 of them were reductions in the level of activity, and the

other was an increase of this level. The
rest did not show a statistically significant
change. The main conclusion that can be
obtained from these cases is that there is
no evidence that programs systematically
affected the level of economic activity
within the time considered.
This conclusion is further confirmed by
the comparison of the annual rates of
growth of real gross domestic product
(GDP) for the one-year periods before
and after the introduction of the program.
For most countries the rate of growth of
GDP showed a considerable amount of
year-to-year variation. Although it is not
possible to derive statements about the
statistical level of significance of these
changes, this comparison is of interest
since it can be made for most of the 79
cases considered. In 33 out of the 70
cases where statistics are available, the
average rate of growth of GDP in the
year that followed a program was higher
than in the preceding year, 9 cases showed
practically no change, and in 28 cases the
rate of growth was lower after the program than before.
Programs designed to counteract overly
expansionary demand through a deceleration of the rate of credit expansion were
negatively associated with the rate of
growth of GDP in 40 per cent of the
cases, while in 60 per cent of the cases
growth was kept at previous rates or
was increased. Therefore, no systematic
statistical relationship between the implementation of problems and the rates of
growth in the short run was observed.
Evaluating the program
The evaluation of each program was
based upon the implementation of its
specific policies and the achievement of
the stated or implied overall purposes.
The stated aims included increases in net
foreign assets, the liberalization of the
exchange system without undue pressure
on the balance of payments, devaluation
without undue inflation, and the recovery
from a period of recession without undue
inflation or balance of payments deficits.
Developments in an economy taking place
after the introduction of a program are
crucial to the evaluation of the effects of
the program since the overall objectives
may not be achieved owing to outside
events which were not foreseen by the
authorities.
Table 1 summarizes our classification
and evaluation of the programs surveyed.
Programs are divided into those which
specified deceleration of credit variables
and those which did not, and are split
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Table 1
Actual performance in relation to purposes of the program

[Purposes achieved (27)

Specified deceleration
actually observed (30)

[Purposes not achieved (3)
Program specifies
deceleration in domestic
credit, credit to public
sector, or both (40)

I

Ceilings exceeded (8)

No deceleration observed (10)

Liberalization of exchange
system or exchange rate
modification (13)

Owing to a particular
pattern of variability, but
purposes achieved (2)

{

[

Owing to exogenous
factors (3)
Owing to other factors (—)

[Owing to exogenous
Jfactors (2)
[Owing to other factors (6)

Purposes achieved (13)

Purposes not achieved (—)

Program does not
specify deceleration (39)
Other purposes (26)

I

Purposes achieved (18)
Purposes not achieved
(ceilings exceeded) (8)

again into those in which the objectives
were achieved and those in which the
objectives were not achieved. Two further
branchings show various reasons why the
objectives were not achieved.
The upper half of Table 1 classifies the
40 programs which contained ceilings
specifying a deceleration of either domestic credit or credit to the public sector, or
both; this deceleration was actually observed in 30 cases, to which we might add
2 additional cases where a peculiar pattern of quarterly data in the period before
the onset of the program masked the
deceleration that in fact occurred. Therefore, policies specifying credit deceleration were implemented in 80 per cent of
the cases.
Of the 8 cases where the credit ceilings were not observed and the expected
deceleration in credit did not occur, in 2
of these the nonobservance of the ceilings was explained by exogenous factors
like a natural catastrophe or an unexpected deterioration of the terms of trade.
The overall objectives espoused by this
group of programs were achieved in 73
per cent of the cases. In 3 cases, the programs failed to achieve their stated goals,
in spite of having implemented the agreed
policies, because of factors outside the
control of the authorities.
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[owing to exogenous
Jfactors (2)
[ Owing to other factors (6)

The 39 programs that did not require
a deceleration of credit (classified in the
lower half of Table 1) included 13 programs based upon a modification of the
exchange system; all of these were successful in achieving the purposes of permitting the modification to occur without
undue pressure on the net external assets position or the stability of the domestic economy. The remaining 26 cases involved other purposes not requiring credit
deceleration; in 18, the objectives were
deemed to have been achieved and in 8
they were not. Two of the unsuccessful
programs were greatly affected by exogenous factors, and in the other 6 the policies included in the program were not
fully implemented.
The evaluation of the effects of the
programs is summarized in Table 2. The
principal purposes were achieved in 76
per cent of the programs surveyed; of the
19 unsuccessful programs, the failure was
attributable to exogenous factors in 7
cases. These were 3 cases of natural
catastrophe and 4 cases of the collapse
of the market for the principal export
commodity. This last group includes the
3 cases where the program failed in
spite of the countries having effected the
recommended deceleration of credit.
The other 12 unsuccessful programs in-
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volved cases where some or all of the
credit ceilings were not observed. (In
addition, there are 6 cases where ceilings
were broken but which were, nonetheless, considered successful programs.
These programs were all subsequently
modified, by agreement with the Fund,
to accommodate new developments.) In
10 of the unsuccessful programs, the
evaluation of subsequent developments
attributes the failure mainly to the behavior of the public sector. In 8 cases
fiscal performance was judged to be the
sole cause, and in 2 other cases, credit
to the private sector also exceeded the
ceilings; in 2 cases excessive expansion
of credit to the private sector was given
Table 2
Achievement of principal purposes
Number

Principal purposes
achieved
Principal purposes
not achieved
Because of
exogenous factors
Because of other
factors
Total

Percentage
of total

60

75.9

19

24.1

7

8.9

12
79

15.2
100.0

The IFC and
the agribusiness sector
The International Finance Corporation, an affiliate of the World
Bank which provides finance for private sector projects in the
developing countries, has been involved in providing finance for
agribusiness since 1964. This article discusses the Corporation's
experience in this sector.
John W. Lowe
A number of issues are reviewed by the
International Finance Corporation (IFC)
when it appraises an agribusiness venture
for investment. Many of these must be considered by any commercial lender. In addition to ordinary lending criteria, however,
the IFC also carefully evaluates the developmental impact of projects it finances.
Not only the financial rate of return but
also the economic rate of return must be
satisfactory for projects in which it invests.
This article considers some of the issues
which have come up frequently among

the agribusiness proposals which the IFC
has reviewed.
The IFC is the arm of the World Bank
which provides debt and equity finance to
projects sponsored by the private sector
in developing countries. Originally the
Corporation was limited to making loans
only, and it made no equity investments
during its initial years of operation
(1956-61). This restriction was removed
in 1961, and the IFC began taking equity
positions in agribusiness ventures in 1964.
To date, the IFC has invested about 10

as the sole reason for the breaking of
ceilings.
Programs emphasizing the correction of
overly expansionary demand policies
through a deceleration of credit expansion
accounted for about one half of the total.
In the remainder, demand policies usually
played a supporting role to policies designed to correct price distortions and
improve the allocation of resources. In
the 79 programs reviewed, ceilings were
exceeded in only 16 cases (20 per cent);
these were evenly split between programs
which specified a deceleration of credit
and those which did not.
The evaluation produced no systematic
evidence of a relationship between balance
of payments programs and short-term
trends in growth or prices. In 64 per cent
of the programs there was an improvement in net foreign assets after the introduction of the programs; however, this
improvement was statistically significant
in only 24 per cent of the cases. This result can, in part, be explained by the
large variability of net foreign assets. In
our overall evaluation, 76 per cent of the
programs were judged to have achieved
their main purposes. Most of the unsuccessful programs failed because of fiscal
problems and, in particular, because the
limits on credit to the public sector were
exceeded.
HD
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per cent of the total amount of finance
it has provided for agribusiness projects
as equity.
For the purposes of this article, agribusiness ventures are considered to be
large and generally corporate enterprises
which manage the production and/or
processing of agricultural goods for domestic consumption or for export. IFC's investments in such ventures through fiscal
year 1976 (ended June 30, 1976) are summarized in Tables 1 and 2. (Original commitment amounts have in some instances

been adjusted after the original commitment was made.)
Government involvement
Agricultural development usually has a
high priority in developing countries'
planning. As a result, the governments of
developing countries often wish to play
an important role in any major development in the agricultural sector, such as
the setting up of a large agribusiness
enterprise. The government may request

Table 1
IFC commitments in the agribusiness sector *
Fiscal
Year

Country

Description

Project

1959

Guatemala

1959

Chile

1960

Colombia

1960

Tanzania

1961
1964

Venezuela
Tanzania

1964

Chile

1965

Colombia

1965

Colombia

1966
1966

Morocco
Colombia

1968
1969

Ethiopia
Venezuela

Industrie Harinera Guatemalteca, S. A.
Fideos y Alimentos Carozzi,
S.A.
Industries Alimenticias Noel,
S.A.
Kilombero Sugar Company,
Ltd.
Dieblitos Venezolenos, C. A.
Kilombero Sugar Company,
Ltd.
Fideos y Alimentos Carozzi,
S.A.
Industries Alimenticies Noel,
S.A.
Almecenes Genereles de
Deposito Santa Fe, S. A.
"ALMAVIVA"
Compania Industrial del Lukus,
Industrie Ganedera
Colombiane, S. A.
HVA— Metahara, S. C.
Protinal, C. A.

1972
1973

Senegal
Venezuela

Bud Senegal, S. A.
Protinel, C. A.

1973
1974

Iran
Senegal

Iran California Company
Bud Senegal, S. A.

1974
1974

Nigeria
Philippines

Lafiagi Sugar Estate
RFM Corporation

1975
1976
1976

Greece
Philippines
Senegal

Hellenic Food Industries, S. A.
Philagro Edible Oils, Inc.
Bud Senegal, S. A.

1976

Rwanda

1976

Ecuador

1976

Nicaragua

Society d'lnvestissement
Rwandaise du The, S. A. R. L.
Sociedad Agicola e Industrial
San Carlos, S. A.
Propiedades Azucareras de
Nicaragua, Limitada

Flour milling
Pasta manufacturing
Manufacturing of pasta,
crackers
Sugar
Production of deviled ham
Sugar (2nd commitment)
Pasta (2nd commitment)
Pasta (2nd commitment)
Grain storage
Tomato and pepper cannery
Cattle fattening
Sugar estate and mill
Animal feed mixing,
storage, and distribution
Vegetable growing
Animal feed mixing (2nd
commitment)
Commercial farming
Vegetables (2nd commitment)
Sugar
Manufacturer of various
foods
Tomato canning
Copra oil processing
Vegetables (3rd commitment)
Tea processing
Sugar
Estate sugar growing and
milling

1
Investments correspond to those designated under "Food and Food Processing" in the IFC's
Annual Reports. See the Annual Reports for amounts. Projects are listed by commitment; in some
cases disbursements have not been made. Fiscal year ends June 30.

that it hold, either directly or through a
public sector agency, part of the shares
of such a company.
The IFC is willing to consider investing
in projects in which there is "mixed"
ownership between the public and private
sectors, provided management of the
project is independent and business-oriented. The IFC's objective, however, is to
promote productive enterprise in the private sector that will contribute to the
economic growth of its member countries.
It does not participate in projects dominated by the public sector or designed
solely as part of a public sector program.
Such projects may, of course, be eligible
for financing by the World Bank, of
which the IFC is an affiliate.
A project which is being developed
within the private sector may be strongly
affected by government action in indirect
ways. In agribusiness projects, such important costs as labor and tariffs on imported
equipment may be controlled by the government. Prices of agricultural outputs,
on the other hand, are often regulated by
public marketing boards, which buy these
goods at fixed prices for resale. When
effectively managed, marketing boards can
provide a useful degree of stability to
domestic prices for agricultural products.
However, they can also affect the viability
of a project if the average price they offer
is low in relation to world prices. The
effect of these various factors has to be
taken into consideration in appraising the
commercial feasibility of an agribusiness
project.
Many governments, through a variety
of programs, subsidize the agricultural
sector. One way this is frequently done is
by making available long-term loans for
agricultural enterprises at low fixed interest rates denominated in the local currency. When there is substantial inflation
in the local currency, considerable subsidies can result. Subsidies are also frequently provided by means of agricultural
support prices, grants of publicly held
land for agricultural development, or publicly financed irrigation and other land
improvement schemes, the benefits of
which are passed on to the producer
through low charges.
From the IFC's point of view, a project
in which it is involved must be justified
in economic terms—that is, net of any
direct or indirect subsidies it may receive.
If this criterion is met, the IFC has no
objection to stimulating agricultural investment by means of subsidies. The economic
criterion is a useful one for investment
appraisal, however, because it is a measure of the viability of a project if sub-
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sidies—which are arbitrary and may
change with political priorities—are diminished or removed.

commodities where further processing is
not practical, it is possible to reduce the
uncertainty of future profits by selling at
a prearranged contractual price, or selling
Improving project concept
forward. This has the effect of "locking
Agricultural products are grown and in" profit margins. However, forward sales
sold worldwide and are therefore highly commitments can also "lock out" profits
price competitive. Increased costs peculiar from sales at future spot prices if prices
to any one project cannot easily be passed for the product increase unexpectedly duron in the form of higher prices. The profit- ing the production period. In deciding
ability of an agribusiness project may thus whether and to what extent to sell output
be substantially affected by small but forward, management must decide what
unanticipated changes in input, produc- degree of risk it is willing to accept
regarding future prices and profits.
The risks from adverse developments
Table 2
for any one agribusiness product can be
mitigated by product diversification or by
IFC commitments in agribusiness, by
subsector
adjusting the balance among various product lines. However, effective agribusiness
Subsector
Amount
Per cent
management requires close day-to-day
(Number of
supervision and quality control. By trying
commitments)
($ millions)
to manage too many product lines, man54
24.9
Sugar (6)
agement may be stretched too thinly.
Milling, mixing,
Careful management is the sine qua non
storage, and
of a successful agribusiness venture.
6.3
14
distribution (4)
Many projects where a new crop is
8
Pasta (4)
3.6
being produced on formerly unused land
6
2.8
Oils (1)
(so-called greenfields projects) can often
Tomatoes (2)
5
2.5
be improved by including other products
Meat and meat
as well. Besides lowering the overall risk,
5
products (2)
2.1
the inclusion of other products lessens the
Commercial
impact of unforeseen developments relat5
farming (4)
2.1
1.2
2
ing to any one particular crop. Large crop
Retail food (1)
1
0.5
Tea (1)
projects are often based on the production of the same crop elsewhere in the
100
46.0
Total
same region. Sometimes such projects may
be more profitable on the basis of an
Commitments through FY 1976.
entirely different crop. These questions
should be reviewed at the feasibility stage
tion, or transportation costs. These risks, of project preparation.
Losses from spoilage in the processing
in addition to those inherent in any agricultural venture due to weather, disease, and distribution of agricultural products
spoilage, and so forth, often result in high in developing countries are often great. As
levels of uncertainty regarding the viabil- a result, the returns to projects incorporating facilities for storage (either on the
ity of large agribusiness ventures.
One way in which these risks can be
reduced is to process a product further.
John W. Lowe
By further processing, greater value is
added to the product, and the profitability
of an operation can be increased. Because
the final product becomes more differentiated from its previous form, the company
a U. S. citizen, is an Inproducing it can attempt to command a
vestment Officer in the
Department of Investpremium for it in the marketplace. In
ment Promotion and
addition, the prices of finished products
Special Projects of the
tend to be less volatile than raw material
International Finance
prices. One tomato cannery with which
Corporation. Mr. Lowe joined the staff of the
the IFC is associated, for example, expects
World Bank in 1970. He holds a degree in
to increase its overall return by adding physics from Yale University (U.S.A.), a
lines for the production of specialty masters degree from Harvard Business
tomato products in retail-sized cans to its School (U.S.A.), and has undertaken
current production of basic tomato paste postgraduate research at the London School
in bulk containers.
of Economics.
For large projects which produce major

production site or at an appropriate distribution terminal) are frequently quite
high. Many agribusiness ventures can be
improved by incorporating provisions for
adequate storage facilities with the project.
Appropriate finance
Finance for agricultural projects in the
form of crop financing is available in
many developing countries from local
commercial banking or agricultural credit
sources. Generally it is short term, corresponding to the duration of a crop cycle,
self-liquidating, and usually secured by
the crop itself. Because of the risk of
crop failure, a mortgage on the land or
other collateral is often taken in addition
to claims on the crop itself.
Recent changes in the nature of agricultural projects have, however, had the
effect of requiring substantially different
kinds of finance from traditional crop
finance. First, the growth of the technology of agricultural production has dramatically increased the amount of capital
equipment employed, financing for which
must be amortized over several years.
New irrigation and planting techniques,
recent developments in the use of fertilizers, pesticides, and herbicides, and modern breeding and feeding facilities all
require higher capital outlays. The production of many new high-yield hybrid plant
varieties requires the use of these capitalintensive farming procedures. Second,
economies of scale from the use of these
procedures have resulted in an increase
in the size of the average agricultural
project. Financing must, accordingly, both
be greater in amount and have longer
repayment terms than has traditionally
been required.
Local commercial banks and agricultural
credit institutions are generally able to
offer some medium-term finance for certain kinds of agricultural projects. However, the length of the term of such loans
may be less than the period which many
agribusiness projects require. In addition,
relatively high security is often required
for credits from such sources. Often much
of the debt must be personally guaranteed by the venture's sponsors. Excessive
dependence on short-term loans lessens
the ability of a company to suffer shortterm losses because high cash generation
is required for debt service.
In these circumstances, longer-term
loan finance and equity finance are needed,
tailored to match the cash flows a project
is projected to generate and the risks it
faces. Such finance is frequently termed
"project finance," and the IFC is in a
unique position to provide it. The under27
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lying security for project finance is the
projected profitability of the project rather
than the collateral offered.
Project finance is fashionable in financial circles these days / but there is little
new to it. It requires the financing institution to review the intrinsics of a project
thoroughly. For large and complex agribusiness ventures dependent on both local
circumstances and world markets, this can

current landholders to prospective ones.
If much land in an agribusiness project
remains undeveloped, the economic rate
of return on the project, allowing for the
opportunity cost of invested funds, is
usually low, and can even be negative.
Large land ventures are often proposed
in the form of cattle-raising projects.
However, the value added from grazing
cattle on large tracts of land may be low

"during the fiscal year ended June 3O, 1976, [the IFC]
commtted a record $15.2 mil ion for agribusiness,.."
be a difficult task. Here the IFC is in a
special position to assist on the basis of
its growing experience in the agribusiness
field.
Frequently a question arises regarding
the extent to which land should be
financed as part of an agribusiness project.
Land is a capital input in agricultural production for which long-term, projectoriented financing is needed and appropriate.
A problem arises, however, when land
comprises a great proportion of the
expected cost of a project. Often this is
the case in large-scale greenfields ventures, particularly if land is made available to the project sponsors on very
attractive terms. In these instances there
are several reasons why financing of the
land component of the venture should be
carefully reviewed.
The financing of large land acquisitions, conceptually speaking, involves the
refinancing of the holding of an asset
(land) by one group as opposed to another.
The basic question is which owners, in
terms of general policy, are the more desirable ones. The answer should be: those
that will develop the land most effectively.
The assemblage of large tracts of land for
agribusiness projects can greatly increase
agricultural productivity and allow large
economies of scale in agricultural production. On the other hand, such acquisitions
may be contrary to the government's longrun objectives regarding the equitable distribution of land.
Often all of the land included in very
large schemes is not developed at the
initial stage. Much of it may be held primarily for capital appreciation. Landholders can benefit from an increase in the
value of land as a result of economic
activity with which they have little to do
(for example, the growth and expansion
of a nearby urban center). Financing the
acquisition of land can lead to the transfer of an expected increase in value from

in relation to the value of the land itself.
In such projects, the cash generated from
the sale of cattle (as well as from the sale
of timber which may be cleared) is usually
applied to the debt service of the mortgage on the land. The real financial return
in these instances is in the prospective
capital gain on increases in the land's
value.
For these reasons, when large quantities
of land are involved in a venture, the IFC
usually prefers to confine its financing to
a well-defined, commercially oriented part
of the overall project. In a cattle project,
for example, financing might be limited to
the ownership, feeding, and slaughter of
cattle and the storage and distribution of
meat. If one aspect of an agribusiness
operation is set up as financially distinct
from another, however, care must be
taken to ensure that goods are transferred
from one entity to the other at realistic
prices in order that the earnings of each
part of the project are reasonably allocated.
Appropriate technology
Large, modern, integrated agribusiness
projects are being proposed with increasing frequency in developing countries by
experienced agricultural consulting and
engineering groups operating in developed
countries. For such projects the latest
technology is often proposed, based on
the economies of scale which the size of
the project appears to permit. However,
such projects, when founded on cost experiences in developed countries, may fail
to allow adequately for actual infrastructure and overhead costs in developing
countries.
Much infrastructure, such as water,
electricity, land grading, soil enrichment
and improvement, and disease control, is
already available in developed countries.
Provision of this infrastructure in a developing country can be very costly. In addition, overhead costs such as those for
foreign exports, equipment repair and

downtime, and expenses associated with
the remoteness or inaccessibility of a
project site can be very great in developing countries. These costs can outweigh
potential benefits arising from the use of
modern mechanized techniques. Further,
the higher quality goods resulting from
the use of advanced growing techniques
often do not sell for prices that are
sufficiently higher, particularly in local
markets, to justify the higher cost of their
production.
Essentially, the question of the extent
to which these factors balance each other
is at issue in projects of this type. The
fact that sponsors of the project are often
agricultural equipment manufacturers accounts at least in part for the bias toward
capital intensiveness often seen in such
proposals.
Expanding activities
It is difficult to evaluate exactly what
the return on the IFC's investments in
agribusiness projects has been to date,
because regular market quotations on such
projects are not readily available for
many current IFC investments. When the
IFC's equity investments are valued at
cost (and allowing for the write-off of one
pilot investment which has not recovered
expenses), the IFC's return on equity in
agribusiness ventures has been low compared with the return on its overall equity
portfolio.
While the return on agribusiness ventures should improve as the IFC's experience in the area increases and as existing
holdings which have increased in value
are sold, these results are one indication
of the difficulties involved in identifying
sound and profitable ventures in the agribusiness sector.
The IFC has recently been increasing its
investment commitments for agribusiness
projects. During the fiscal year ended
June 30, 1976, it committed a record $15.2
million for agribusiness in five ventures:
coconut oil processing in the Philippines
(Philagro Edible Oils); vegetable growing
in Senegal (Bud Senegal, second commitment); tea growing in Rwanda; and two
sugar projects, one in Ecuador (San
Carlos) and the other in Nicaragua.
A large number of additional projects
in the agribusiness sector are currently
under review by the IFC. Some of the
issues which it confronts most often in
its review of agribusiness projects have
been highlighted in this article in the hope
that they may be of interest both to
potential project sponsors and to other
financial institutions active in this field. HD
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Ex post project evaluationthe Bank's experience
Member countries are increasingly requesting the World Bank's
advice on how to evaluate their own development projects and
programs—both during and after execution. This article
discusses the relationship between ex ante project appraisal
and ex post project evaluation and conveys conclusions drawn
from the first five years of the Bank's experience with evaluation.
Christopher Willoughby
The World Bank has long been well
known for the care and intensity of its
project appraisal before supporting an
investment. But how much is actually realized of the forecasts and projections
made? Was that degree of thoroughness
and detail worthwhile? How sound have
the Bank's decisions proved in hard reality? What do we learn from experience?
The 1960s saw the start of systematic
attempts, inside and outside the Bank, to
answer questions of this type. The main
stimulus was probably the enormous
growth, especially in the United States, of
public expenditures on social programs
that were not readily subject to market
measures of performance. The Bank itself
set up a unit specifically devoted to what
we call evaluation in 1970.
Six years later one can see some signs
that evaluation will be applied much more
widely, beyond the public sector: heightened recognition of corporations' broader

This article is based on a talk given by
the author in April 1976 at the Faculte
des Sciences Economiques of the University of Clermont-Ferrand, France.

social responsibilities, growing impatience
with traditional global financial indicators, and increased responsibilities, especially in the United States, of the "audit
committees" of corporations' boards of
directors. Ten years from now, systematic review and analysis of investments
after they have been made may become
the general norm.
While "evaluation" has increasingly
tended to take on the sense, in English,
of a retrospective review, or a review of
something at least already ongoing, the
more elegant Latin languages still use the
same word for such analysis whether ex
ante (a priori) or ex post (a posteriori).
From the point of view of economic
method, it is true that the difference is
only one of perspective. The central focus
of any investment analysis is the comparison between the situation with the
investment and that without it. The net
effect of the investment is found by
deducting the flow of costs and benefits
without investment from the flow representing the situation with investment. Ex
ante, both flows must be projected on-the
basis of certain hypotheses. Ex post, one
flow—with investment—is at least partially supplied by history (with more or
less precision, depending on the data

available), and it is necessary to extend
this to cover the outstanding 10, 20, or 30
years of the project's expected life and to
invent a representation of the situation
without investment. Considerable judgment is involved in either case.
The only feature that might be considered peculiar to ex post analysis, still
not different in principle from ex ante
analysis, is the correction which may have
to be made to recorded prices and costs
for purposes of economic analysis. Financial figures may need adjustment by a
price index to eliminate the effects of
inflation. Equally, shadow prices, if used
at the time of appraisal, will need to
be reassessed if the long-term outlook for
the national economy has changed considerably in the meantime. For the
purposes of economic analysis, similar
amounts of money in different periods
should represent approximately the same
amount of real resources for the owner of
the investment.
Effectiveness, efficiency, economy
The main questions to be asked about
an investment, whether in prospect or in
retrospect, are always the same. First,
effectiveness: are the means provided and
the measures envisaged or undertaken in
connection with the project adequate to
achieve the physical objectives sought?
Second, efficiency: is the economic rate of
return at least equal to what one would
expect to attain in other lines of investment (generally assumed to be about 10
per cent)? Third, economy: are the investment and operating costs per unit—for
example, per beneficiary family, per grad29
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uating student, or per kilometer constructed—reasonable in comparison with
these costs for other similar projects in
similar economic conditions?
Sometimes, of course, it is useful to
evaluate a project by criteria additional to
those that may have been used in the
original appraisal—for instance, the effect
of the project on income distribution or
employment in a region. Road improvements have occasionally encouraged the
migration of skilled people away from the
region, and the penetration of manufactured consumer goods into it, without
stimulating and increasing local production. The discovery and study of such
unexpected effects are an important contribution of evaluation studies to our
understanding of development phenomena.
In addition, the application of a new criterion to a project previously undertaken
can also shed important light on the usefulness of the new criterion for analyzing
future projects.
Studies which deal impartially with all
these questions fulfill very adequately the
"accountability" function—showing how
far the funds entrusted to the Bank by
its shareholders and bondholders were
effectively allocated to development. Much
of the Bank's evaluation work has in fact
been devoted to meeting this responsibility.
Useful conclusions emerge too. Examples
are the significance of "start-up" problems in translating an appraisal report
expeditiously into action; the need for
broader project definition (explicit inclusion of more of the essential complementary elements) in weaker economicadministrative environments that cannot
respond automatically to the opportunities
opened up; and the importance of operational efficiency to the final success of a
project. Minor lessons are also useful
operationally, such as the frequent need
for large reserves for covering contingencies in the construction of tunnels, the
inadequacy of studies on soil and construction materials in many past civil
works projects, or the tendency sometimes to overlook the effects of variations
in the weather from year to year in estimating agricultural yields.
Other conclusions concern economic
results. For example, by the end of 1975
reports had been issued in the Bank on
about 170 completed development projects—more than 20 per cent of the total
number of projects completed with the
financial assistance of the Bank and the
International Development Association
(IDA) up to that time. Of these well
under 10 per cent seemed likely to yield less

than the minimum economic return of 10
per cent sought by the Bank (or an approximate qualitative equivalent in sectors
where returns cannot be soundly quantified). Some overall estimates of the average return on the more than US$10 billion
investment involved in all 170 projects
indicate a figure of around 15 per cent.
The Bank's participation
Findings as described above represent
only a part of the potential of ex post
evaluation. Here the analogy between ex
ante and ex post work may in fact be
more constraining than stimulating. For
insofar as a major objective of evaluation
is to learn from accumulated experience,
it is not so much projects completed that
should be the focus of analysis as decisions taken by the Bank in their regard.
Any combination of success and failure
between a project and the decision to
finance it is possible. Despite a correct
decision to undertake it, a project may
largely fail due to unforeseeable developments during implementation—for example, a decline in the market for its
output or a large increase in the price of
inputs. If the original analysis had been
done in terms of probability, it could be
that all possibilities were well considered
and very accurately weighed, but that the
combination of events which had only a
5 per cent probability of occurring did
actually take place. The exact opposite
happened with six of the projects (in agriculture, energy, and roads) on which
evaluation reports were circulated in 1975.
They seemed to show satisfactory returns,
but this was entirely due to the fact that
deficiencies in the forecasts for costs, crop
yields, and so on were offset by completely unexpected increases in the value
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of project output, brought about by
increases in the world prices of energy and
certain crops during recent years. From
the point of view of return, these projects
were successful. But, from a scientific
standpoint, the fact that the original decisions were not correct in their own terms
is more meaningful—especially when one
considers that additional increases in
prices of raw materials in general are not
very likely to occur in coming years.
The importance of decisions as the focal
point for evaluation, however, goes well
beyond this type of situation, for the
Bank's decision as to whether or not to
finance a project is only the final result
of many decisions on a smaller scale
regarding the composition of the project,
the kind of prior studies requested, institutional arrangements required of the
borrower, conditions of lending, and so
on. These decisions are, in turn, all linked
to decisions as to the quantity and quality
of effort to be devoted to a project by the
Bank itself, ranging nowadays from a
brief appraisal of a ready-made project
with a familiar borrower to virtual promotion from scratch, in a manner analogous
to the activities of some nineteenth century European development banks. The
Bank is, of course, responsible for allocating wisely not only the funds it lends,
but also the considerable funds it spends
to cover its own operation.
The key tests of effectiveness, efficiency, and economy thus apply equally
to the Bank's participation in a project.
The analysis has to compare the outcome
of the project with and without the
Bank's participation. In doing so, it is
assumed, which is usually the case, that
the project itself would have been carried
out sooner or later, in one way or another, even without the Bank.
Questions as to the role of just one of
the participants in a project—in this case
the Bank—are naturally difficult to answer. The overall balance sheet to date is
positive, with major contributions by the
Bank itself to many projects and a distribution of effort which seems to have
improved over time. Among the strengths
of the Bank as reflected in the projects
studied, one could point to useful reductions it has suggested in the scale of many
of them, and the stress it has placed on
financial prudence and good maintenance.
Among the Bank's relative weaknesses,
one might mention its frequent difficulties
in participating effectively at the level of
borrowers' institutional arrangements,
training, and staffing issues. The studies
have also indicated a need to somewhat
increase the effort devoted to assistance in
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preparing projects at their earliest stages,
and to divert a little of the staff effort
involved at the margin in perfecting operations with strong borrowers to further
work on more basic issues in the economically weaker countries.
Evaluation and action
A good study, properly focused on an
agency's field of action and recognizing
the limits of its power, may still fall flat
in the real world of heavy day-to-day
operational pressures. Perhaps a characteristic weakness of evaluation studies is
that they only add to the abundance of
perceptive and intelligent studies that

thorough comparative studies, selected
topics of broader importance. The purpose
of these studies is to reach conclusions
and make suggestions that are as specific
and concrete as possible, for improving
the Bank's policy—either in very general
areas like rural development or the role
of national investment banks in development, or on procedural questions such as
the Bank's participation in project preparation, the selection and use of consultant
engineers, or regulations governing the
procurement of goods and services with
loan funds.
The only difficulty with relying entirely
on the ex post project evaluation system
for drawing attention to cases and issues

",, . a key element in a monitoring system is
a clear initial statement ot the project targets
and ot their rationale,, ."
have had slight influence on action and
which already fill libraries on social and
economic development. It is also one of
the reasons that the Bank has placed
increasing emphasis on the preparation of
evaluation studies of their own activities
and operations by the departments and
staff directly responsible and also by the
Bank's borrowers. A lesson discovered by
oneself is more effective operationally
than a lesson—even a more profound or
a more specific one—imposed, so to'speak,
by a service specializing in evaluation. The
latter can, instead, help to maintain a
critical spirit by means of guidelines,
questions and discussions, review of draft
reports, and more thorough random
checks.
Whether or not self-evaluation produces open and constructive self-criticism
and results in objective and provocative
evaluations, depends above all on the
open-mindedness, courage, and selfconfidence of the institution, its management, and staff. The World Bank has
these qualities. But realization of the full
potential of this way of organizing project
evaluation work, started three years ago,
remains probably the principal challenge
to the Bank in this area.
The ex post project evaluation system
described, and now applied to all projects
completed with Bank-IDA assistance
shortly after the end of their construction/investment phase, serves many users
in many ways. But its principal use to the
evaluation service itself is to assist in its
main task of pursuing, by means of more

that need this more thorough treatment is
that the projects covered are approved for
Bank support under policies that are not
necessarily still current. It is an intrinsic
problem of evaluation to avoid an arid
historicism while retaining the objectivity
and independent viewpoint which are its
primary strengths. This is why, without
trying to turn itself into an Ombudsman
(in the Scandinavian style) who receives
and settles appeals from people who feel
they have been poorly treated by government, the evaluation service at the Bank
has always been interested in receiving
any complaints that clients may have, so
that they may be studied in detail and on
a comparative basis, as an additional way
of identifying possible improvements in
the Bank's policies. Thus, a good policy
review typically covers certain recent cases,
sometimes suggested by borrowers who
have ideas about how to simplify or improve the Bank's policy, and older cases,
where one can see more clearly the final
outcome of the policy adopted.
There are certain mechanisms for concentrating attention within the organization on the suggestions that emerge from
these reviews. While the Bank is too large
and multifaceted an organization for all
the sources of most new policy initiatives
to be pinpointed, it is clear that these reviews have produced the main identifiable
impact of the evaluation effort on changes
in Bank policy. Among the rather wide
range of matters to which they have contributed one could cite, for example, the
emphasis on strategies for development

finance companies, the concept of sector
lending, development of a more open
policy toward land reform, greater attention to utility tariff structures and to the
development impact of highways, new
policies for promoting the development of
domestic financial markets, or the use of
project start-up plans. Some time after
the completion of any such policy review,
the evaluation service has undertaken independent surveys of the effectiveness of
action taken by the Bank's management
on suggestions made. The first two reports of this kind were circulated to the
Executive Directors in 1975, covering
evaluations concluded in 1972 and discussing in detail the actions taken on each
of the 50 suggestions which had been
made.
Project monitoring
These surveys found the Bank's action
up to that time to be less than satisfactory
on only one suggestion, which concerned
the general introduction of project monitoring. This involves establishing at the
time of project appraisal very precise key
objectives, year by year, in the form of
indicators, and assuring a satisfactory
information system to furnish on a regular basis the current values of these indicators for comparison with the projected
values. Such an approach is, in fact, now
followed in more and more projects.
Later evaluation studies have underlined that a key element in a monitoring
system is a clear initial statement of the
project targets and of their rationale, so
that the actual results can be readily compared with them and the implications of
this comparison can be immediately perceived. The hope now is that the development and spread of the philosophy of
evaluation throughout the Bank will lead
to recognition of the need for greater
clarity at the appraisal stage concerning
the Bank's decisions and participation.
This means a clearer record of the assumptions and hypotheses underlying the
forecasts and decisions of the Bank; more
information on changes in a project introduced by the Bank and their acceptability
to the borrower; and more details on the
work put into the project by the Bank
staff. Clearer treatment at this stage of
the risks foreseen would also make feasible an excellent but hitherto unrealistic
suggestion, namely^ to carry out special
evaluations of projects which turned out
to be much more successful than had been
expected. Thus, appraisal now does have
something of principle to learn from
evaluation.
ED
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Special drawing rights:

a review of reconstitution, 1972-76
Nearly all Fund member countries participate in the special
drawing rights facility—of which reconstitution has become
an increasingly important feature. So far, nearly half the
Fund's member countries have been involved in over 350
reconstitution transactions totaling more than SDR 1 billion.
This article explains the technicalities of reconstitution and
reviews the first five years of its effective operation.
Robert Dunn and Robert Ley
Special drawing rights (SDRs) were created
to supplement international reserves. The
first amendment of the Fund's Articles of
Agreement in 1969 established the Special
Drawing Account and authorized the Fund
to allocate SDRs to member countries
that decided to participate. Over the following three years, 113 members became
participants. Allocations were made at the
beginning of 1970,1971, and 1972, totaling
SDR 9.3 billion (now equivalent to about
US$10.8 billion) to all participants according to their quotas in the Fund; the Republic of China opted not to receive SDRs. By
the end of 1976,121 of the 129 Fund members were participants in the Special Drawing Account, although some had received
no allocations of SDRs because they became participants after the last allocation
on January 1,1972.
Under the Articles of Agreement, participants may use SDRs in a variety of
ways—such as to obtain convertible currency to meet a balance of payments need,
or to reduce indebtedness to the Fund. But
they also accept an obligation that if they
use SDRs they must rebuild their SDR
holdings in accordance with the reconstitution rules adopted by the Fund. The
basic rule is that participants must maintain their average daily holdings of SDRs
at not less than 30 per cent of average
allocations over five-year periods ending
on the final day of successive calendar
quarters. Participants are also required to
pay due regard to the desirability of pursuing over time a balanced relationship
between their holdings of SDRs and other
reserve assets. When the proposed second

amendment to the Articles becomes effective, the reconstitution obligation will remain, although the rules may then be
amended, or even abrogated, by a majority
of 70 per cent of total voting power as
opposed to 85 per cent under the existing
Articles.
Reconstitution was an essential element
in the negotiated agreement that brought
about the establishment of the SDR facility
in 1969. It reflected a compromise between
those who wished to see the SDR as a
freely usable international reserve asset
and those who argued that it should be a
form of credit and therefore subject to repayment. Under the present rules, a participant may use all its SDRs, but if it does
so, it will eventually need to reconstitute its
holdings by acquiring an amount of SDRs
sufficient to increase its average daily holdings to the 30 per cent level. Acquisition of
SDRs by participants for reconstitution has
become an increasingly important aspect of
the Fund's financial activity; in 1976, there
were more than 100 reconstitution transactions totaling well over SDR 500 million.
The calculations
To maintain their average holdings at
the 30 per cent level, participants need to
reconstitute if they make net use of more
than 70 per cent of their allocations. In
order to establish whether this need arises
for any participant, the Fund makes calculations at the end of each month. The calculations cover 20 overlapping five-year
periods, extending from the one that is
almost over to the one that will end five
years hence. They take into account actual
daily SDR holdings and allocations up to

the present, and assume no further allocations and no further use of SDRs other
than the annual settlement of net charges
in the Special Drawing Account. (Net
charges are charges payable on average
allocations of SDRs, less interest earned,
at the same rate, on average daily SDR
holdings.)
If a participant's average daily holdings
are projected to be less than 30 per cent of
its average allocation for any of the 20
reconstitution periods, the calculations indicate the amount of SDRs it would need
to obtain to raise average daily holdings to
the required level. The calculated amounts
for each period are shown in two ways:
first, as a series of equal quarterly installments that will meet the requirement if
obtained on the fifteenth day of each calendar quarter remaining in the period;
and, secondly, as a single amount that will
achieve the same effect if acquired within
the next calendar month (see box). A participant may have needs relating to several
reconstitution periods, but the acquisition
of the largest of the single amounts will
meet the requirement for all the periods
covered by the calculations, provided no
further use of SDRs is made.
Once a participant has a need to reconstitute its holdings, the amount it needs to
acquire for this purpose will grow with
time. Any amount of SDRs acquired early
in a five-year period and held throughout
the remainder of that period will have a
greater effect on average daily holdings
than acquisition of the same amount at a
later date. It follows that for a later acquisition to have the same effect on average
holdings it must be larger in amount. As
the end of a five-year period approaches,
the amount needed for that period increases very rapidly; for example, if a
reconstitution need could be met by acquiring SDR 5 million two months before the
end of the period, the amount required
would increase to SDR 10 million when
only one month remained and would continue to double as the time remaining was
halved.
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When calculations were first made on
December 31, 1971, there were 16 participants with modest reconstitution needs.
Since then, both the number of participants
concerned and the amounts they needed to
acquire have grown substantially; by the
end of 1976, 45 participants had reconstitution needs totaling SDR 361 million.
This growth can be explained partly by
the absence of any further allocations of
SDKs since 1972, but mainly by the continued use of SDRs by many participants,
few of which have since acquired SDRs
except in reconstitution transactions. Table
1 shows that from 1970 to 1972, SDRs were
used most heavily in transactions to obtain
convertible currency from other participants "designated" by the Fund, and as a
substitute for gold or convertible currency
in making repurchases in the General
Account (that is, reducing indebtedness to
the Fund). More recently, SDRs have been
principally used in lieu of gold to pay
charges in the General Account, reflecting
both the rapid expansion in use of the
Fund's resources by many members and the
higher rates of charges. Another cause of
reconstitution needs in the last two years
has been the growth of net charges in the
Special Drawing Account, due to the
increased net use of SDRs and to the effect
of the higher rates of interest paid on the
SDR since mid-1974. Until July 1974 the
interest rate on the SDR was iVz per cent
per annum, but since then it has been
determined on the basis of a market-related
formula and has varied between 3x/2 and
5 per cent per annum.
Since it is the net use of SDRs which is
critical, some participants that have made
heavy use of SDRs have avoided recon-

An Illustration of reconstitution
calculations

A participant with an allocation of
SDR 10 million used SDR 9 million
on January 1, 1975. Thus, its average daily holdings are calculated to
be SDR 2,799,014 for the five-year
period ending December 31, 1978 (i.e.,
SDR 10 million x 365 days +
SDR I million X 1,461 days + 1,826
days). Average daily holdings must
therefore be raised by SDR 200,9S6 to
3,000,000 (i.e., 30 per cent of the average
allocation of SDR 10 million). Calculations as of May 31, 1977 would show:
(1) A Single amount to be acquired ori
the last day of the following month, calculated as follows:
200,986 X 1.826

550

= 667, 274

where 1,826 is the number of days in
the five-year period and 550 is the number of days remaining in the period over
which the participant must hold the
SDRs so acquired.
(2) A series of quarterly installments
over the six remaining quarters, calculated as follows:
200,986^1,826 _
1.838

199|6?4

where 1,838 represents the sum of the
number of days Over which successive
quarterly acquisitions must be held beginning with the fifteenth day of the
next calendar q u a r t e r : thus, the amount
acquired on J u l y 15, 1977 is held for 535
days, the amount acquired on October 15, 1977 is held for 443 days, and
SO f o r t h (535 + 443 + 351 + 261 +
170 +78 = 1,838).

stitution needs by acquiring SDRs in other
ways. For example, the potential reconstitution effects of several large repurchases
in SDRs by the United Kingdom were offset by its purchases of SDRs from the General Account and by its receipts of SDRs
from other participants in transactions unrelated to reconstitution. In addition, many
of the transactions by agreement between
participants have been offsetting over time,
especially those arising from intervention
in the foreign exchange markets under the
European "snake" arrangement. In transactions by agreement, SDRs have been used
exclusively by industrial countries. The
amounts transferred, although large in
absolute terms, have been small in comparison with those countries' allocations.
Thus, while these transactions totaled more
than SDR 2.6 billion up to the end of 1976,
only one of the participants using SDRs in
this way had developed a reconstitution
need.
For most participants, however, there
have been few opportunities to obtain
SDRs other than through reconstitution
transactions. One mechanism for rebuilding SDR holdings is the designation process, but many participants have never been
subject to designation to provide currency
in exchange for SDRs because they have
not been considered to have sufficiently
strong balance of payments and reserve
positions. In addition, many of the participants actually designated have received
only small amounts of SDRs. As a result,
the continued use of SDRs after the last
allocation in January 1972 has caused the
holdings of many participants to fall
toward or below the reconstitution level.
This trend is evident even if acquisitions

Table 1
Use of SDRs by participants
(In millions of SORs)

1973

1974

1975

1976

230.2

43.8

855.8

448.6
378.6

188.7

328.5

40.4

220.3
353.0

842.2

558.7

899.6

827.2

229.1

573.3

292.2
91.9

301.6
21.7

494.2
35.1

45.4
27.9

18.2
52.7

37.1
275.1

445.8
628.9

0.9

0.9

1.0

0.7

1.0

385.0

324.2

530.3

74.0

71.9

313.4

1 ,076.3

1.0

9.1

21.6

29.3

29.5

98.9

93.9

857.7

1,175.5

1,110.6

1,002.9

928.6

841.4

1 ,743.5

1970

Transfers to other participants
By designation
By agreement
Transfers to the Fund's
General Account
Repurchases
Charges
Assessment *
Net charges Total

1971

1972

291.2
180.5

362.2
480.0

471.7

1.2

1.6

1

These amounts represent reimbursement of the Fund's General Account for expenses incurred in the operation of the Special Drawing Account.
2
These amounts represent the totals of net charges (i.e., charges paid minus interest received) for participants pay ng net charges in the Special
Drawing Account, and are the source for net interest received by other participants and the General Account.
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for reconstitution are taken into account;
from 1972 to 1976 the number of participants holding less than 50 per cent of
their allocations of SDKs grew from 39 to
58 (see chart). Most industrial countries,

Distribution of SDR holdings

of the quarterly amount. Though several
participants have become subject to designation in this way, none has actually been
designated since all have voluntarily acquired SDRs when informed of the position by the Fund.
Most participants acquiring SDRs voluntarily prefer to obtain the single amount
that meets their needs for all periods included in the latest calculations. Less than
10 per cent of acquisitions in 1976 took the
form of quarterly installments. At first
sight, it may appear that acquiring the single amount is advantageous because it is
usually about half the sum of the quarterly
installments. In fact, there is no comparative advantage, provided the yield differentials between the SDR and alternative
reserve assets remain constant. Since the
effect on average daily balances of holding
any amount of SDRs over a certain period
of time is identical to the effect of holding
twice that amount for half the time, the
cost of doing so must be similarly identical.
More than 50 participants have acquired
SDRs for reconstitution and many have
done so frequently; 11 participants have
acquired SDRs on 10 or more occasions.
These examples have not been limited to
those participants that have made acquisiRobert Dunn

however, remain among the diminishing
number of participants with holdings close
to, or above, their allocations.
Acquisitions for reconstitution
Participants enjoy broad discretion regarding the acquisition of SDRs for reconstitution. They may acquire a small amount
early in a reconstitution period or a larger
amount later in the same period. They may
make occasional acquisitions of some size,
or smaller acquisitions more frequently.
But acquisition cannot be delayed indefinitely. Participants that enter the final
quarter of a reconstitution period are expected, under procedures endorsed by the
Fund's Executive Directors, to take early
action to acquire the amounts of SDRs
needed to meet the requirement for that
period. Generally, only a few participants
have been in this position at the beginning
of each calendar quarter and most have
acquired sufficient SDRs early in the quarter. In addition, when the calculated quarterly amount exceeds 10 per cent of its
allocation, a participant becomes subject
to designation, normally on a priority basis,
to provide currency for SDRs to the extent

a U.K. citizen,
is in the Special
Drawing Rights Division of the Fund. A
graduate of the London
School of Economics
(U.K.), he joined the
Treasurer's Department of the Fund in 1970
after several years in the Research and
Foreign Exchange Departments of the Bank
of Canada.
Robert Ley

an Australian national,
is also in the fund's
Special Drawing Rights
Division. After graduating from the University of Melbourne
(Australia), he served as Technical Assistant
to the Australian Executive Director in the
fund from 1970—72. He is presently on leave
from the Australian Treasury.

tions by quarterly installments. More
often, repeated acquisitions have been
made because, after obtaining enough
SDRs to meet their reconstitution needs in
full, participants have used SDRs—mainly
to pay charges—and thereby cause their
average holdings to fall again below the
required level.
Until recently, the maximum amount of
SDRs that could be acquired in any month
in a reconstitution transaction was the
largest of the single amounts shown by the
calculations at the end of the preceding
month, less any amount of SDRs acquired
during the month in any other kind of
transaction. Thus, participants that used
SDRs to pay charges in the same month as
they acquired the maximum amount found
themselves with another reconstitution
need at the end of that month because the
calculations assumed no use of SDRs following the date on which they were made.
To avoid this, the maximum amount was
increased by a decision of the Executive
Board in August 1976, to include the total
amount of any charges to be paid to the
General Account and any repurchase obligations in SDRs to be discharged by the
participant prior to the next calculations.
Sources and financing
Participants can acquire SDRs for reconstitution from the Fund's General Account
or in a transaction by agreement with
another participant. Until October 1976,
however, all such acquisitions were made
from the General Account. These transactions were of two types: about three
fourths of the total amount was acquired
with convertible currency acceptable to the
Fund, while the balance was obtained as
part of drawings from the Fund. Some participants might have found it difficult to
finance their acquisitions if they had been
unable to draw on the Fund.
In August 1976, the Executive Board
adopted another decision relating to SDR
transactions. Under this decision, the user
or transferor of SDRs in a bilateral transaction by agreement between participants
is now exempt from the requirement that
it have a balance of payments need to use
SDRs. The decision allows transactions
between participants, without the requirement of need, for the purpose of reconstituting the recipient's holdings of SDRs
or to bring the SDR holdings of both
participants closer to their respective allocations. This has provided the first opportunity for the use of SDRs by participants
with strong balance of payments and reserve positions and large holdings of
SDRs in relation to their allocations. It
has also provided a vehicle for partici-
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Table 2
Summary of acquisitions to promote reconstitution
(In millions of SDRs)
From the Funds General Account
Tola
number of
acquisit ons
(1)

1972
1973
1974
1975
1976

1

In exchange
for convertible
currency
(2)

As part of
drawings
(3)

From other
participants
in exchange1
for currency
(4)

Total
amounts
acquired
(5)

35
69
65
87
121

39.3
140.0
91.6
124.4
442.7

64.2
38.0
28.4
65.8
71.7

0
0
0
0
51.3

103.5
178.0
120.0
190.2
565.7

377

838.0

268.1

51.3

1,157.4

Includes transactions to Dring holdings closer to net cumulative allocations.

pants with low holdings of SDRs to build
up their holdings so they can meet future
obligations in SDRs without giving rise
to a reconstitution need. Early indications
are that participants with a need to reconstitute their SDR holdings find acquisition

in a bilateral transaction to be an attractive alternative to acquisition from the
General Account. During the last three
months of 1976, transactions under the
new decision exceeded SDR 50 million (see
Table 2).

Use of Fund resources and stand-by arrangements
continued from page 21
position of export taxes on certain primary
commodities with short-run inelastic supplies, in order to absorb part of the windfall
profits where the members' taxation systems cannot. Sometimes exchange rate
policies have involved periodic adjustments
to attain a realistic exchange rate. At other
times, the establishment of a realistic exchange rate has been approached by making use of fluctuating exchange rates. Before the general acceptance of managed
floating, the use of fluctuating rates was
considered a temporary device before realistic fixed rates could be determined.
In order to facilitate effective implementation of a program, key policy variables
are identified and specified (as instruments
or targets), where possible, in quantitative
terms. In this regard, variables connected
with expansion of credit by the central
bank or the banking system, the budget,
foreign reserves or foreign debt have been
capable of being expressed in precise quantitative terms.
Of the various ways in which an excessive expansion of demand may be curbed,
quantitative credit limitations have been
the most useful. Control of demand has
therefore been exercised mainly through
the establishment of ceilings on the expansion of the domestic assets of the central
bank and/or the banking system as a
whole. When budget deficits have been the
primary reason for monetary instability, a
separate ceiling on the extension of credit
to the government has been set.

To keep the deficit of the public sector
within limits compatible with the monetary
objectives, fiscal operations have been reviewed with the possibility of augmenting
budgetary resources, reducing the growth
of current expenditures, and/or strengthening the financial position of public enterprises.
Some countries have included in their

When the proposed second amendment
to the Fund's Articles of Agreement becomes effective, the rules for reconstitution
may be reviewed at any time. The rules
may then be changed, or even abrogated,
by a majority of 70 per cent of the voting
power of the Executive Directors. Assuming the 30 per cent requirement is maintained, the need to acquire SDRs will continue to arise for a large and possibly
lengthening list of member countries. This
would mainly reflect the continued use of
SDRs to pay charges on members' indebtedness to the Fund which is unlikely to
decline in the near future from its present
high level. Participants acquiring SDRs to
meet reconstitution needs may increasingly
prefer to do so in transactions by agreement with other participants rather than
with the Fund's General Account since
the proposed second amendment will provide maximum scope for transactions between participants.
HD

programs specific action with regard to
wages and prices. Specific pricing policies
have been included to adjust prices to
realistic levels, mainly in public enterprises. This has also often meant elimination of price controls. Wage policies have
varied depending on the ability of the authorities to influence directly the movement
in the general level of wages which in turn
has depended upon the institutional framework and the nature of the cooperation of
the government and the labor unions. HD

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):
Name
Address
City
Country

Postal code

Place in envelope,
stamp, and mail to:
Finance & Development
International Monetary Fund Bldg.
Washington, D.C., 20431, U.S.A.

35

©International Monetary Fund. Not for Redistribution

Summary of transactions,
January 1 - December 31, 1976

HSJjTTjH

(In millions of SDRs)

KH
I
n
n
i

(In millions of SDRs)

Total purchases

7,009.9

Gold tranche purchases
Credit tranche purchases
Extended facility purchases
Compensatory financing
purchases
Oil facility purchases

990.8
1,517.2
2,268.5
90.0
2,143.4

Total repurchases

1,272.0

Net drawings

Fund data continued from page 3

December 31, 1974

5,626.6

December 31, 1975

9,386.4

December 31, 1976

15,023.7

Selected data as at December 31 , 1976
(In m illions of SDRs}

Gold Account
Bars

5,233.0

SDRs in General Account

659.5

Stand-by arrangements

Amount

Drawings under the compensatory
financing facility, 1976

Amount

Undrawn

agreed

purchased

balance

Argentina
Burundi
Costa Rica
Guyana
Haiti
Israel
Liberia
Nepal
South Africa
Uruguay
Zaire
Zambia

260.00
6.50
11.60
7.25
6.88
29.25
5.00
4.50
152.00
25.00
40.96
62.00

159.50

100.50
6.50
11.60

Subtotal

610.94

382.71

Argentina

110.00

Australia
Bangladesh
Cameroon

332.50
20.00

Central African Empire

5.10

Chad

6.50

Chile
Cyprus
Dominican Republic

79.00
13.00
21.50

Egypt
Greece
Guyana

94.00
58.00
10.00

Iceland

11.50

Israel

65.00

Ivory Coast

26.00

Jamaica

26.50

Kenya
Korea
Lao People's Democratic
Republic
Malaysia

24.00
40.00
3.25
93.00

Mauritania

6.50

Mexico
Morocco
New Zealand
Pakistan

185.00
56.50
101.00
72.50

Panama
—
—

7.25
—

12.00
—

4.50
1 50.00'
—

40.96
8.50

—

6.88
17.25
5.00
—

77.00
25.00
c.

53.50
303.23

Extended arrangements
Kenya
Philippines
Total

50. 102
90.003

751.04

— indicates zero.
'Includes augmentation by repurchase equivalent to SDR 75 million.
2
Second phase of a three-year arrangement totaling SDR 67.20 million.
3
First phase of a three-year arrangement totaling SDR 217.00 million.

7.70
90.00

42.40

480.41

345.63

—

17.50

18.00

Papua NewGuinea

1000

Peru
Philippines

61.50
77.50

Portugal
Romania

58.50
95.00

Sierra Leone
South Africa

12.50
160.00

Sri Lanka

15.80

Sudan
Tanzania
Thailand

21.00

26.70
67.00

7.50

Togo
Turkey
Uganda

37.75
20.00

Uruguay

25.90

Western Samoa
Zaire
Zambia
Total
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0.50
56.50

19.00
2,268.50

Bank
activity
continued from page 5

for a national educational materials and
services center, a national teacher training
complex and five regional teacher training
institutes.
The project is expected to be completed
by 1980 at a cost of $11.48 million. The
IDA credit to Afghanistan will be for a 50year term including 10 years of grace. It
will be interest free but will carry a service
charge of 3/4 of 1 per cent per annum to
cover IDA's administrative costs.

Paraguay project will
improve rural education
The World Bank and IDA are lending
$12 million to Paraguay for a project that
will extend and improve educational opportunities in rural areas of the country.
The project, which will have a total cost
of $17.38 million, will assist the Government in the implementation of its education programs and policies through the
establishment of community learning centers and primary schools.
The Bank will give a $8 million loan for a
term of 17 years, including 31/2 years of
grace at 8.7 per cent interest per annum.
IDA will finance a $4 million credit on its
standard terms of 50 years, with a 10-year
initial grace period and no interest charge.
The project includes the establishment
of 83 rural community learning centers;
completion of construction of 77 primary
schools; buildings and equipment for
workshops and laboratories for five lower
secondary schools; in-service training for
about 2,700 teachers, directors, and supervisors; printing of about 300,000 textbooks; and technical assistance.
It is expected that about 46,000 children,
or 20 per cent of the 7-12 age group in the
rural areas, will benefit from the provision
of rural community learning centers and
associated rural primary schools. About
2,000 rural teachers, equivalent to 90 per
cent of the total of unqualified teachers,
will receive upgrading courses.
In addition, about 8,000 secondary
school students (10 per cent of national
enrollment) and 250 directors, teachers
and supervisors will also benefit from this
project.

World Bank loans approved during second quarter of fiscal 1977
(Ended December 31. 1976)

Country

a

Purpose

Amount
{In millions of U.S. dollars)

Brazil
Chile (2)
Colombia (2)
Congo
Cyprus
Ecuador
Greece
Honduras (2)
India
Indonesia (2)
Ivory Coast (2)
Korea
Mauritius
Papua New Guinea
Paraguay
Peru
Philippines
Portugal
Tanzania
Tunisia (2)
Zambia

Power
Livestock, power
Agricultural credit, rural development
Education
Highway
Development finance company
Sewerage
Highway
Urban development
Port, urban development
Urban development
Development finance company
Port
Agricultural development
Education
Development finance company
Highways
Highways
Water supply
Agricultural credit, power
Education

Total

b

f

82.0
60.0
116.0
8.0 b
10.0
25.0
36.0
35.0 c
25.0
84.5
44.0 d
82.5
3.6 e
12.0
8.0 f
35.0
95.0
24.0
15.0
26.5
13.3
840.4

Figures in parentheses are number of loans approved for respective country.
With a $0.5 million supplementary IDA credit.
Including a $7 million Third Window loan.
Including a $14 million Third Window loan.
Third Window loan.
With a $4 million IDA credit.
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Global indicators
1973

1974

197i

Estimate

T978
Forecast

Population
Developed countries
Developing countries
Higher-income (over S375)1
Middle-income ($200~$375)'
Lower-income (under $200)'
All developing, excluding oil producing
Oil producing
Centrally planned countries
Total

number (millions)
growth rate (%)

677
0.8

682
0.8

688
0.8

704
0.8

number (millions)
growth rate (%)
number (millions)
growth rate (%)
number (millions)
growth rate (%)
number (millions)
growth rate {%}
number (millions)
growth rates (%)

390
2.4
293
2.5
979
2.4
1,665
2.4
283
2.5

399
2.4
304
2.7
1,003
2.5
1,706
2.5
290
2.8

409
2.4
312
2.7
1,027
2.4
1,748
2.5
298
2.8

439
2.4
338
2.7
1,105
2.5
1,882
2.5
323
2.8

number (millions)
growth rate (%)

1,197
1.5

1,215
1.5

1,233
1.5

1,289
1.5

number (millions)
growth rate (%)

3,822
1.9

3,893
1.9

3,967
1.9

4,198
1.9

amount (US$)
growth rate (%)

3,192
5.3

3,155
-1.2

3,095
-1.9

3,535
4.5

amount (US$)
growth rate (%)
amount (US$)
growth rate (%)
amount (US$)
growth rate (%)
amount (US$)
growth rate (%)
amount (US$)
growth rate (%)

651
5,0
247
2.9
92
2.2
250
4.2
230
9,0

677
4.0
257
4.0
91
-1.1
257
2.8
245
6.5

670
-1.1
253
-1.6
91
0.0
255
-1.0
245
0.0

715
2.2
275
2.8
92
0.4
270
1.9
290
5.8

amount (US$)
growth rate (%)

546
6.4

570
4,4

595
4.4

676
4.4

amount (US$)
growth rate (%)

862
4.7

862
0.0

852
-1.2

944
35

GNP per capita (at average 1967-69
prices and exchange rates)
Developed countries
Developing countries
Higher-Income (over $375)1
Middle-income ($200-$375)1
Lower- income (under $200)'
• AH developing, excluding oil producing
Oil producing
Centrally planned countries
Total

SourceiWorWBsnk. United Nations publicationsare an important source of data for this table. For this reason, the standard U.N. classification of countries into developed and developing
market economies (here shortened to simply developed and developing countries) and centrally planned economies is used. Use of this classification system, which follows, implies no
Judgment on the part of the World Bank as to the relative level of development of individual countries in these broad groupings, or on their economic structure and policies.
Developed countries: coverage includes the OECD countries (excluding Spain, Greece, and Turkey) plus Australia, New Zealand, and South Africa. Developing countries: coverage
includaa market economies except the developed economies above mentioned plua Yugoslavia and Cuba. The countries Included in the oil-producing group are Algeria, Ecuador, Gabon,
Indonesia, Iran, Iraq, Kuwait, Libyan Arab Republic, Nigeria, Qatar, Saudi Arabia, Untted Arab Emirates, and Venezuela. All others are grouped according to per capita income of 1972.
Centrally planned countries: coverage includes all countries with centrally planned economies, excluding Cuba and Yugoslavia.
'Per capita, per annum.
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Prices and price forecasts
for selected commodities
(Price indices, 1967-69=100)

Indicator

Monthly data

Forecast

1976

1977

1980

Aug.

Sept.

Oct.

257
236

263
234

275
242

240
231

298
292

172

168

160

184

256

229

230

236

223

285

213
123
228
207
391
314
147
141
143
225

197
134
226
168
403
353
155
140
158
239

175
136
209
166
440
379
154
128
159
232

240
151
236
247
290
302
141
157
145
208

337
245
306
414
311
225
155
242
215
266

289
101
185
280

283
101
182
282

289
101
192
300

259
112
193
288

289
170
264
408

885
—

885
—
114
175
241
190
260
185

885
—
100
175
241
183
234
185

—
—

—
—
207
284
308
271
431
220

Prices
Export price of primary producers
Food and beverages
Agricultural raw materials
Metals and minerals
(excluding petroleum)
34 selected commodities
(excluding petroleum)
Selected commodity prices
Food
Wheat
Rice
Maize
Sugar
Coffee
Cocoa
Tea

Beef
Copra
Palm oil
Non-food
Cotton
Jute
Rubber
Logs
Metals and minerals
Petroleum
Coal
Copper
Iron ore
Tin

Lead
Zinc
Aluminum

120
175
245
190
271
182

138
202
247
196
306
197

Source: World Bank. Forecast prices represent likely trends in prices for the commodities concerned, essentially
ignoring probable short-term fluctuations. The principal assumptions underlying the forecasts include: projected rates
of growth for the developed countries at 5.2 per cent per annum in 1976-80; a projected rate of international inflation
(taking 1974=100. projected price levels in 1977 and 1980 are respectively, 132.2 and 164.2); that there will be no
change in exchange rates except insofar as they compensate for differential rates of inflation; and, an expectation that
the existing marketing arrangement will not be radically altered.
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Book
notices

The central bankers
Coombs, Charles A., The Arena of International Finance, New York, N.Y., U.S.A.,
John Wiley & Sons, 1976, xvii + 243 pp.,
$25.90.
Davis, Steven I., The Euro-Bank: Its
Origins, Management and Outlook, New
York, N.Y., U.S.A., John Wiley & Sons,
1976, 125 pp., $15.95.
Mr. Coombs "happened," as he modestly
writes, to have been "thrust" into the thick
of most of the international financial crises
that took place from 1961 until 1975, as
the Vice President of the Federal Reserve
Bank of New York responsible for its
activities in the gold and foreign exchange
markets. The highlights of his experiences
are clearly and effectively described in this
book, which gives a frank, and brilliantly
sharp, picture of the political economy of
central banking over a recent and exciting
period. How frank? This is difficult for any
reviewer to assess, since the omissions
are even more startling than the vignettes
included here. Everything that Mr. Coombs
has recorded is, it may be assumed, true as
well as precise, but the choice of items to
leave out may reflect the strength of a
banker's continuing discretion.
What is this "arena" like? There is an
international market for currencies. In it
"traders are exposed to all the political and
economic winds that blow..." since the
market responds easily to the "chattering
stimulus of news ticker reports." It is
moreover "characterized by sudden shifts
of sentiment" and is "highly vulnerable to
wholesale gambling." It is inherently unstable. But there are silver linings to these
clouds. First, in the long run, in some
mysterious way, the judgment of the
foreign exchange operators is to be respected. Secondly, central banks can

intervene in the markets to good effect, so
protecting the market against itself. The
reader has to accept these two propositions on the basis of a number
of historical incidents recorded by
Mr. Coombs.
Are the central bankers of the world
wise enough to know how to "intervene"
constructively? Mr. Coombs' view would
seem to be that they are. The monthly
meetings of the world's leading central
bankers, mostly governors of banks (at
Sunday dinners in Basle especially), which
constitute an "inner sanctum" from which
lesser offficials are excluded, gave
Mr. Coombs "priceless access to their
private thinking." He found it to be "deeply
satisfying" to deal with fellow professionals, between whom, he noted, understanding of professional matters went
along with personal friendship that
flowered in the stress of shared
responsibilities.
What happened in the 1960s seems to
have been that the international meetings
of the pre-World War II era were replaced,
thanks to the air travel industry, by much
closer and more regular liaison between
the leading central banks of the world.
The policy to be followed was another
question. There is something ironical in all
narratives of monetary history. In the
1960s policy was determined by U.S.
President Kennedy's pledge to keep the
dollar price of gold unchanged. The task of
the central bankers therefore became
how, technically, to cooperate to this end.
In a later decade the U.S. objective seemed
to be to prevent the dollar price of gold from
remaining fixed.
President Kennedy's assassination
rocked the financial markets, among other
things. European cooperation to defend
the dollar was sought, and obtained.
The role played by Mr. Coombs personally
in that brief crisis is well recorded. He had
problems in regard to Treasury clearance
of his various initiatives, but any uncertainties in this matter were resolved
with President Johnson's accession.
In this period the defense of sterling
perennially required a central banker's
attention. At first, history seemed to
require the defense of sterling at a high
rate ($2.80 to the British pound), since
this was Harold Wilson's policy in 1964,
one which was welcomed by "world
opinion" at the time. But the speculative
run on the pound put not merely that
currency, but the whole structure of world
financial cooperation, under Bretton
Woods principles, into jeopardy.
Perhaps no more detailed incidents need
be mentioned to establish the point that,
under the Bretton Woods system, currency

crises of one kind or another cropped up
very frequently. Seen from the central
banker's point of view, central banks, at
least at the top level, provide an oasis (in
Basle) of rationality and good intentions,
and of international understanding, integrity, and generosity, that could solve or
patch up quarrels and problems arising
from economic ills that were not of their
making. Whole economies got out of phase
with each other, either because of conflicting economic or class interests, to
which Mr. Coombs does not give much
mention, or because of ill-designed
governmental policies or slogans, to
which he does.
He skillfully attacks, for example, the
role in all this of U.S. President Nixon's
doctrine of "benign neglect." He clearly
believes in the virtue of central bank
manipulation of exchanges directed at the
smoothing out of harmful fluctuations in
currency relativities. He mentions the
International Monetary Fund in passing in
regard to some of its activities, and
Mr. Pierre-Paul Schweitzer as well, but
essentially his book describes international finance as the province of central
bankers.
Mr. Steven Davis sees international
finance from an entirely different angle. He
sketches the origins of European international banking to its early beginnings inthe
sixteenth century, and through its build-up
in the nineteenth. He thus sees the recent
rise in international financial institutions
in Europe in terms of a long historical
perspective—as a "response," in Toynbeean terms, to the "challenge" of a period
of massive growth in international trade
and investment. This surged upward in the
1950s and 1960s, unpredicted and institutionally unprovided for. The new generation of banks, many of American origin, or
supported by resources from America,
settled largely in London and in British
overseas possessions, and also in Luxembourg and other continental centers. Their
business was built around the new phenomena of Eurocurrencies. Their commercial
aims were manifold (Mr. Davis lists 13).
Their future depends upon the Euromarkets themselves, and upon the attitudes to them of the banks' own
stockholders.
Ian Bowen

A framework elaborated
McKinnon, Ronald I. (editor), Money and
Finance in Economic Growth and Development, Essays in Honor of Edward S.
Shaw, New York, N.Y., U.S.A., Marcel
Dekker, Inc., 1976, x + 339 pp., $29.50.

40

©International Monetary Fund. Not for Redistribution

The essays contained in this book are the
product of a conference held in April 1974
in honor of Edward S. Shaw, upon his
retirement from active academic life at
the Department of Economics of Stanford
University. The conference was attended
by a number of invited contributors and
discussants, all of whom were Shaw's
students in the extended sense of the
word. The book—whose editor, Ronald I.
McKinnon, is himself an outstanding contributor in this field—marks another important step forward in the development of
the theory of money and finance and its
integration with general macroeconomic
theory. The essays are mainly addressed to
developing countries but also cover some
problems of the more developed or of both.
Being firmly rooted in Shaw's theory and
policy, the book carries on the ShawMcKinnon tradition of being realistic and
useful. Particularly interesting are its
many elaborations and clarifications of the
Shaw-McKinnon analytical framework,
which, briefly, approximates a sophisticated form of monetarism in its practical
conclusions but has a distinctly analytical
background. In effect, stabilization of
monetary aggregates is viewed as the
pillar of economic stability, and low inflation is associated with a small expansion of the money supply. But this
approach, more than that of the monetarists, emphasizes the importance of
freeing interest rates on financial assets
from any administrative and other obstacles, and of maintaining positive real
interest rates on those assets because of
the complementarity between money and
capital in the short and long run.
The task of explaining the organization
of its 12 substantive chapters in four parts
and of discussing their various merits is
accomplished for us by McKinnon in the
introduction. This review focuses on
matters which I consider to be of special
relevance for improving the ShawMcKinnon earlier work. In Part I, which
contains three chapters extending the
long-run theory, L. Spellman first endogenizes the savings ratio in a growth
model and then assesses the effect of
interest rate policy in the model; R. Vogel
and S. Buser analyze and assess empirically the McKinnon - complementarity
hypothesis; and McKinnon himself clarifies the issue of the lag between interest
rate changes and financial growth and
capital accumulation. Of the three critical
essays of Shaw's theory in Part II, the one
by N. Leff on the "group" principle, or
the financial role played by powerful
groups of firms in less developed countries
is especially deserving of further consideration. The essay by B. Kapur in Part III,

on the short-run theory, clarifies substantially the crucial role of interest rate
policy in stabilization programs. In Part IV,
on international financial issues, the two
chapters by A. Laffer and M. Porter present
their "global" monetarist views on the
endogenous character of the money supply in open economies, while the chapter
by R. Stillson poses an interesting fiscal
problem in inflation control when a
government receives a high proportion of
tax revenues or other budgetary support
from abroad.
Almost all the essays in this book are
worth reading by professionals interested
in the field of money and finance as well as
by general macroeconomists. Those already acquainted with the recent works of
Shaw and McKinnon will find few surprises, but a good deal of improvement
over their previous contributions. In
particular, I would like to single out its
thorough coverage of international finance
and the issue of the endogenous nature of
the money supply in open economies. This
comes to fill an important gap in the earlier
work by Shaw, who frequently assumed
with domestic monetarists that money
was a controllable variable.
Vicente Galbis

Making Keynes more rigorous
Barro, Robert J., and Herschel I.
Grossman, Money, Employment, and
Inflation, New York, N.Y., U.S.A., Cambridge University Press, 1976, xii + 264 pp.,
$13.95.
Macroeconomics continues to be characterized by two different approaches. Economists in the Keynesian tradition proceed
from the observation that markets do not
always clear to advocate an activist role for
the government in the pursuit of economic
stability. "Classical" economists reject the
Keynesian premise as theoretically ad hoc;
moreover, they contend that the relevant
policy model is one in which markets do
clear, although they acknowledge that
imperfect information may cause departures from the true equilibrium. Furthermore, they view government intervention
as counterproductive, in that it is executed
ineffectually and introduces an additional
important element of uncertainty into the
system. Barro and Grossman are Keynesians, and Money. Employment, and Inflation, a textbook on macroeconomic
theory, represents an attempt to make the
Keynesian position more analytically
rigorous.
This work is an elaboration of their

article, "A General Disequilibrium Model
of Income and Employment," published in
The American Economic Review in 1971.
In that paper the authors addressed a
central flaw of classical macroeconomics,
namely, that the postulated inverse relation between the demand for labor and the
real wage is not observed cyclically.
Embracing, instead, the Keynesian tenet
that commodity markets do not necessarily
clear, they follow Patinkin in deducing that
firms do not hire labor according to the
value of its marginal product schedule if
they cannot sell their desired output. (In
classical terms, the sales constraint imparts a kink to the desired demand-forlabor curve.) The addition of Glower's
contribution, which was to derive the
Keynesian consumption function from
utility maximization under conditions of
excess supply in the labor market, completes their model.
With flexible real wages and money
prices, this system would always proceed
to general equilibrium in labor and commodity markets in response to a disturbance, as dictated by the classical
framework. In the absence of this flexibility, however, neither market may clear,
with the disequilibrium in one market
reverberating into the other. Hence, the
Barro-Grossman model contains the
essence of the Keynesian multiplier: an
increase in aggregate demand directly
affects output, and, by relaxing the sales
constraint that firms face, increases the
demand for labor, which, in turn, increases
employment, income, and the demand for
commodities, in an iterative process.
Nevertheless, it should be emphasized, as
the authors readily concede, that the
posited inflexibility in prices is not derived
from maximizing behavior, but is rather
imposed on the model.
The book extends the basic analysis in
several directions. The most interesting
perhaps is the derivation of a Phillips curve
based on partial adjustments of wages to
excess supplies and demands in different
labor markets, rather than the searchtheory explanation popularized by Friedman and Phelps. The latter approach is
criticized for being in conflict with the
cyclical evidence on quits and layoffs.
Nevertheless, the long-run Phillips curve
derived thereby manifests the same vertical property as that based on search
theory. Other topics include a treatment of
investment behavior and aggregate demand under conditions of excess supply as
well as a general analysis of household
and firm behavior in an inflationary setting. In keeping with the subject matter,
the emphasis is on dynamics and the
treatment mathematical.
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As a contribution to macroeconomics,
the book offers little beyond what was
contained in the original article. However,
as a textbook, it may be of value to
advanced graduate students interested
in mastering theoretical modeling
techniques.
Joanne Salop
Largest migration ever
Wilsher, Peter, and Rosemary Righter,
The Exploding Cities, New York, N.Y.,
U.S.A., Quadrangle/The New York Times
Book Co., 1975, 238 pp., $8.95.

As far as the developing world is
concerned, however, isn't it time that we
accepted the fact that the largest migration
in history—the migration from the rural to
the urban areas—is taking place at the
present time?
This should not be thought of as something leading us into urban darkness, but
should be regarded as one of the great
milestones of history, and rank alongside
the era when man ceased to "follow the
pasture" and settled on the land. Instead of
treating the newly arrived migrant as a
liability, we should endeavor to set up an
institutional framework that welcomes
him and converts him into an urban taxpaying asset as speedily as possible.
The point is that we cannot run away
from "people" and think that if only "they"
lived in caves, or in the bush, the urban
problem would go away; it will not go
away!
It is up to us to charter a response by
developing rural areas; choosing and developing growth poles, such as market and
intermediate-sized towns; and letting the
metropolitan areas reflect the needs and
character of the nation concerned.
In all three cases there is no reason why
man should not live in a rural or urban
village, and be comfortable in the familiarity of his surroundings; it is in this
concept that we may find some of the
solutions to the physical fabric of ourcities
which command so much of our attention.
In the final analysis, therefore, it must be
concluded that this book is offering us
more of the same thing. It does not take the
urban story much further than the point
Charles Abrams and Otto Koenigsberger
reached in the early 1960s, and Abrams'
book, Man's Struggle for Shelter in an
Urbanizing World, must still rank as the
classic. It is time that a book describing
operational experience, based on case
studies, was written, and hopefully it will
not be too long before one is published.

A cursory glance at this book could easily
give the impression that it is both superficial and pretentious. In fact, it is neither.
But there are aspects that detract from the
seriousness of what it is saying, starting
with the monstrous design on the cover,
and including the opening chapters, which
catalog doom without offering any constructive solution. And the discussion on
the primacy of urban cities neglects to
mention Bangkok, which must surely be
one of the largest urban centers of all.
Despite the foregoing, however, the
book is a powerful statement on the state
of human settlements, with a strong
emphasis on the Third World. It covers a
wide range of cities from New York to
Shanghai and from Lima to Tokyo; to its
great credit it is primarily focused on
people. It is most refreshing to find a book
that is so perceptive about economic and
social issues, and this book does justice to
both aspects. It leaves us in no doubt about
the complexity of the problem, and compels the reader to contemplate the
potential time bomb on which we all sit.
The book gathers momentum and poignancy in its later chapters—the chapter
entitled "Jobs for Idle Hands" is particularly interesting. It argues well for a large
labor-intensive housing program, describDavid Cook
ing this as a "promising approach for many
nations to follow in their efforts to create
jobs," and correctly points out that "govA call for accommodation
ernments and their advisors almost everywhere habitually underestimate the economic importance and potential of the Kebschull, D., K.W. Menck, and W. Kiinne,
housing sector."
Das integrierte Rohstoffprogramm.
The book also looks at the Chinese and Prufung entwicklungspolitischer AnRussian efforts to cope with the urban satze im Rohstoffvorschlag der UNCphenomenon, and concludes in the case of TAD (Approaches to Development Policy
China that despite considerable achieve- in UNCTAD's Raw Materials Proposal),
ments by the Government in controlling Hamburg, Federal Republic of Germany,
their rapidly growing urban environments, Verlag Weltarchiv, 1976, 350 pp.
"they are not about to patent the model
society." For the U.S.S.R. the chapter UNCTAD's ideas on the subject of comheading speaks for itself, "Smog Over modity policy—generally known as the
Corea Plan—have met with massive critiMagnitogorsk."

cism in the industrial countries. At the
request of the Government of the Federal
Republic of Germany, the three authors of
this book (from the HWWA Institute for
Economic Research in Hamburg) examined different avenues for negotiation to
determine which would be the most
meaningful and financially feasible from
the point of view of development policy.
It is in the sphere of trade policy that the
authors see most hope for accommodating
the wishes of the Third World. The many
opportunities for action here are also
compatible with the principles of the social
market economy, which are particularly
strongly advocated in the Federal Republic
of Germany. The authors reject only the
measures for indexing commodity prices
and for establishing a world-wide system
for the purchase and supply of commodities, which they regard as leaning too
strongly toward a planned economy.
In their view, the Federal Republic of
Germany and other western industrial countries should unhesitatingly support
increased processing of raw materials in
producer countries. However, since this would not be possible without the greater
involvement of private enterprise from
Third World industrial countries, both the
industrialized and the developing countries ought not to question the rules of
international law. The idea of nationalization under domestic law, as postulated
in the proposals for establishing a new
world economic order, is considered unacceptable by the authors.
The elimination of all existing trade
barriers is supported in the study, as is the
setting up of a comprehensive system for
the stabilization of export revenues. In the
authors' view, such a system should be
given clear priority within the integrated
program, if only because it does not affect
administrative arrangements. The system
should be financed by contributions from
industrial and advanced developing
countries.
Buffer stock arrangements can be advocated only conditionally. Among the
storable products, coffee and natural rubber should be considered first, in the"
authors' opinion. Furthermore, disturbances such as occurred in the case of the
tin buffer stock due to the buying and
selling policy of the United States should
be avoided. It would probably make sense for the Federal Republic of Germany to.
contribute to financing the tin buffer stock,
if only in order to assure supply.
The establishment of a common fund
prior to the conclusion of individual agreements is rejected. Instead, the authors
advocate the subsequent integration of the
individual financing funds into a clearing
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system. In addition, the possibility of
concluding new commodity agreements
should be studied carefully. In this connection, accession of the important consumer
and producer countries to the Sugar
Agreement and to an expansion of the
Cotton Agreement should be proposed.
The authors consider copper particularly
appropriate for new negotiations. In addition, commodity agreements or suppliers'
associations could be contemplated for
tea, jute, bauxite, and phosphate.
In order to alleviate the drawbacks of an
overly rigid price-fixing system under
commodity price arrangements, which
tends to distort prices in the long run, price
changes should be made from time to time
to take account of market developments.
To avoid excessive speculative price movements, a broad, intervention-free sector,
as in the case of buffer stock arrangements, should be provided for.
All these activities should be guided
primarily by long-term considerations and
should not fall victim to the short-term
argument that economic constraints and
self-interest do not at present call for
special action on commodities. In view of
the change in the world-wide division of
labor, and in order to safeguard the Federal
Republic of Germany's foreign trade position, it would appear useful to promote
growth in the sphere of commodities—a
sphere of particular importance to the
countries of the Third World.
Arguments that would make all future
measures accord with pure marketeconomy principles would also hardly
seem appropriate for future cooperation.
Instead, the idea of the social market

Other books received
Hunter, Quy, A.H. Bunting, and Anthony .
Bottral, Policy and Practice In Rural
Development, Montclair, N.J., U.S.A.,
Altanheld Osmun & Co., 1976, 520 pp.,
*mio.
Kyle, John F., The Balance of Payments in
a Monetary Economy, Princeton, N.J.,
jt|.S.A., Princeton University Press, 1976,
^W+-192pp.,912JO.
Lat,, Deepak,.. Appraising Foreign Investment* in , Developing. Countries,
iN«^'i^;^V., ^,-&^,,-*fc^»A-,Meier
Publishers, inc. Africans Publishing Co.,
; tat?;-****tfff.«(.,M0. '-' ; •"
Wiiczynski, Jozef, The Multinationals and
East-West Relations, Boulder, Col.,
U.S.A., Westview Press, 1976, x + 236 pp.,
•427.50.
De Grauwe, Paul, Monetary Interdependence and International Monetary Reform, Lexington, Mass., U.S.A., Saxon
House, Lexington Books, D.C. Heath and
Co, 1978 , viill + 1W).;*12JO. ' ..

economy, thus far applied only within the
country's own borders, should be extended
to external economic relations as well.
It is to be hoped that at least some of
these ideas will be pursued by the industrial countries in forthcoming discussions, because cooperation with the
Third World is not possible without certain
concessions on the part of the affluent
countries.
Karl Fasbender

(Translated from the German)

Beyond the green revolution
The International Rice Research Institute,
Changes in Rice Farming in Selected
Areas of Asia, Los Baftos, Philippines,
1976, 377 pp.
This book is the outcome of a research
project initiated by the International Rice
Research Institute to look beyond the
"harvest of rhetoric and controversy"
yielded by the so-called green revolution,
for some rather more detailed practical
information on the impact the new rice
varieties have had in different farming
situations. The result was a coordinated
series of 14 case studies carried out in
1971/72 in India, the Philippines,
Indonesia, Malaysia, Pakistan, and Thailand. Each study centered on two or three
selected villages and sought to determine
and explain the extent and pattern of
adoption of new varieties, the resulting
input, output, and income changes, adjustments in the institutional structure surrounding agriculture, and constraints on
further changes.
Except for those intimately involved in
the area, case studies of this kind often
make for very tedious reading—through a
combination of lack of perspective and
information overkill—and the prospect of
plowing through 14 of them in succession
may seem to be rather daunting. Happily,
this does not turn out to be so here. All the
studies are reported pretty much according
to a common format that briefly summarizes the location and characteristics of
the study area and then brings out the
important changes that have been observed, with useful explanatory comments
thrown in for good measure.
Apart from the valuable information
they provide, these chapters progressively
build up their own perspective so that,
without really having to work at it too
much, the reader should find a clear
picture of the cross-country pattern of
effects establishing itself in his mind.
One is prepared for this in the opening
chapter of the book, which provides an

analytical overview of all 14 studies,
drawing together some of the technical
generalities concerning yields, fertilizer
use, labor use, farm size, and so on.
In addition, the concluding chapter offers
a perceptive synthesis and commentary on
many of the social and institutional
aspects of the spread of the new rice
varieties, highlighting the different facets
of adoption patterns, labor absorption,
changes in the status of tenure, and the
unequal distribution of benefits that might
have seemed at first sight to be far
removed from the mere technicalities of
growing rice, but that became in fact an
inevitable and persistent accompaniment
to the technology package.
One must be careful not to overgeneralize on the basis of this book, and
assume that its six-country coverage implies it has captured the complete image of
the new rice technology in Asia. Its title
refers to "selected areas" advisedly, since
the villages studied were specifically
chosen from areas likely to be more
favorably situated with respect to adoption of the technology—in terms of water
supply, input availability, and market
access—and not the "typical" rice growing
areas. Nevertheless, the overall picture
that emerges undoubtedly reflects the
reality of the green revolution far more
closely than do many of the generalized
and popular images of this phenomenon
that have common currency. Anyone who
still retains the view that high-yieldpotential seed varieties and fertilizer represent the "ideal," all-purpose, successguaranteeing kind of new technology that
can simply be injected into a farming
system will rapidly learn from these pages
just how diverse and different the situation
really is.
The interaction of the technology
package with the physical environment
and the social and institutional structure of
the regions studied has ultimately produced an array of adoption patterns,
adjustments to farming practices, shifts
in the tenure system, pressures on the
local resource and product markets, and
exacerbations of the original inequalities
that defy comparison with the much more
simple and sanguine expectations that for
long surrounded the green revolution. The
economist or technologist, who, in attempting to predict the likely consequences of technological changes, relies
largely on the variables and analytical
structures that are the hallmarks of his
discipline, should become quickly convinced that such a limited approach is not
only ingenuous but potentially totally
misleading.
John P. Mclnerney
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Finance,.

Developmentt

a readership profile

During the latter half of 1976 the Editors of
Finance & Development conducted a
readership survey to find out more about
their readers. Despite the difficulties of
getting mail rapidly to and from an international readership, a large number of our
readers returned our completed two-page
questionnaire.
A sample of about 5,000 names was
randomly selected from the roughly
108,000 readers on our English, French,
and Spanish mailing lists kept on computer file in Washington, D.C. Each recipient was sent a two-page questionnaire
and an international reply coupon which
could be exchanged for postage in order to
return the completed form. A response
rate of 50 per cent was achieved, based on
corrections made for mailing difficulties
from some parts of the world. There was no
follow-up mailing. A cutoff date was set
at about eight weeks after the mailing out
of the questionnaires.
For purposes of analysis, the readership
was subdivided into three groups of countries: United States and Canada, Other IDA
Part I countries, and Rest of the World.
(International Development Association
Part I countries—Australia, Austria, Belgium, Canada, Denmark, Finland, France,
Federal Republic of Germany, Iceland,
Ireland, Italy, Japan, Kuwait, Luxembourg,
Netherlands, New Zealand, Norway, South
Africa, Sweden, United Kingdom, and
United States.) The percentile breakdown
of the readership for these three groups
and a more common geographical breakdown are given below (percentages may
not always total 100 due to rounding).
United States and Canada
Other IDA Part I countries
Rest of the World
Total

Africa
Asia, Pacific, Australia
Latin America, Brazil
Europe (incl. U.S.S.R.)
North America

1 6 per cent
15 per cent
69 per cent
100

12 per cent
25 per cent
32 per cent
16 per cent
1 6 per cent

The readers are divided into three major
categories as follows:
Individual Individual
Institutional professional student

United States
and Canada
IDA Part I
Rest of the World
Total

25
26
12

67
66
74

7
8
14

17

71

12

The readers who represent institutions
are further subdivided into the following
categories by per cent:
Institutional category

No response
Central bank
Finance ministry
Planning department or ministry
Other government entity International or regional
organization
Library
Education
Nongovernment organization
News media
Commercial banks and financial
organizations
Private business
Other

Total

3
2
2
4
8
3
13
12
8
4
17
20
4

100

The individual professionals are subdivided in the following groups by per cent
(students represent 12 per cent of the
total readership):
Institutional category
1

No response
Central bank
Finance ministry
Planning department or ministry
Other government entity
International or regional
organization
Library
Education
Nongovernment organization
News media
Commercial banks and financial
organizations
Private business
Other

Total

19
4
4
4
12

4
—
16
3
1
9
22
4
100

1

Students are included in nonrespondents.

• It was estimated from the responses
given by our sample of respondents that
there are four additional readers for every
regular recipient of Finance & Development.
• Our survey showed that 33 per cent
of the readers have been receiving
Finance & Development for over five
years, while another 33 per cent have been
receiving it for at least three years.
Readers are normally polled after two
years to find out if they wish to continue receiving the magazine. Only those
who return the poll card are retained on
the mailing list.
Respondents were asked to evaluate the
thoroughness with which they read the
magazine by quantifying their answers.
Here are their responses as a per cent of
the readership. There are normally eight
articles in every issue:
Cover to cover
4 or more articles
1-3 articles
Justglanceat it
No response
Total

22 per cent
35 per cent
37 per cent
3 per cent
3 per cent
100 per cent

The results of the survey will be used to
guide future editorial policy and management actions, with the hope of producing a
magazine which fulfills the needs of its
readers and presents the work of the two
institutions that it represents jointly.
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The International
Monetary Fund
1966-1971
The System Under Stress
Volume I: Narrative
Volume II: Documents

by Margaret Garritsen de Vries
International Monetary Fund
Washington, D.C.
1976

Problems of the international monetary system
have been among the leading economic issues in
the past decade, and there has been an increased
interest in the International Monetary Fund. This
history describes these problems and the Fund's
evolution in the six very important years 1966
through 1971.
Volume I, Narrative, traces in detail the
negotiations leading to the creation of a new
reserve asset, commencing with the earliest
discussions of international liquidity and culminating in the establishment in the Fund of a
facility based on special drawing rights (SDKs).
It goes on to describe the heavy recourse to
the Fund's financial resources by its members,
especially in 1968 and 1969, the expansion of
quotas in 1970, and significant changes in the
Fund's policies regarding the use of its resources,
including the development of "financial
programming."
Another major section of Volume I explains
the onset in the late 1960s and early 1970s of
severe crises in gold markets and in exchange
rates that eventually resulted in the breakdown
of the world monetary system established at
Bretton Woods. Here, the narrative begins with
the devaluation of sterling in November 1967 and
ends with the Smithsonian agreement in December
1971.
A final section explains how the Fund grew and
changed as an international institution, taking on
a number of new responsibilities and activities,
primarily in the fields of technical assistance and
training.
Volume II, Documents, makes available for the
first time seven draft outlines of reserve-creating
schemes that were prepared in the Fund as part of
the process by which SDRs were established, and
includes also the most important documents that
the Fund published from 1966 until the end of 1971.
These volumes are a sequel to three volumes
published earlier, which covered the origin and
the first twenty years of the Fund's existence,
from 1945 to 1965.

Vol. I: 666 pp. + indexes and illustrations
Vol. II: 339 pp. Price: $15.00 the set
Vol. I: $11.00; Vol. II, $6.00
(or the equivalent in most other currencies)

Order from

The Secretary/ International Monetary Fund,
Washington, D.C. 20431 U.S.A.'

Earlier history: The International Monetary Fund,
1945-1965: Twenty Years of International Monetary
Cooperation. Vol. I Chronicle; Vol. II Analysis;
Vol. Ill Documents. Price: $12.50 the set of three
volumes, or $5.00 a volume. (Equivalent amounts in
most currencies accepted.)
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BOOKS from the World Bank and The Johns Hopkins University Press
NEW

Electricity Economics: Essays and Case Studies
Ralph Turvey and Dennis Anderson

Unskilled Labor for Development:
Its Economic Cost
Orville John McDiarmid

Although economists have long discussed the merits of
relating prices to the marginal or incremental costs of
supply in electrical utilities, the idea has been slow to win
acceptance. Most of the industry's engineers, accountants,
financial analysts, and administrators do not understand
marginal cost pricing, and many hold notions about the
aims and equity of tariffs that differ markedly from those of
economists.
Of concern to both economists and engineers—and as
relevant to industrialized as to developing countries—
Electricity Economics applies economic analysis to electricity pricing in a practical way. Case studies analyze the
structure of marginal costs and translate them into
possible tariffs. Other chapters take up in more general
terms some principles of tariffmaking and investment.
While accepting the importance of revenue requirements
and equity, the authors also stress efficient allocation of
resources. Chapters that focus on investment also offer a
well-balanced mix of principle and practice. The authors
include a survey of the appraisal of rural electrification
projects and studies of optimal system planning techniques, as well as theoretical studies on pricing and
investment that cover risk and indivisibilities.

Unskilled labor is one of the most abundant resources
available in poorer countries and one that is drawn on
heavily to further economic development. The cost of this
labor is therefore an important factor in the choice and
design of development projects. But how can this cost be
determined? The market wage frequently used does not
represent the true cost to the economy. The economic
price (or shadow wage) is likely to be more accurate, but
the methods for deriving it have in the past been too crude
or too abstract to be useful.
Focusing on the problem of estimating the economic
cost of unskilled labor, this study first examines the labor
market conditions that cause a significant spread between
the economic and market wages. Other determinants of
economic wages are also discussed—the intensity of
employment, the relative cost of labor and capital, indirect
costs and benefits—with special attention to the effect of
fiscal and monetary policies. Formulations for the economic pricing of labor are then tested by applying them to
four developing countries, Korea, Taiwan, Indonesia, and
the Philippines. Although only countrywide data are
available, the author contends that the results can be
modified for local conditions and specific projects.

384 pages; tables; maps; index. Cloth $17.95 (£14.35); paperback
$6.95 (£5.55).

224 pages; tables. Cloth $12.50 (£10.00); paperback $4.50
(£3.60).

RECENTLY PUBLISHED

Korea:
Problems and Issues in a Rapidly Growing
Economy

The Philippines:
Priorities and Prospects for Development

The phenomenal economic progress of the Republic of
Korea during the past decade is one of the outstanding
success stories in international development. Despite a
lack of natural resources, Korea has made the transition
from a largely agricultural society into a semi-industrialized country in a relatively short time. This book traces this
impressive industrial growth and discusses the issues that
Korea's five-year plan for 1977-81 must try to resolve.

Since independence in 1946 the Philippines has experienced satisfactory economic growth, but the country lacks
a basis for continuing, long-term development; distribution
of the benefits of growth remains unequal; and the rate of
growth cannot be maintained without change in the
patterns of growth. This report analyzes the policies
adopted by the government in the early 1970s and makes
projections for the coming decade to test the feasibility and
consistency of the policies. The basis for the expected
structural changes is a substantial increase in investment,
both public and private, to move the economy toward
sustained growth of incomes and employment and a more
acceptable distribution of wealth.
596 pages; tables; maps; index. Paperback only $8.50 (£6.80).

The books described above are available through booksellers or from The Johns Hopkins University Press,
Baltimore, Maryland 21218, U.S.A. or 2-4 Brook Street,
London W1Y-1AA, England.

320 pages; tables; map; index. Cloth only, $15.00 (£12.00).

AND FORTHCOMING
Income Distribution Policy in Developing Countries: A
Case Study of Korea. Irma Adelman and Sherman
Robinson. From Stanford University Press and (outside
North America) Oxford University Press.
The Mining Industry and the Developing Countries. Rex
Bosson and Bension Varon. From Oxford University
Press.
Interdependence in Planning: Multilevel Programming
Studies of the Ivory Coast. Louis M. Goreux. From The
Johns Hopkins University Press.
Coffee, Tea, and Cocoa: Market Prospects and Development Lending. Shamsher Singh, Jos de Vries, John C.
L. Hulley, and Patrick Yeung. From The Johns Hopkins
University Press.
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