Yearbooks
of the
International
Monetary
Fund

The Balance of Payments Yearbook brings together balance
of payments statistics for some 110 countries that report
their data to the Fund. The subscription consists of
monthly booklets, an annual issue, and a supplement.
Volume 30 will be completed in December 1979 by
publication of the annual issue, which contains definitive
tables and notes for the countries covered for the nine
years ended 1978. US$20.00.
Direction of Trade provides, in monthly issues, the latest
available data on exports and imports, by country, with
comparative data for the preceding year, and, in an annual
issue, full-year data for several years and summary area
and world tables. The 1979 Direction of Trade Yearbook,
published in June 1979, contains trade-by-country data for
151 countries for the period 1972 through 1978. US$16.00.
The Government Finance Statistics Yearbook brings
together detailed data on revenues, grants, expenditures,
lending, financing, and debt of central governments, and
indicates the amounts represented by social security funds
and extrabudgetary operations. Volume III, published in
August 1979, includes information for 118 countries, with
data through 1977 or 1978 for about 85 countries.
Summary data are given for state and local governments.
US$10.00.
The 1979 International Financial Statistics Yearbook,
published in August 1979, reports thirty years of annual
data (1949-78). Content and format are consistent with
the monthly issues of International Financial Statistics.
The Yearbook reports data for some 120 countries
relevant to analyses of the problems of inflation and
deflation and the related balance of payments problems.
Yearbook, US$10.00. Twelve monthly issues plus Yearbook, US$35.00.

Special rates for these publications are available to
university libraries, faculty, and students. Advice on
payment in currencies other than U.S. dollars will be given
upon receipt of order. Address orders and inquiries to:
The Secretary, Attention: Publications Section, International Monetary Fund, Washington, D.C. 20431, U.S.A.
Telephone (202) 477 2945.

©International Monetary Fund. Not for Redistribution

Finance &
Development

December 1979/Volume 16/Number4

Bank and Fund activity

Bank loans and IDA credits; Fund transactions

Editor
Managing Editor
assistant to the Editor
Editorial Officer
Art Editor
Graphics Assistant
Advisors to the Editor

Samuel I. Katz
Shuja Nawaz
Joslin Landell Mills
Sheila A. Meehan
Richard W. Stoddard
Susan E. Pallansch
Dinesh Bahl
Carl Bell
Barend A de Vries
J. Price Gittinger
Norman K. Humphreys
Carlos E. Sans6n
Charles F. Schwartz
U Tun Wai
David Williams
Christopher R. Willoughby

Finance & Development is published quarterly in
English, French, and Spanish by the International
Monetary Fund and the International Bank for Reinstruction and Development, Washington, D C
20431, U.S.A. (USPS 123-250).
The French language edition is published by the
nternational Monetary Fund and the International
Bank for Reconstruction and Development in
Collaboration with Economica, 49, rue Hencart.
"501 5 Paris, and produced by Imprirnene Jouve at
Mayenne.
The German language edition is published by the
nternational Monetary Fund and the International
3ank for Reconstruction and Development in
collaboration with HWWA—Institut fur Wirtschaftsorschung-Hamburg. and produced by Verlag Weltirchiv GmbH.
Readers wishing to receive the German edition
should write direc\\yloFinanzierung&Entw/ck/ung.
-)WWA—Institut. 2 Hamburg 36, Neuer Jungferns.neg 21, Federal Republic of Germany.
A selection of the contents of Finance & Devel
'.loinern is published annually in Rio de Janeiro.
Brazil, in cooperation with the United Nations Information Center, in Portuguese.
Controlled circulation postage is paid at Lancaster, Pa.. U.S.A.
New readers who wish to receive Finance
& Development regularly may make an application through an appropriate institution, or
individually, to be added to the mailing list.
Individuals should briefly state the reasons
for their request. Please indicate which
language edition is wanted—only one edition
will be sent. Applications should be mailed to
Finance & Development. International Monetary Fund Building, Washington, D.C.,
20431, U.S.A.
Opinions expressed in articles and other
material are those of the writer or writers;
they are not statements of Fund or Bank
policy.
The contents of Finance & Development
may be quoted or reproduced without further
permission. Due acknowledgment is requested.
Finance & Development is available on microfilm from University Microfilms, P.O. Box
1346, Ann Arbor, Michigan 48106. U.S.A..
and on microfiche (English only) from Microphoto Division, Bell and Howell Company.
Old Mansfield Road, Wooster, Ohio 44691.
U.S.A
The contents of Finance & Development
are indexed in Business Periodicals Index,
Public Affairs Information Service (PAIS),
and Bibliographic Internationale des Sciences
Sociales.
An annual index of articles and book reviews is carried in the December issue of
Finance & Development.

The fight against inflation

Norman K Humphreys
A report on the discussions at the Annual Meeting of the Fund's
Board of Governors at Belgrade

Setting an agenda for the 1980s

•Monica C. Cruder
A report on the Annual Meeting at Belgrade highlights the
discussions of the Bank's Board of Governors

2
3
7

The anguish of central banking

Gordon Williams
A resume of the 1979 Per Jacobsson Lecture delivered by Arthur
Burns, and commentaries by Professor Milutin Cirovic and J.J.
Polak

Fiscal policy in oil exporting countries, 1972-78

David Morgan
How fiscal policies helped stabilize the domestic economies of the
oil exporters

World energy prospects and the developing world

Adrian Lambertmi
Projections for energy supply and consumption prepared by the
World Bank are used to discuss future energy policies

11
14
18

Country experience in providing for basic needs

Frances Stewart
Studies of country policies geared toward meeting the basic needs
of the poorest provide a basis for identifying key macroeconomic
elements of such policies

23

Government and public enterprises—the budget link

A. Premchand
How to improve the budgetary relationship between public enterprises and government so as to bolster the often lagging performance of these enterprises

A revisit to rural development in Eastern Africa
Uma Lele
Progress and constraints are reviewed

Breakup of the East African Community
Sena Eken
Problems of regional integration

Forests in development

John Spears and Montague Yudelman
The rapid depletion of forests in the developing world emphasizes
the need for comprehensive forestry policies

Offshore banking centers: benefits and costs

Ian McCarthy
Do countries gain much from hosting offshore banking centers?

Book notices
Index 1979

©International Monetary Fund. Not for Redistribution

27
31
36
41
45
49
52

Summary of Fund operations in the General Resources Account,
January 1,1976-September 30,1979
(In millions of SDRs)
January 1-September 30
Transactions

Fund
&
Bank
activity

Total purchases
Reserve tranche purchases
Credit tranche purchases
Compensatory financing
purchases
Extended facility purchases
Buffer stock purchases
Oil facility purchases
Total repurchases
Fund borrowing
General Arrangements to
Borrow1
Oil facility
Supplementary financing
facility
Repayment of loans
General Arrangements to
Borrow'
Oil facility
Supplementary financing
facility
Gold sales
In connection with auctions
(i) Replenishment up to May
31,1978
(ii) Competitive bids
Noncompetitive bids
In distributions

1976

1977

1978

1978

1979

7,009.9
990.8
1,517.2

3,424.6
80.0
2,895.3

3,744.3
2,535.5
421.0

1,140.6
108.2
361.4

1,365.7
87.4
652.4

2,268.5
90.0
—
2,143.4
1,272.0

240.5
208.8
—
—
2,939.5

577.7
174.0
36.1
—
4,845.2

551.0
120.0
—
—
3,443.9

457.0
155.0
13.9
—
3,638.8

—
2,143.4

1,730.0
—

777.3
—

—
—

—
—
248.1

-

-

-

-

—
200.0

—
261.8

1,142.1
1,422.6

90.0
930.9

587.9
1,969.0

—
136.5
136.5

—
628.0
211.1

—
468.6
207.1

—
210.0
157.7

—
161.2
144.4

(136.6)
(—)
—
—

(211.1)
(—)
—
416.9

(91.9)
(115.2)
48.5
213.0

(91.9)
(65.8)
40.3
12.1

(—)
(144.4)
3.3
13.5

Note: Details may not add to totals due to rounding.
1
Includes Swiss National Bank.

IDA credits approved during first quarter of fiscal year 1980
(Ended September 30, 1979)

World Bank loans approved during first quarter of fiscal year
1980
(Ended September 30, 1979)

Country-

Amount
(In millions of
U.S. dollars)

Purpose

Bolivia
Burma
Guinea (2)
India
Indonesia
Western Samoa
Yemen Arab
Republic

Water supply
Forestry
Rice development, highway
Development banking
Rural development
Agriculture
Water supply

Total
1

9.0
35.0
23.4
250.0
12.0
8.0
12.0
349.4

Figures in parentheses are the number of credits approved for the respective country.

Country"

Purpose

Cameroon
Water supply
Dominican Republic Sugar rehabilitation
Indonesia
Agriculture and rural
development
Korea (2)
Urban development,
development banking
Mauritania
Industry
Morocco
Vegetable production
Tanzania
Development banking
Thailand
Agriculture extension
Turkey (2)
Development banking
Yugoslavia (2)
Highway, drainage
Total

Amount
(In millions of
U.S. dollars)

21.0
35.0
99.0
125.0
60.0
58.0
25.0
40.0
140.0
72.0

~&KJO~

' Figures in parentheses are the number of loans approved for the respective country.
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SAVA CENTAR

The fight against inflation
This year's Annual Meetings of the Boards of Governors of the
World Bank and the International Monetary Fund—the thirtyfourth—were held in Belgrade from October 2 to 5. The participants
were faced with a difficult international economic situation as they
met to discuss and chart the future direction of the world economy.
This article reports on the main themes of the Fund Meeting.
Norman K. Humphreys
The fight against worldwide inflation was
the main theme of the Finance Ministers
and central bank Governors from 138
member countries that participated in the
1979 Annual Meeting of the Fund's Board
of Governors in Belgrade last October. Unlike the agenda for the 1978 Meeting, which
contained a number of single issues, such
as quota increases and SDR allocations, requiring specific decisions and action, the
1979 Meeting was devoted principally to a
wide-ranging discussion of the world's
economic problems. Other major themes
discussed at the Meeting were as follows:
• A growing number of poor developing
countries were approaching a critical economic situation in their external payments.
• The Fund's role in the international
monetary system should be enlarged and
strengthened, particularly in respect to its
surveillance over the exchange rate policies
of its members, and improvements made
in certain of the Fund's financing facilities.
• A substitution account, if properly designed, could be a useful step in the evolution of the international monetary system.
• A unified call from the developing
countries to move toward a new international economic order, together with the

preparation by these countries of an Outline for a Program of Action on International Monetary Reform.
As in previous years, the plenary sessions of the Annual Meeting were preceded by meetings of two Committees—
the Interim Committee of the Fund's Board
of Governors on the International Monetary System, and the Development Committee (or, to give the full title, the Joint
Ministerial Committee of the Boards of
Governors of the World Bank and the Fund
on the Transfer of Real Resources to Developing Countries). There was also a
number of other meetings of various groups
of countries—the Group of Ten industrial
countries, the Group of 24 (representing
some nonaligned nations), and, at the invitation of the Yugoslav authorities, the Finance Ministers of the Group of 77 (nonaligned countries). Nearly 6,000 participants
attended the meetings.
Economic background
In his opening remarks to the Conference, the Fund's Managing Director,
Mr. J. de Larosiere, described the international economic situation as "gloomy,"
citing the main problems as a marked
slowing in the rate of growth in industrial

countries, a worldwide acceleration of inflation, and a sudden shift in the pattern of
external balances on current account.
These developments were occurring at
the time of an emerging recession in the
United States and an average increase of 60
per cent in oil prices during the first half of
1979. Outside the United States, most
economies in the industrial world were
also slowing down but were expected to
continue to maintain a positive growth rate
in the following year. The overall rate of
economic growth in the industrial world
was likely to fall, in real terms, below 3 per
cent in 1979 and to slow down even further
in 1980. Even though it might turn out, as
was hoped, that an international recession
could be avoided, it was clear that the
world economy was in for stormy weather,
with the slower rate of expansion coming
at a time when many countries were al-

Readers may wish to see the October 15 issue of
the IMF Survey for detailed coverage of the Annual Meeting and related events in Belgrade, including the meetings of the Interim and Development Committees, the Croup of Ten, and the
Group of 24. Full texts or excerpts of major
speeches and documents are also included.
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ready suffering from substantial slack in
their economies and high levels of unemployment.
Despite the widespread slowdown in the
growth of the world economy, rates of inflation were accelerating in almost every
country. Indeed, it was particularly disturbing that after several years of pursuing
anti-inflationary policies, with some initial
moderate success, the world was now back
to a level of inflation comparable with that
experienced in the period 1974-75. The
gravity of the situation was to dominate
the discussions throughout the meetings.
At the time of the Belgrade Meetings,
consumer prices in the major industrial
countries were rising at an annual rate of
nearly 13 per cent, almost double the rate
for 1978. Inflation rates in other areas of
the world were even higher, with projections for 1979 pointing to a rise of 14 per
cent in the major oil exporting countries,
19 per cent in the more developed primary
producing countries, and 30 per cent in the
non-oil less developed countries. More
alarming, there was growing evidence that
inflationary expectations, nourished by al
most a decade of continuous inflation, were
becoming deeply rooted in many countries, making a solution to the problem
more intractable.
On the external side, a dramatic shift in
the pattern of payments imbalances among
countries and groups of countries was in
process, in large part as a result of the
sharp increase in the prices for oil and
other primary commodities. The combined
current account surplus of the major oil exporting countries was projected to rise to
$50 billion in 1979 and to a still higher figure in 1980. This was a startling reversal of
the previous trend, which had brought the
surplus for these countries down from $68
billion in 1974 to $6 billion in 1978. The
sharply expanded surplus of the oil exporting countries was, of course, to be reflected
in a corresponding deterioration in the current account position of the oil importing
countries—a deterioration in 1979 compared with 1978 projected at $30 billion for
industrial countries, $3 billion for the more
developed primary producing countries,
and $12 billion for the non-oil less developed countries. The situation of this latter
group of countries was cause for particular
concern, as the cost of imported energy
4

and manufactured goods soared and these
countries tried to cope at the same time
with desperate poverty and mounting inflation at home and sharply deteriorating
terms of trade and a crushing burden of indebtedness abroad. Together with rising
interest rates on their external borrowing,
stagnation in their export markets, and an
inadequate and faltering flow of official
development assistance (ODA), the outlook of the growing number of countries in
this group was bleak indeed.
These serious world economic problems
were reflected in foreign exchange markets. Although exchange markets had become calmer and more orderly since the
package of measures announced by the
U.S. Government on Novembei 1, 1978,
the situation was still one of considerable
uncertainty. The gathering of the world's
financial leaders at the Annual Meetings
had been preceded by a realignment of
currencies in the European Monetary System, and the ensuing nervousness in these
markets seemed to be reflected in the gyrating price of gold on the world's bullion
markets.
The discussions
The Interim Committee, meeting as it
traditionally does on the day before the
plenary session, discussed two substantive
items—the world economic outlook and
the question of whether it was desirable to
create a substitution account
In his report to the plenary session on
the work of the Interim Committee, the
Chairman of the Committee, the Honorable Filippo Maria Pandolfi, said that a major concern of the Committee had been the
fact that inflation had intensified throughout the industrial world and now posed a
grave threat to the stability of the economic
and financial system. Although signs of
recession in the United States had become
stronger and some slowing of economic
expansion in other industrial countries was

Norman K. Humphreys

in prospect, the degree of the expected international slowdown would be limited by
a continuation of a positive growth rate in
Europe and Japan. The Committee, said
Mr. Pandolfi, had reiterated its view that
the main task of economic policy was to
contain inflationary pressures and to reduce inflationary expectations. The Committee had endorsed policies to be pursued
by national governments to reduce infla
tion and had repeated the view, expressed
at its previous meeting in May--but with
less emphasis then—that in many countries progress in reducing inflation was an
essential precondition for the resumption
of vigorous economic growth. One of the
immediate problems was to prevent the recent increases in the price of oil and other
primary commodities from adding to inflationary expectations and from being incorporated into the underlying rates of increase of wages and prices.
This theme of the need for an effective
policy on energy was also taken up in the
discussions in the plenary sessions. Many
Governors stressed the need for realistic
pricing policies for energy and the priority
that should be given to the conservation of
energy, as well as the urgent need to search
for new sources of oil and for new forms of
energy. It was noted by some Governors
that those countries that had seemed to be
most successful in coping with the oil crisis
in 1974-75 had been those that had made
a timely adjustment to the new economic
environment.
Turning to the external payments position, the Committee noted that with U.S.
payments moving into a better balance—
there was the prospect of a U.S. surplus
next year and reduction in the surpluses of
the Federal Republic of Germany and Japan- -a significant improvement in the pattern of payments imbalances among industrial countries was in prospect. This
improvement was attributable in part to
the offsetting changes in demand conditions in the three countries, and to the effects of the past exchange rate changes.
The development was welcomed by the
Committee as important evidence of a better working of the international adjustment
process.
Position of the developing countries

an Englishman, is the
Chief Editor of the Fund.
After graduating from the
London School of
Economics (U.K.), he
worked in a private bank in
the City of Eondon for a number of years and freelanced as a journalist and writer on economic topics.
He has been with the Fund since 1964.

The Interim Committee noted with concern that the worsening of the external position of the non-oil developing countries
was occurring at a time of growing internal
strains; inflation was intensifying and
growth had remained modest in relation to
population growth and development
needs.
While the Committee underlined the
need for a larger flow of external resources
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to developing countries, it was observed
that in many countries there was also a
need to improve domestic financial policies. Industrial countries, in designing their
policies, were asked to pay particular attention to the economic needs of the developing countries, and several policies
were singled out for particular mention,
such as a reduction in protectionist measures, the opening of import markets to exports of manufactures and commodities
from developing countries, making capital
markets accessible to developing countries,
and, a matter particularly stressed by many
Governors in the plenary sessions of the
Meetings, an enlargement of the flow of
ODA.
The Development Committee, in its deliberations, also paid great attention to the
deteriorating position of the developing
countries, noting that many low-income
countries were critically dependent for their
external capital requirements on the availability of concessional capital flows—that
is, ODA. Reporting to the plenary sessions, the Chairman of the Development
Committee, the Honorable Cesar E. A.
Virata, said that the Committee had noted
with concern the continuing decline in
ODA flows from the industrial countries
expressed as a percentage of gross national
product (GNP) and regretted that only a
very modest growth was projected over
the next few years. The Committee called
not only for an increase in the volume of
assistance—which at 0.32 per cent of GNP
was well under the internationally agreed
target of 0.7 per cent—but also for an improvement in quality, such as quick disbursing assistance, the untying of aid, and
a greater concentration of assistance in
countries most in need.
The role of the Fund
On the question of the role of the Fund
in the international monetary system, the
Interim Committee again stressed the importance of an active exercise by the Fund
of its surveillance procedures as a means of
supporting the adjustment process. Addressing the plenary session, the Governor
for the United States, the Honorable G.
William Miller, in particular, urged a bolder
use of the surveillance procedures, suggesting that one way to proceed would be
for the Fund to assess the performance of
industrial countries against an agreed global
strategy for growth, adjustment, and price
stability. Another way suggested by the
Governor was that any nation with an exceptionally large payments imbalance—
deficit or surplus—would submit for Fund
review an analysis showing how it proposed to deal with that imbalance. The
view that surveillance by the Fund should

be applied symmetrically—over deficit and
surplus countries, large and small, developed and developing—was a view expressed by many speakers at the plenary
sessions.
One theme that was to run through all
the meetings held in Belgrade was the extensive degree of economic interdependence among countries. It was recognized
that the world economy was now so closely
knit that no country could hope to set its
policies—whether monetary, fiscal, trade,
exchange rates, external payments, or adjustment—without taking into account the
international context and the actions and
reactions of other countries. The Fund was
thus seen to be at the center of the web of
national economies, playing a vital role as
an international consultative and coordinating agency.
Discussion of the Fund's financing facilities concentrated mainly on the extended
Fund facility and the supplementary financing facility. The extended Fund facility
had been established in 1974 to help countries finance programs of structural adjustment extending for longer periods and requiring finance for amounts larger in
relation to quotas than had been available
under credit tranche policies. In Belgrade
this year, both the Development Committee and the Interim Committee endorsed a
proposal to extend the repurchase period
of this facility from eight to ten years. In
regard to the supplementary financing facility, which had become operational earlier in the year for countries with financing
needs that were large in relation to their
quotas, both Committees requested the
Executive Board of the Fund to give additional thought to developing ways and
means of lowering the interest costs of the
facility.
During the discussions in the plenary
sessions, a number of Governors from developing countries called for a review of all
the Fund's financing facilities, with a view
to enlarging the amount of finance available to members and to easing the conditionality applied to the use of the Fund's
resources. In particular, one suggestion
endorsed by a number of Governors called
for the enlargement, by 50 per cent, of the
first credit tranche—namely, those drawings made on the Fund that involve the
lowest conditionally.
Toward a substitution account
On the question of a substitution account, the Interim Committee considered
an Executive Board report on the matter
and concluded that such an account, if
properly designed, could contribute to an
improvement in the international monetary system and could be a step toward

making the special drawing right (SDR) the
principal reserve asset in the system. The
Committee asked the Executive Board to
continue to give priority to designing a
plan for a substitution account in the light
of the views expressed by members of the
Committee.
The concept of a substitution account
was first considered by the Committee of
Twenty between 1972 and 1974 as part of
its endeavor to introduce a thorough reform of the international monetary system.
As envisaged in those days, such an account would have brought about a fundamental change in the settlement of payments imbalances and in the supply of
international liquidity. There was not then,
and there is not now, sufficient agreement
on such a fundamental reform of the system.
The substitution account at present under consideration differs in many important aspects from the earlier version and is
much more modest in scope. The account
is now seen mainly as a device that in the
course of time would help to make SDRs
the principal reserve asset of the international monetary system. A further consideration—and one that is held to more
strongly by some than by others—is the
view that there are problems, both actual
and potential, with a system based on a
single national asset, such as the U.S. dollar. On the other hand, there is also a belief—shared by potential reserve currency
countries and others—that an enlarged role
for other currencies through diversification
could also be disruptive. A substitution account is thus regarded as an alternative to
both a single reserve currency system and
a multicurrency system. Such an account,
administered by the Fund, would accept
dollar deposits from members of the Fund
and certain other official holders in exchange for an equivalent amount of SDRdenominated claims.
Although the Fund's Executive Board
was invited to prepare a plan for such an
account by the Interim Committee, it was
evident from the speeches made by many
Governors that the design of the account
would have to be carefully thought out and
meet the requirements of all countries at
various stages of development. However,
a number of general features were agreed
upon. The account would be in principle
permanent, participation in it would be
voluntary, and it would be up to each
member to decide on the size of the deposit
to be made. At the same time, it was recognized that for the account to serve any
useful purpose, participation would have
to be widespread and the scale of substitution 'would have to be substantial over
time.
Finance b Dawlopment I December 1979
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A host of other features remain to be settled. These include the extent to which the
account is to be market oriented and the
role to be played by nonofficial holders, the
interest rates to be paid on the SDR claims
and the relationship of these claims to the
SDR itself, the liquidity of the claims, and,
perhaps of greatest importance, how the
costs and benefits of the account can be
shared equitably by the depositors or holders, on the one hand, and by the United
States, on the other. No timetable for
working out these technical details has been
indicated, but the Executive Board has been
asked to submit a progress report at the
next meeting of the Interim Committee in
Hamburg on April 25, 1980.
Program for reform
As part of a general program to achieve
a new international economic order, the
Ministers of the Group of 77 meeting in
Arusha, Tanzania, in February 1979 put
forward a number of proposals for reform.
The Group of 24 assessed and elaborated
on these proposals within the context of a
reform of the international monetary and
financial system, and formulated an action
program. This program, after endorsement
by the Finance Ministers of the Group of
77 meeting in Belgrade, was submitted to
the Interim Committee and the Development Committee, as well as to the Chairman of the Annual Meetings of the Boards
of Governors. The Group of 24 was established as an offspring of the Group of 77 in
the early 1970s for the purpose of coordinating and unifying the position of the developing countries on international monetary and financial matters.
The program prepared by the Group of
24 takes as its starting point that the inter-

national community has failed to achieve
its goals in the fields of money, trade, and
transfer of real resources to developing
countries and calls for movement toward a
fundamental reform of the international
monetary system under four main headings, as follows:
Transfer of real resources. An acceleration
in the flow of concessional aid to developing countries through the establishment of
programs and binding commitments for
the annual growth of official development
assistance; the early establishment of a link
between SDR allocations and additional
development assistance; a substantial increase in program lending by the multilateral financial institutions; a planned alleviation of the debt service burden of some
developing countries; and a strengthening
of the resources of the International Development Association and the World Bank.
Increase in total resources. An increase in
the present agreed SDR allocations, regular annual allocations of SDRs for the future, an early strengthening of the Fund's
resources, and a revision of the criteria for
determining the quotas of Fund members.
Balance of payments support. The establishment of a new medium-term balance of
payments facility to provide longer-term
financing on terms of minimum conditionality, together with a review of the resources available, repayment periods, and
conditionality under existing Fund facilities, particularly in respect of the compensatory financing facility. Support of the developing countries for the proposed
substitution account was to be considered
in the light of further studies, and implementation of such an account would be
within the framework of a balanced package of measures for immediate action.
Trade. The establishment in the World
Bank of a long-term facility to finance purchases of capital goods, along with a subsidy account to ensure the broadest access
by low-income developing countries. Full
and strict adherence to the standstill provisions on trade barriers pledged by developed countries for imports from developing countries and the continuation of

existing policies, as well as the development of new ones, to encourage structural
changes in trade patterns, especially where
the long-term competitive advantage favors the developing countries. In addition,
the full implementation of the commitments already undertaken by developed
countries to provide for the removal of
protectionist barriers against the exports of
developing countries.
In their communiques issued after their
meetings, both the Interim Committee and
the Development Committee stated that
the Outline for a Program of Action on International Monetary Reform would be
"kept in view." Subsequently, a number
of Governors from the developing countries speaking in the plenary sessions urged
its speedy implementation.
Inflation the priority
At the opening session, the Managing
Director, Mr. de Larosiere, had described
the economic situation as "gloomy," and
this sentiment had been echoed and elaborated on in ensuing speeches by Governors from all parts of the world. Although
there were clearly differences of emphasis
to be placed on the range of problems confronting national policymakers, one consensus that emerged during the course of
the discussions was that the fight against
inflation should be given number one
priority. In his closing remarks, the Managing Director reminded Governors that
in his opening speech he suggested the
broad lines of policies that might be followed. He emphasized that he firmly believed that these policies could turn the situation around and get things moving in
the right direction. The Meeting thus closed
with the feeling that it had reached a sense
of purpose. As the Chairman, the Right
Honorable R. D. Muldoon, Prime Minister
of New Zealand, put it,"we have, together,
sent a clear and positive message that we
still feel that we can change the course of
events by our own efforts, and that our
dedication to making those efforts with the
greater strength of cooperation and togetherness is stronger than ever before." HD

The report in this issue of Finance & Development on the Fund's Annual Meeting
attempts to present only the main issues discussed at the Meeting. It does not cover all
the points made by Governors in their speeches at the Meeting. A more complete record
is contained in Summary Proceedings, to be published in English by the Fund in
January 1980. Summary Proceedings is available free on request from:
The Secretary
Attention: Publication Section
International Monetary Fund
Washington, D.C. 20431
U.S.A.
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Setting an agenda for the 1980s
The thirty-fourth Annual Meeting of the Board of Governors of the
World Bank, held in Belgrade, reflected efforts to learn from the
development experience of the 1970s with a view to meeting the
needs of the developing countries in the next decade. This article
reports on the meeting.
Monica C. Cruder

Governors from the World Bank's member
countries who came to Belgrade spoke on
the lessons to be drawn from the 1970s and
on the focus of a development strategy for
the 1980s. Discussions ranged over a plethora of problems: inflation, declining
growth, continuing poverty in many developing countries, rising energy costs, and
the need, for all countries, to act in consonance with global, rather than parochial,
interests. After reviewing the failure to meet
the objectives of the Second Development
Decade (the 1970s) regarding growth rates
in, and concessionary assistance to, the developing world, World Bank President
Robert S. McNamara proposed diversified
development strategies, aimed at reducing
poverty and tailored to local conditions.
In his opening address as Chairman of
the joint Bank and Fund Meetings, Prime
Minister R. D. Muldoon of New Zealand
stressed the futility of domestic economic
policies that were governed by national
political considerations to the detriment of
wider international interests, particularly
on energy, trade protectionism, and inflation. Representatives of both the industrial
countries and the developing countries
tended to emphasize the constraints affecting their own economies. Yugoslav President Josip Broz Tito stated the wider problem eloquently in his welcoming speech to
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the Governors: "A system Lof international
economic relations] that is so relentlessly
detrimental to developing countries and
keeps enormous human and natural potentials on the margins of economic trends
inevitably imposes growing difficulties on
the world economy in general, including
the economies of the developed countries.
The belief that the difficulties confronting
the developed countries can be alleviated
or transcended by simply shifting them to
developing countries is both short sighted
and dangerous."
A shared uncertainty and concern about
the future were evident in the frequent references by representatives from the developing countries to the grim prospects of a
continuation of today's economic ills: rampant inflation, high unemployment, a
recession in the United States, generally
sluggish growth in the countries of the Organization for Economic Cooperation and
Development (OECD), high levels of indebtedness, protectionism, deteriorating
terms of trade, and growing current account deficits. Many Governors stated that,
in this context, the recent increase of oil
prices would surely affect the economics of
energy supply, especially the international
accounts of the oil importing developing
countries, whose energy bill is expected to
be about $42 billion in 1980, compared
with about $26 billion in 1978 and $4 billion
in 1972.
The Minister of Finance and National
Economy of Saudi Arabia, Sheikh Mohamed Abalkhail, made the point, however, that blaming higher oil prices for the
difficulties of the global economy failed to
take account of the performance of the industrial economies and of the need for a
satisfactory international energy policy. He
noted that the international oil market had,
in recent years, been characterized by rising demand with little net addition to supply, which led to price increases needed to
balance the market. "From 1974 through

Monica C. Cruder
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1978, the real price of oil declined by more
than 20 per cent," he said. "The price adjustment in 1979 has brought about a real
increase averaging about 5 per cent annually since 1974. The current level of oil
prices is a necessary minimum to bring
new sources of oil and other energy on
line."
Lessons from the 1970s
The failure during the 1970s to attain the
goals of the Second Development Decade
was a major theme of the meeting. These
targets aimed at 6 per cent average annual
growth rates in the combined gross domestic product (GDP) of developing countries and achievement of an annual flow of
official development assistance (ODA) from
the developed countries totalling 0.7 per
cent of their gross national product (GNP).
These goals have not been met. In the
Bank's own World Development Report, 1979,
GDP growth figures were revised downward to 5.2 per cent a year. Further downward revisions are likely, reflecting the expected worldwide slowdown in growth in
the closing years of the 1970s. Moreover,
this statistical average obscured the fact
that growth had been uneven among
countries: in fact, income grew least where
growth was most needed—in the poorest
countries with the largest populations. As
for ODA, it has averaged less than half the
target.
Even with a recovery in the rate of economic growth in the 1980s to levels above
those of the 1970s, it was disclosed that
some 600 million people could remain condemned to live in absolute poverty at the
turn of the century—without adequate food
and shelter or access to essential public
services, including education and health
care. Thus it was urgent, as a development
objective, "to seek to narrow the relative
gap between the rich and poor countries in
terms of the quality of life: in nutrition, literacy, life expectancy, and the physical
and social environment," said Bank President McNamara. It would need even
greater efforts and dedication than those
being made at present. Some progress had
been made in the 1970s. But, said
Mr. McNamara, if the strategy of the Second Development Decade had given more
direct emphasis to reducing absolute poverty, "these and other quality-of-life factors could have improved substantially
more than they did."
On the basis of the experience during the
1970s, Mr. McNamara proposed that strategic development planning in the future
should not aim at overall targets but instead give greater attention to the diversity
among individual developing countries,
and that developmental goals be disaggre-
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gated into action proposals that would be
specifically tailored to local conditions.
Critical development issues
There was widespread agreement that a
priority for the 1980s, both for developed
and developing oil consuming countries,
was to reduce their dependence on imported oil. This would require not only
conservation measures and rational internal pricing policies to curb private and industrial consumption but also the development of alternative energy sources.
Here, too, there were valuable lessons to
be drawn from experience gained during
the surge in oil prices of five years ago, according to the Deputy Prime Minister and
Minister of Finance of Ireland, George Col
ley. Speaking for the European Community, he said "Externally, countries must
realize that any attempt to shift the payments imbalances resulting from the increased costs of oil imports on to other
countries can only serve to aggravate and
compound the adverse effects. Internally,
action will be necessary to win understanding and acceptance of the fact that
there has been a real transfer of purchasing
power to the oil producing countries."
Another critical factor in the development equation for the 1980s is population
growth. According to Mr. McNamara, excessive population growth is "the greatest
single obstacle to the economic and social
advancement of most of the societies in the
developing world." No other obstacle to
development is more pervasive, more intractable, and more punitive in the penalties it exacts for procrastination, he added.
Unrestrained population growth vastly exacerbates the attendant problems of unemployment, urban congestion, insufficiency and maldistribution of food, and
widespread poverty.
It was widely recognized that, for solutions to be found to the critical development problems of the 1980s, there would
have to be an international environment
which encouraged foreign trade and capital flows, a resumption of economic growth,
and the generation of resources to finance
development. To this end, protectionism
must be curbed, international capital markets would have to remain open to a larger
number of Third World countries, and allocations of ODA would have to be expanded.
While Governors from many industrial
countries congratulated themselves on the
successful outcome of the Tokyo Round of
multilateral trade negotiations in April 1979,
developing country spokesmen pleaded for
the dismantling of the remaining tariff and
nontariff barriers to their products.
Korea's Finance Minister Woun Gie Kim

said, "These [developed] countries must
recognize that their artificial trade barriers
merely delay the industrial adjustments
which will enable their economies to grow
more rapidly in the future. They should be
adopting a more positive approach by devoting their full efforts to structural adjustments without further delay."
The Finance Minister of the Federal Republic of Germany, Hans Matthoefer,
acknowledged the validity of this argument and added: "Developing countries
need access to the markets of the industrialized nations. It would be self-defeating
if we assisted these countries in the development of their productive capacities but
failed to buy their products."
On the question of resource transfers by
private capital markets, it was generally
agreed that it would be counterproductive
to impose restrictive measures on these
markets. However, the point was made,
notably by Britain's Chancellor of the Exchequer Geoffrey Howe, that it would be
important to find the right mix of ODA, of
resources to be provided through international organizations, and of money from
commercial banks.
As the already high levels of debt of developing countries might make private
banks reluctant or unable to play as significant a role in the adjustment process as
they did during the previous oil price crisis
of 1973-74, many Governors spoke of the
expanded opportunities for cofinancing activities between the World Bank and private lenders. Bank of Israel Governor
Arnon Gafny went so far as to suggest that
a cofinancing mechanism be set up within
the Bank to increase the flow of private
capital into development projects.
Speaking for the African Governors,
Liberian Finance Minister Ellen JohnsonSirleaf said that a large part of the solution
to the world economic crisis lay in increasing real resource transfers to developing
countries, so they in turn could increase
their imports from industrial countries. "A
substantial increase in ODA has the advantage of contributing to the utilization of
idle productive capacity in the industrialized countries, to the reduction of unemployment in those countries, to the restoration of growth to acceptable levels, and
to the expansion of world trade," she
said. Other Governors joined her in calling
on the rich members of the international
community to take steps to bring their official aid in line with the UN target of 0.7
per cent of GNP as soon as possible.

... excessive population
growth is "the greatest
single obstacle to the
economic and social
advancement of most of
the societies in the
developing world."
McNamara

World Bank resources
In recognition of the key role the Bank
would continue to play in any development strategy for the 1980s, Governors exFinance & Development I December 7979
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contribution to the Fifth Replenishment of
IDA which, it was said, would destroy the
largest single source of economic assistance to the more than one billion people
in the poorest countries of the developing
world. "I cannot believe that the United
States—itself the principal founder of the
International Development Association—
wants to do that," said Mr. McNamara.
Future role of the Bank
pressed unanimous support for a steady
expansion of the Bank's capital base and
for an early completion of negotiations on
an adequate level of replenishment of the
resources of the International Development Association (IDA). In his closing
statement, Mr. McNamara reported that
more than 80 Governors had already voted
their approval of the general capital increase. He urged other members to act
promptly, so that the Bank's ability to proceed with its expanded lending program
would not be jeopardized.
In this connection, U.S. Treasury Secretary G. William Miller stated "We believe
that the capital of the Bank must be increased substantially, and for this reason,
supported the resolution of the Executive
Directors to that effect. We also support a
Sixth Replenishment of IDA, and look to
the completion of the negotiations before
the end of this year. In accordance with our
legislative procedures, our action in both
respects will involve the close cooperation
of the United States Congress."
Mr. McNamara and numerous Governors severely criticized the U.S. legislature
for threatening to attach conditions to its

The Governors endorsed the Bank's intention to pursue its efforts to bring about
the massive structural changes necessary
to deal with fundamental development issues. They especially stressed the need for
the Bank to concentrate on energy activities, while not neglecting population, family planning, health problems, job creation,
food production, rural development, and
urbanization.
Eduardo Fernandez P., Governor from
the Dominican Republic, reiterated a theme
mentioned by a number of Governors when
he said, on behalf of a group of Latin
American and Caribbean countries, the
Philippines, and Spain, that the Bank
should speed up the disbursement process, extend the grace and maturity
periods on loans, and adopt more flexible
criteria for local-cost financing and for setting interest rates.
In response to a suggestion from the Development Committee and from many
Governors that the Bank initiate a substantial expansion of its program and sector
lending in order to speed up the transfer of
resources to developing countries and to
complement the balance of payments as-

sistance which would be provided by the
Fund, Mr. McNamara, in his closing remarks, said, inter alia, that the Bank would
provide such assistance to help countries
make necessary economic adjustments.
"The developing countries," he said, "face
many difficult issues, and capital alone
cannot assure their resolution. But it is
clear that, without an adequate supply of
external capital, progress cannot be made:
investment programs will not be carried
out; the productivity of low-income groups
will not be raised; and economic growth
objectives will not be achieved."
Mr. McNamara outlined the measures
that the Bank might take to help alleviate
the situation:
"First, we propose to increase program
lending to assist countries in severe balance of payments difficulties so as to minimize the disruptive effects on their development programs.
"And second, we propose to initiate
program lending to assist countries to undertake the structural adjustments necessary to avoid future balance of payments
crises, and thus to pursue an orderly and
sustained development e f f o r t . . . .
"Such adjustments are not going to be
easy and often will conflict with the objectives of particular interest groups. Nevertheless, they are essential. Developing
countries, in their own interest, must adjust to new international price relationships, to new competitive pressures, and
to higher costs of energy. The Bank can
and will assist countries in that adjustment
process, but its resources cannot substitute
for their action in the long term."
HD
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The anguish of central banking
dampening of the business cycle but also
The principal speaker at the 1979 Per Jacobsson Lecture in
by
persistent increases in the prosperity of
Belgrade was Mr. Arthur Burns, former Chairman of the Board of
American
families. "This experience of
Governors of the Federal Reserve System of the United States.
economic progress strengthened the pubMilutin Cirovic, Professor of Economics at the University of
lic's expectation of progress," Mr. Burns
Belgrade and Member of the Economic Council of Yugoslavia, and said, to the point of a feeling of entitlement
Mr. J. J. Polak, Economic Counsellor and Director of the Research to annual increases in real income and a
Department of the Fund, were invited to be commentators.
belief that all newly-discovered ills of soci-

Gordon Williams
The tasks faced by central banks in dealing
with inflation and problems of international monetary coordination were the main
issues at the Per Jacobsson Lecture this
year. Mr. Burns focused largely on experience in the United States in his attempts to
identify the philosophical as well as the
economic factors that have led to today's
chronic inflationary pressures. Noting that
international stability depends on reasonably good control by the major industrial
nations, and especially the United States,
over domestic inflationary pressures, Mr.
Burns outlined a strategy for drastic therapy in the United States. Professor Cirovic
saw the recent distortions in the world
economy as a result not only of inflation
but also of falling economic growth rates.
He outlined a general program for international action that would achieve both a
sufficiently stable international environment and a faster expansion of world output in a period of deflationary as well as
inflationary trends. The need to look ahead
toward action to promote the better functioning of the international monetary system was Mr. Polak's main subject. He
commented on a number of its new and
emerging features in the interrelated areas
of exchange rate developments, coordination of adjustment policy, and control of
reserve assets. He agreed with Mr. Burns'
statement that he does not expect a return
to stability until reasonably good control
over inflationary forces has been achieved
in the major industrial nations, especially
in the United States.
Bias toward inflation
Mr. Burns began his lecture by noting
that the re-emergence of inflation in the
major economies had created doubts about
the stability and effectiveness of the inter-

national monetary system. Despite their
anti-inflationary traditions and the powerful weapons at their command, central
banks have not been effective in fighting
inflation. The purpose of his talk was to
consider the causes and implications of this
paradox, from which he derived his title—
"The Anguish of Central Banking."
He noted that for roughly two decades
after World War II economic and financial
developments had been reasonably satisfactory but that inflation had begun to accelerate in the mid-1960s, both in the United
States and in other industrial countries.
Purely economic analyses of inflation in
the United States, he believed, overlook
the fundamental inflationary bias that has
emerged from the philosophic and political
currents that have been transforming economic life in the United States and elsewhere since the 1930s. The essence of the
unique inflation of our times and the reason that central bankers have been ineffective in dealing with it can be understood
only in terms of these currents,
During the greater part of U.S. history,
government intervention in economic life
was only peripheral. But less than a decade
after the cataclysmic events of the 1930s
and 1940s, the U.S. Government had become a leading actor on the economic stage.
The experiences of the Great Depression
and of World War II had persuaded people
that the Government should both help the
unemployed and prevent unemployment
in the first place. The Employment Act of
1946 explicitly stated the Federal Government's responsibility to promote "maximum employment," which came to mean
"full employment" as a matter of law as
well as popular usage.
The period from World War II to the
mid-1960s was marked, not only by a

ety should be addressed promptly by the
Federal Government. And the administration in power attempted to respond. The
interplaying demands and government action had an internal dynamic that led to
their concurrent escalation, and their cumulative effect was to impart a strong inflationary bias to the American economy.
Since the willingness of the Government to
levy taxes fell far short of its propensity to
spend, budget deficits became a chronic
condition of federal finance.
"Much of the expanding range of government spending was prompted by the
commitment to full employment," Mr.
Burns reminded his audience. "Fear of immediate unemployment—rather than fear
of current or eventual inflation—thus came
to dominate economic policymaking."
This emphasis inevitably gave an inflationary twist to the economy; so too did the
expanding role of government regulation,
much of which reduced the amounts of
capital that might have gone into productivity-enhancing investments by private
industry. Additional forces on the side of
supply contributed to the inflationary bias.
As the income-maintenance programs established by the Government were liberalized, the number of individuals counted as
unemployed could rise even at times when
job vacancies, wages, and the consumer
price level were rising.
These philosophic and political currents
inevitably affected the attitudes and actions of central bankers. In addition to these
influences, the Federal Reserve was also
subject to provisions of the Employment
Act of 1946 "to promote maximum employment," which limited its scope for
controlling prices through limiting the
money supply. In Mr. Burns' judgment,
the Federal Reserve did not maintain restrictive policies long enough to end inflation. He continued: "By and large, monetary policy came to be governed by the
principle of undernourishing the inflationary process, while still accommodating a
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good part of the pressures in the marketplace. The central banks of other industrial
countries, functioning as they did in a basically similar political environment, appear
to have behaved in much the same fashion."
Changes under way
But, Mr. Burns noted, central bankers
are not free from some responsibility for
the inflation that is our common inheritance. "Central bankers can make errors—
or encounter surprises—at practically every
stage in the process of making monetary
policy. In some respects, their capacity to
err has become larger in our age of inflation," which has "often taken the sting
out of interest rates," he remarked. Recent financial innovations, moreover, have
raised doubts about the meaning of particular growth rates of the monetary aggregates. Thus, not only has central banking
been unable to exercise restraint on credit
by keeping interest rates high enough to
affect inflation but also, to a large extent,
with new alternatives to bank demand deposits emerging all the time, it is not clear
how to measure changes in aggregate
transactions.
Delays in recognizing some of these developments would tend to bias policy toward monetary ease. Moreover, the common assumption that inflation will continue
indefinitely in the future has imparted an
asymmetry to the consequences of monetary errors. As a result, the influence of a
central bank error that intensifies inflation
may stretch out over years, while the unintended effects of central bank actions of
a restrictive type do not.
This does not mean, Mr. Burns emphasized, that central banks are incapable of
12

J. J. Polak

Milutin Cirovib

Arthur Burns

stabilizing actions. It means simply that
their practical capacity for curbing an inflation that is continually driven by political
forces is very limited. "The persistent inflation that plagues the industrial democracies will not be vanquished—or even
substantially curbed—until new currents
of thought create a political environment in
which the difficult adjustments required to
end inflation can be undertaken."
Such a change in the intellectual and political climate of democracies may be under
way, Mr. Burns pointed out. Growing feelings of resentment and frustration are
largely responsible for the conservative political trend that has developed of late in
the United States and other industrial
countries. This widespread concern about
inflation in the United States is an encouraging development, but no one can be sure
how far it will go or how lasting it will
prove. Economic life is subject to all sorts
of surprises and disturbances that could
readily overwhelm and topple a gradualist
timetable for curbing inflation.
Mr. Burns said that if the United States
is to make real headway in the fight against
inflation, he had reluctantly come to believe that the following drastic four-point
therapy would be needed: (1) legislative
revision of the federal budgetary process
that would make it more difficult to run
budget deficits and that would serve as the
initial step toward a constitutional amendment directed to the same end; (2) a commitment to a comprehensive plan for dismantling regulations that have been
impeding the competitive process and
modifying others that have been running
up costs and prices unnecessarily; (3) a
binding endorsement of restrictive monetary policies until the rate of inflation has

become substantially lower; and (4) a reduction of business taxes in each of the
next five to seven years.
Mr. Burns said that he could not express
confidence that such a program, or any
other constructive and forceful program for
dealing with inflation, will be undertaken
in the United States or elsewhere in the
near future. He said he was not even sure
that many of the central bankers of the
world, having by now become accustomed
to gradualism, would be willing to risk the
painful adjustments that he fears are ultimately unavoidable. While, therefore, the
return to reasonable price stability in the
industrial democracies and thereby to an
orderly international monetary system is
likely to be postponed by more false starts,
he believed the conservative trend that now
appears to be under way in many of the
industrial democracies may continue to
gather strength.
Inflation and growth
Professor Milutin Cirovic, the first commentator, stressed that, as a result of the
Gordon Williams
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interdependence of national economies,
internal developments are increasingly influenced by world developments. The severe recession in industrialized market
economies over the period 1974-75 and
their now accelerating rates of inflation,
their high balance of payments (BOP) disequilibria, and the deceleration of fixed investment all had negative implications for
the developing countries. While the recycling of part of the BOP surpluses of some
countries to developing countries, carried
out through the international credit market, had had a positive effect, a negative
effect was the excessive accumulation of
foreign indebtedness by developing countries.
In analyzing these recent distortions of
the world economy, Professor Cirovic said
he thought that placing emphasis on inflation as the main causal factor was onesided. His view was that the deteriorating
functioning of the world economy reflects
not only disturbances experienced in a certain number of national economies but
also interaction of adjustment processes in
national economies and in groups of them.
From this it follows, Professor Cirovic
noted, that an effective economic strategy
"must simultaneously act towards stabilization . . . and towards strengthening the
expansionary forces that will lead to further expansion of the world economy . . .
carried out through . . . international coordination." The formulation of such a
strategy must recognize that economic
growth rates and inflation rates—though
interrelated—are essentially distinct. In an
optimal policy mix, monetary policy, assisted by other instruments (above all by
fiscal and income policies), would bear the
brunt of the fight against inflationary expectations and forces. These would operate only if some other forces in the economic system, exerting a long-term upward
influence on the economy, are set in motion; market mechanisms can no longer be
seriously relied upon to create an environment assuring sufficient economic propulsion.
Looking for alternatives, Professor
Cirovic noted that a growth strategy based
on expansion of exports, and hence on expansion of fixed investment, would be a
strong stimulus to economic development,
leaving to monetary and incomes policy
the responsibility for monetary stabilization. But world exports are not likely to
grow at a rapid pace in the foreseeable future unless a mechanism is established to
"spur the international economic system.
, An acceleration of the purchasing power of
non-oil developing countries would induce
a corresponding acceleration in world economic activity. Such an acceleration could

be accomplished by three actions: stabilization of the terms of trade between primary and industrial products on the world
market; a gradual reduction of protectionism in the industrial countries; and an expansion of concessional capital to non-oil
developing countries.
In all this, the International Monetary
Fund has an important role, both in regard
to BOP financing and to the creation of
special drawing rights (SDRs). A link between the creation of SDRs and development financing in the developing countries
would increase the purchasing power of
developing countries, thus creating an increased demand for imports and an impetus to new fixed investment. Professor
Cirovic concluded that "the International
Monetary Fund could develop into a world
institution ensuring adequate adjustments
of national economic and balance of payments policies which would, at the international level, result in ... an environment conducive to both a faster expansion
of the world trade and production and a
gradual reduction of inflation rates and
balance of payments deficits."
International arrangements
The second commentator was Mr. J. J.
Polak, Economic Counsellor of the Fund,
who noted, in the beginning, that some
developments in the world economy
seemed to inject rays of light in what could
otherwise appear as unmitigated secular
gloom: the 15 years of price stability in the
United States between the Korean and the
Viet Nam conflicts; the remarkable success
in some European countries in curbing the
post-1974 inflation; and the experience of
reasonable price stability in much of the
Far East. Nonetheless, he agreed with Mr.
Burns' fundamental view, that a return to
stability in the international monetary system could not be expected until reasonably
good control over inflationary forces had
been achieved in the major industrial
countries, especially in the United States.
But this fact does not mean that the international monetary system "must be left
sitting quietly in a corner" until the campaign to subdue inflation is won. On the
contrary, work to be done on the international side now could involve in his view:
(1) deepening our understanding of the
workings of the system as it exists; (2) attempting to discover certain tendencies for
change in the system; and (3) seeking to
steer the system in directions believed to
be beneficial. The work to be done thus requires not only a climate of political will
but, equally, the design of structures that
can continue to function under the pres-

sures and in the turbulence that characterize even a favorable climate.
Starting with the exchange rate aspect of
the system, Mr. Polak commented that,
while under the Fund's new Article IV exchange rate arrangements are left to each
member's choice, exchange rate policies
are made subject to the Fund's firm surveillance. While one provision of the new
Article IV states that "orderly underlying
conditions . . . are necessary for financial
and economic stability," Article IV also
enjoins Fund members, whether or not
they have been successful in establishing
orderly underlying conditions, not to have
an exchange rate that is economically
wrong.. It is to this, Mr. Polak said, that the
Fund's surveillance is most directly addressed, and he quoted one of the general
purposes of the Fund: "to shorten the duration and lessen the degree of disequilibrium in the international balance of payments of members." Although exchange
rate surveillance encounters its difficulties—as manifold rationalizations are advanced to delay changes in exchange rates
whose disequilibrium character is not denied—Mr. Polak emphasized that "no country has an advantage in sticking to a disequilibrium rate for its currency, and no
country in the end manages to do so."
Mr. Polak added that the Fund is increasingly using its surveillance authority
in a broader sense, paying attention to the
fact that the domestic economic policies in
the largest industrial countries and their
coordination have a major impact on the
economic activity and the payments position of all countries.
Turning to the reserve assets of the system, Mr. Polak noted that an important
move toward making the SDR the principal reserve asset in the international monetary system, as called for in the Fund's
new Articles of Agreement, seems attainable. This could happen given the recent
interest among members in replacing a large
amount of dollars in their reserves with
SDR-denominated claims on a substitution
account administered by the Fund, if a
technically workable scheme is developed
for doing so. He pointed out that no one
can be sure how much of a difference to
the system would result from the creation
of a substitution account, but it is clear that
it could contribute to the stability and symmetry of the system and that it is the only
major avenue of reform that seems currently within the realm of the attainable.
In concluding, Mr. Polak said that
"however well it may be designed, no system will produce satisfactory results in the
absence of sensible policies, most particularly on the part of the main countries."
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Fiscal policy in oil exporting countries,
1972-78

Since 1972 the major oil exporting countries have absorbed an
unprecedented volume of resources. Initially, high government
expenditures occurred, accompanied by accelerating expansion of
domestic liquidity and inflation. Conditions eased after 1975, as
domestic spending slowed and supply bottlenecks lessened.
This article discusses the role and effectiveness of fiscal pplicy,
particularly in the successful efforts to stabilize the domestic
economy. The conditions for effective fiscal policy in oil exporting
countries are not directly affected by the revenue effects of
the latest round of oil price rises.

David Morgan
Following the rises in oil prices late in 1973
and early in 1974, it was widely predicted
that the major oil exporting countries would
have accumulated massive international
reserves by the end of 1980. (The 12 major
oil exporting countries concerned in this
analysis are Algeria, Indonesia, Iran, Iraq,
Kuwait, Nigeria, Oman, Qatar, Saudi Arabia, the Socialist People's Libyan Arab Jamahiriya, the United Arab Emirates, and
Venezuela.) Estimates of the increase between 1973 and 1980 ranged from $180 billion to more than $600 billion, at 1974 prices.
But in fact, their balance of payments (BOP)
surpluses on current account and their reserve accumulations between the end of
1973 and the end of 1978 were substantially lower than had been expected. The
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fact that world economic growth has been
slower than predicted is one reason for this
shortfall. But almost certainly the major
source of error was the underestimation of
the absorptive capacity of the oil exporting
nations and, in particular, the speed with
which highly ambitious development
strategies and spending plans could be formulated and implemented.
Largely as a result of these factors, the
BOP surplus on current account of the major oil exporting countries declined from
$68 billion in 1974 to $32 billion in 1977
and is estimated to have declined to $6 billion in 1978. Further, this surplus is now
concentrated in a group of six countries
with relatively low short-run absorptive
capacity—Saudi Arabia, Kuwait, the United

Arab Emirates, Qatar, Iraq, and the Socialist People's Libyan Arab Jamahiriya. In
contrast, the current account position of
the other six oil exporting countries as a
group—that is, Algeria, Indonesia, Iran,
Nigeria, Oman, and Venezuela—was in
deficit by 1977. This article considers the
role of fiscal policy in this unprecedented
absorption of resources—between 1972 and
1978 when the combined government expenditures of these 12 countries rose more
than eightfold.
Revenues & expenditures, 1972-78
The countries considered here are a heterogeneous group, with differing political
outlooks, cultural traditions, and economic
capacities. But there were notable similarities in broad macroeconomic developments in all 12 countries during the period
1972-78. Following the sharp rise in oil
prices late in 1973 and early in 1974, the
countries adopted highly expansionary fiscal and monetary policies aimed at the rapid
development of the non-oil sector and at
the immediate improvement of the welfare
of their populations. Gradually, in many
cases as early as late 1975 and 1976, however, these oil exporting countries found it
necessary to shift toward more restraint on
domestic spending to combat sharply accelerating inflationary pressures. In addition, emerging current account and overall
BOP deficits became a reason for cutting
back the rate of expansion in aggregate demand in several of the oil exporting countries. Policies of restraint have tended to be
maintained, although a major economic
objective of these countries is still the rapid

Finance & Development I December 1979

©International Monetary Fund. Not for Redistribution

development of the non-oil sectors of their
economies.
The value of oil exports from the major
oil exporting countries rose from $35 billion
in 1973 to $112 billion in 1974 and to over
$130 billion in 1978. Government oil revenues, which constitute approximately 80
per cent of total government revenues in
these countries, grew even faster than oil
exports—from $23 billion in 1973 to $85 billion the following year—and are estimated
to have reached $118 billion in 1978. The
escalation reflects, inter alia, increases in
income tax and royalty rates on oil sales
and, in several cases, increased equity participation by governments.
This sudden sharp rise in oil revenue
eased or, in some countries, eliminated financial constraints on development.
Nevertheless, the authorities were faced
with difficult and novel issues and choices
regarding the feasible speed of development of their non-oil sectors, the appropriate roles of public and private economic activity, tolerable rates of inflation, and
acceptable standards of income distribution. While varying emphases were, of
course, observed, all countries aimed for a
rapid increase in the rate of growth of the
non-oil sector. Unparalleled increases in
expenditures were undertaken, aimed at
developing infrastructure and diversifying
industrial bases. Current expenditures were
increased rapidly, mainly in the form of
sharply increased wages and salaries, defense spending, subsidies, and transfers to
public enterprises.
The rate of growth of government expenditure in these 12 countries has, by any
historical standard, been spectacular. Aggregate government expenditures increased by 49 per cent in 1973, by 100 per
cent in 1974, and by a further 50 per cent
the following year. Thereafter, the rate of
growth in spending declined to 28 per cent
in 1976 and to 24 per cent in 1977. Budget
estimates implied a further deceleration (to
16 per cent) in 1978. The pattern is similar
both for countries with high and those
with low absorptive capacities, except that
for 1973 and 1976 the growth rates were
considerably higher in the low-absorption
than in the high-absorption countries.
Expressed in relation to gross domestic
product (GDP), government expenditure
for the 12 countries has increased from
about 27 per cent of GDP in 1972-73 to
about 45 per cent of GDP in 1977-78. The
ratio jumped sharply in 1975 to 40 per cent
and has been increasing by about 2 per- centage points a year since then. This continuing increase is almost entirely due to
increasing expenditure in the low-absorption countries; in the high-absorption
countries, the ratio has been relatively con-

Sources: National budget documents and author's estimates.
Note: Dotted lines indicate budget estimates.

stant at approximately 40 per cent since
1975.
It is significant that the budget estimates
for 1978 implied that, for the first time
since 1972, an overall budget deficit would
emerge for the 12 major oil exporters taken
as a group (see Chart 1). The magnitude of
the projected deficit is $14.5 billionequivalent to almost 4 per cent of these
countries' combined GDP. The lowabsorption countries have been in budgetary surplus positions since 1972 and were
projected to remain so in 1978, although
their overall budget surplus has dropped
sharply.
Absorptive capacity
The extraordinary pace of growth of expenditure may be explained mainly by the
urgency felt by these countries to expand
the non-oil sector and provide immediate
improvements in the welfare of their populations. In the initial period following the

oil price rise, many of the oil exporting
countries seem to have underestimated the
inflationary implications of sharply increased government spending. The economic reasoning may have been that foreign financial resources would provide an
increasing flow of real resources—which
they would, to the extent that oil revenues
and the capacity to absorb imports permitted. If inflationary pressures were correctly
forecast, it may have been assumed that
they could be handled through price controls, subsidies, and tax reductions rather
than through limiting government expenditure. It is also possible that a certain
amount of inflation was regarded as an inevitable and tolerable price to be paid for
rapid development.
Before 1975 a large proportion of the increase in government expenditure was
spent on imports, purchased either by the
government or by recipients of government wages, salaries, and transfer payFinance & Development I December 1979
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ments. By early 1975, however, considerable congestion emerged in the ports of
several of the major oil exporters. While
this congestion was the most obvious and
widely publicized bottleneck of these
countries, it proved to be only one of many
constraints. Domestic transportation and
construction were also under considerable
strain, and supplies of skilled and unskilled labor became severely strained in
the low-absorption countries by 1975. In
particularly short supply were the experience and technical expertise required for
the very rapid buildup of economic infrastructure and an industrial economy. Improving absorptive capacity involves a
substantially more complex capability than
solving short-term port and transportation
problems that limit imports; properly defined, the concept relates to the long-term
problems associated with the creation of
self-sustained growth of non-oil sectors.
Fiscal policy
Between 1972 and 1975, the continuing
rapid growth in government spending and
the increasingly severe supply bottlenecks
resulted in sharp increases in domestic liquidity and an intensification of inflationary pressures. In 1975 domestic liquidity
reached a peak growth rate of 45 per cent.
Thereafter, the growth rate decreased,
dropping to a rate of 33 per cent in 1977
after domestic spending was reduced and
supply bottlenecks eased. Consumer price
data for the same group of countries show
that inflation moved in a similar way to domestic liquidity. The inflation rate accelerated sharply from 4 per cent in 1972 to a
peak of 19 per cent in 1975 and thereafter
declined gradually to about 10 per cent in
1978. Thus, since 1975 the oil exporting
countries have had a significantly better
record for reducing inflation than any other
major group of countries.
The contribution of fiscal policy to these
liquidity and price developments is identifiable in domestic rather than in overall
budget balances. The separation of government transactions into foreign and domestic transactions represents an attempt
to estimate the direct impact of the budget
on domestic rather than on total demand.
External government transactions have no
immediate impact on domestic liquidity
because, by definition, domestic liquidity
is held only by the private sector. The receipt of oil revenues by government directly produces a rise in government deposits. Only when the government injects
this revenue into the domestic income
stream, through its domestic expenditures,
is the inflow of foreign exchange translated
into domestic liquidity. Utilizing this dis16

tinction between the domestic and foreign
transactions of the government, it can be
said that the main determinants of the
money supply are (1) the domestic budget
deficit, (2) the BOP deficit of the private
sector, and (3) the change in domestic bank
credit to the private sector.
One important policy implication is
highlighted by using the domestic balance
to find the direct effects of the government
budget on money creation: the exogenous
nature of oil revenues to any one oil exporting country per se does not give rise to
the problems of monetary stabilization that
would confront, say, a coffee exporting nation where coffee production was in the
hands of the private sector. Under existing
institutional arrangements in almost all
major oil exporting countries, oil revenues
are automatically sterilized and do not affect domestic liquidity until the funds are
disbursed through the government budget. Hence, the surge in oil revenues in
1974 did not, in itself, generate a rise in domestic liquidity. Similarily, the steadying
of the flow of oil revenues in 1977 and 1978
did not, in itself, do anything directly to
alleviate situations where excessive private
sector liquidity had been allowed to develop, except to the extent that it induced
moderation in net government domestic
spending.
Tolerably accurate estimates of domestic
balances are available for six of the major
oil exporting countries—Iran, Iraq, Kuwait, Nigeria, Saudi Arabia, Venezuela.
Chart 2 shows the relationship between
percentage changes in domestic budget
balances and in liquidity increments for
these six oil exporting countries since 1973.
The close relationship between the two
sets of percentage changes supports the
hypothesis that domestic budget balances
are in fact the primary determinants of
movements in domestic liquidity.
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Improvement in the data available on
movements in total international reserves
of the major oil exporting countries would
be required for an analysis of the relationship between fiscal and BOP developments
in the oil exporting countries. All one can
say here is that in an oil exporting country
with a limited home production base, there
is likely to be a close relationship between
overall fiscal and BOP developments. Government oil revenues are the principal
source of foreign exchange, and a large
proportion of government expenditures will
consist of payments for imports and for
other external transactions. Also, government injection of oil revenues into the domestic income stream via its domestic expenditures will be reflected in private sector
imports, given a limited home production
base and a reasonably open economy. The
relationship between the overall budget
surplus of the major oil exporting countries
and changes in their total international reserves has been fairly close between 1972
and 1978, except in 1977.
Financial stability
The evidence cited above suggests that
since 1975 the major oil exporting countries
cut back their national rates of inflation by
substantially curtailing domestic budget
deficits. Other domestic stabilization
methods were also employed. During 1974
and 1975, several of the major oil exporting
countries introduced policies involving direct action on prices. These included (1) the
introduction or substantial expansion of
direct subsidy payments on a wide range
of goods and services; (2) the introduction
or expansion of indirect subsidies, through
the pricing policies of public enterprises
(including those responsible for electricity,
water, and refined petroleum products for
domestic use); (3) the reduction or elimination of several categories of domestic
taxation (particularly import duties and
taxes on goods and services); and (4) the
abolition of user charges for governmentsupplied services in health, education, and
other areas.
An important objective of these policies
was to provide rapid improvements in the
living standards of a large proportion of
the population. Other aims may have been
to reduce inflation generally (by breaking
expectations of rising prices), as well as to
offset the impact of inflation on particular
groups. Actual inflation in 1974 and 1975 in
the countries using such price policies suggested that these policies were only partly
successful. This may support the view that
any decline in price expectations would
probably be short-lived if it were associ-"
ated with policies directly increasing the
domestic budget deficit and domestic li-
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quidity. Clearly, each of the four elements
of fiscal policy outlined above implied both
developments.
Attacking the symptoms of inflation by
means that exacerbated the causes was
likely to yield, at best, only temporary results. Several oil exporters subsequently
turned to price controls—an instrument
that offered a reduction in inflationary expectations without, at the same time, tending to increase the domestic budget deficit
and domestic liquidity. While these policies appear to have played a part in holding down the rate of increase in indices of
official prices, it is questionable whether
they also reduced underlying inflationary
pressures. In some cases, the brunt of the
controls was borne by public enterprises,
with predictable increases in their financing requirements. Recently, some countries have substantially relaxed or abandoned price controls.
Policies to augment aggregate supply
have played a considerable role in maintaining the growth of the non-oil sectors at
a relatively high level and slowing down
inflation in the oil exporting countries. Port
congestion—from the beginning—represented a critical bottleneck; where it has
been relieved, it has helped to restore domestic financial stability. However, there
are other bottlenecks and new ones will
inevitably appear. Oil revenues aside, the
oil exporting countries still suffer from some
of the same problems as other developing
countries: insufficient infrastructure and
skilled labor, widespread illiteracy, and a
large proportion of the population in economic sectors where productivity remains
low. Oil revenues remove one constraint to
development—foreign exchange—but this
does not, of itself, remove shortages of
economic resources, such as the lack of
skilled labor, infrastructure, and managerial, administrative, and entrepreneurial
talent. Large investment drives, to improve ports, for example, may remove one
bottleneck to growth but may tend to increase others through the pressure exerted
on other elements of the infrastructure (internal rail and road transportation, for example), on the small group of decisionmakers, on skilled manpower, and on the
domestic resources of the construction and
service sector. In brief, measures to augment aggregate supply involving the easing of key bottlenecks have a critical but
limited role to play in restoring domestic
financial stability. These measures should
be accompanied by appropriate demand
•management policies.
The speed and scale of the economic
"transformation of the major oil exporting
countries during the past five years complicate the task of devising appropriate de-

Chart 2
Six oil exporting countries:1 percentage changes in domestic
budget balances and domestic liquidity increments, 1973-782

Sources: International Monetary Fund, International Financial Statistics; national budget
documents; and author's estimates.
1
1ran, Kuwait, Nigeria, Oman, Saudi Arabia, and Venezuela.
'Weighted by nominal GDP, expressed in U.S. dollars.
3
1978 budget estimates.

mand management policies. In these countries structural changes have undoubtedly
occurred that must limit the usefulness of
those economic relationships that existed
prior to 1973. Further, structural change is
clearly not a once-and-for-all phenomenon, but rather a continuous and somewhat unpredictable process. While considerable improvements have been made in
several countries, this underscores the need
to improve the coverage, quality, and speed
of compilation of macroeconomic statistics.
During 1974 and 1975 institutions responsible for the control of fiscal and monetary
aggregates were not, in general, able to
keep pace with the rapid increase in the
scale and complexity of other operations;
in particular, considerable strains emerged
on the budget and accounting machinery.
In some cases, the financial and planning
ministries did not have the power of their
counterparts in countries where financial

constraints require the reconciliation of
competing claims. Development plans and
budgets frequently represented processes
whereby projects and programs were compiled but not fully reconciled, and individual ministries and public enterprises enjoyed considerable autonomy. In these
circumstances, the ability of the authorities
to control the level of expenditures in line
with the macroeconomic requirements of
the economy was considerably reduced.
Marked improvements have been made
recently on these problems, although in
some of the oil economies the monetary
authorities have relatively narrow functions, and new problems of control of
monetary aggregates have arisen with the
rapid development of specialized banking
institutions. These problems are aspects of
the general problem of adapting the infrastructure of financial management to the
transformed economic situation.
ED
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World energy prospects
and the developing world
Recent World Bank projections for 1990 indicate that, despite a
prospective deceleration of consumption, energy supplies will
tighten in the 1980s, leading to upward pressures on prices for
energy, and for oil in particular. This article surveys the energy
prospects of four groups of countries: industrialized, oil exporting,
oil importing developing countries, and those with centrally planned
economies. It emphasizes the part played by domestic policies and
capital and managerial resources in determining the energy
prospects of the developing countries.

Adrian Lambertini
The world energy balance is likely to continue to be tight between now and 1990, as
demand for energy outstrips supply after
1985, putting upward pressure on prices.
This situation gives rise to concern about
the adequacy of future energy supplies and
of petroleum supplies in particular, since
this is the single largest source of energy,
and all forms of energy have been reevaluated in the light of petroleum's higher
cost. All countries will have their own
problems of adjustment. This article will
pay particular attention to the position of
the developing countries, where the use of
oil is far more strongly linked to growth—
and, therefore, modernization—than elsewhere. Their growth prospects will be
closely correlated to the success of their efforts to adjust to world energy prices and
to prospects for further price rises in the
future.
The World Bank has conducted studies
on the energy situation at the domestic and
international levels. In order to assess the
world energy situation, and particularly
the situation of the developing countries,
this article draws upon analytical background work prepared for the World Development Report, 1979. (See "World Development Report, 1979" by Johannes Linn and
Lyn Squire in Finance & Development,
September 1979.) It also draws upon the
Bank's examination of the prospects for oil
production in 70 developing countries (see
"Prospects for oil and gas production in
the developing world" by Efrain Friedmann and Raymond Goodman in Finance
& Development, June 1979). '
The World Development Report forecasts
show that, by 1990, world energy consumption will have outstripped production
(see Table 1). This excess consumption over
production will create strong pressures for
prices to rise. As the following analysis of
the prospects of different groups of countries shows, the determining factor in the
situation will be oil. Therefore, most of the
references to energy prospects in this article will be to the production and consump-tion of oil. More oil will be needed than can
be supplied—in spite of the present concern to find substitutes and to use present
supplies more efficiently, and despite the
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Table 1
Commercial primary energy balances, 1976 and 19901
(In millions of barrels a day of all equivalent)

_ 1976

_

Production Consumption

Industrialized countries
Centrally planned economies
OPEC countries
Developing countries
Developing OPEC countries2
Non-OPEC oil exporters
Oil importing developing countries
Bunkers and other
World total

46.5
37.9
33.0
26.5
16.9
3.1
6.5
127.0

69.8
34.4
3.1
16.8
2.3
1.9
12.6
5.3
127.1

1990 _

Production Consumption
(Projections}

70.7
66.7
49.0
51.3
23.5
9.3
18.5
214.2

109.7
64.3
7.7
38.4
5.4
4.5
28.5
7.0
221.7

Sources: World Bank projections; United Nations World Energy Supply, Series J. actual.
1
Primary energy here refers to coal, lignite, crude petroleum, natural gas, natural gas liquids, hydro and nuclear electricity, expressed in barrels a day of oil equivalent,
2
Included also in OPEC countries above.

fact that present prices make it worthwhile
to exploit those oil resources that were previously regarded as uneconomic. The industrialized countries alone could absorb
the total output of the Organization of Petroleum Exporting Countries (OPEC) by
the end of the 1980s. Consumption in the
oil importing developing countries, which
now import 83 per cent of their oil, is likely
to increase as they modernize, and in 1990
could be over twofold the 1976 levels (see
Table 2). At the same time, the centrally
planned economies are likely to absorb the
small surplus they now export to the market economies. Meanwhile, production in
the OPEC countries, the principal oil exporters, is likely to level off before the end
of the century.
The implications of the tightened energy
balance vary for different groups of countries. Nevertheless, all of them have an interest in maintaining stable international
economic conditions while they adjust to
reduced supplies and higher prices.
Estimates of the world's future supply
of, and demand for, energy depend on a
number of interrelated variables—including the availability of resources, national
growth rates, domestic energy policies, and
national and international political environments. In this context, the World Bank's
base forecasts for the global energy balance
in 1990 should be seen as notional rather
than precise predictions. These estimates
assume that the industrialized economies
will grow at 4.2 per cent per annum; that
the real (as distinguished from the nominal) cost of energy will remain at 1975 levels; that reasonable conservation efforts will

be made; that substitution of other fuels for
oil will be limited; and, finally, that conventional—as opposed to synthetic—global
oil production will reach a plateau in the
coming 20 years.
There is, however, a potential gap between projected production and consumption of energy in 1990 (see Table 1), if these
assumptions hold. And the attainment of
the growth rates assumed for the industrialized countries cannot be expected
without a concommitant increase of energy
prices in the 1980s in real terms.

cent between 1968 and 1973 to 0.7 per cent
between 1973 and 1977. Much of this reduction can be attributed to slower industrial growth, but part of it also reflects more
efficient use of energy products. Interfuel
substitution and further improvements in
energy efficiency involve investments in
new, more efficient capital goods (that is,
a substitution of capital for energy), and,
consequently, require a comparatively
high initial investment per unit of energy
saved. Smaller cars, more efficient engines, and lower speed limits are clearly
effective measures in reducing the growth
of energy consumption in road transporIndustrialized countries
tation. In the industrial sector, integrated
The industrialized countries dominate the design and the correct choice of new proworld market for energy: they produce cesses, good combustion technology, reslightly less than 40 per cent of the world's covery of waste heat, insulation, heat manenergy and consume almost 60 per cent. agement, and more efficient maintenance
Oil alone accounts for half of their domes- are all expected to improve energy effitic energy requirements, and four fifths of ciency and, in most cases, are likely to be
it is imported, largely from the OPEC cost effective as well.
Improvements in the efficient use of encountries.
The threefold real increase in oil prices ergy can be considered a substitute for adsince late 1973 has had a very limited effect ditional energy supplies. A good deal of
on energy supply and demand in the in- energy-consuming equipment currently in
dustrialized countries. Substitution be- use is considered to be well below the
tween energy sources has been, at best, in- standard of efficiency that is appropriate
significant: oil still accounts for 52 per cent for current energy prices; this phenomeof industrial countries' total requirement, non has occurred largely because such
compared to 53 per cent in 1973. The share equipment was originally installed when
of imported oil in their total consumption energy prices were lower. Primary energy
is the same as it was in 1973; their domestic consumption per unit of production in
energy production has virtually stagnated Western Europe could, for example, be resince 1970.
duced by up to 30 per cent if all energyThe annual growth rate of demand for consuming equipment were of a standard
energy in the industrialized countries has of efficiency compatible with current enbeen reduced significantly, from 5.8 per ergy prices. The energy projections of the
Finance & Development I December 1979
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Table 2
Developing countries: primary energy balance, 1976 and 19901
(In millions of barrels a day of oil equivalent)
Oil importing countries
T976

Production
Petroleum
Gas
Coal
Primary electricity
(Of which nuclear)
Consumption
Petroleum
Gas
Coal
Primary electricity
Net imports (—exports)
Petroleum
Gas
Coal
Primary electricity

6.5
1.2
0.4
3.5
1.4
0.1
12.6
7.2
0.4
3.6
1.4
6.1
6.0
—
0.1
—

1990

18.5
8.8
1.2
8.0
5.5
2.0
28.5
14.6
1.2
7.2
5.5
10.0
10.8
—
- 0.8
—

Oil exporting countries
1976

1990

20.0
18.3
1.4
0.1
0.2
0.1
4.2
2.8
1.0
0.2
0.2
-15.8
-15.5
- 0.4
0.1
—

32.8
23.8
7.4
0.4
1.2
0.4
9.9
5.9
2.3
0.5
1.2
22.9
-17.9
- 5.1
0.1
—

All developing countries
1976

26.5
19.5
1.8
3.6
1.6
0.1
16.8
10.0
1.4
3.8
1.6
9.7
- 9.5
- 0.4
0.2
—

1990

51.3
27.6
8.6
8.4
6.7
2.4
38.4
20.5
3.5
7.7
6.7
-12.9
- 7.1
- 5.1
- 0.7
—

Sources: World Bank projections; United Nations World Energy Supplies, Series J, actual.
' Primary energy here refers to coal, lignite, crude petroleum, natural gas, natural gas liquids, hydro and nuclear electricity, expressed in barrels a day of oil equivalent.

World Development Report allow for reason- output currently projected for OPEC counable energy savings in the industrialized tries.
countries by 1985; the potential savings in
that year, however, are considerably higher OPEC
at current energy prices.
OPEC countries are likely to continue
The prospects for additional supplies of dominating the supply of oil, in spite of
energy in the industrialized countries are important new developments in non-OPEC
uncertain. Only modest increases in con- developing countries, such as Mexico. The
ventional energy production are projected OPEC countries command 70 per cent of
to 1990. Nuclear power was once seen as a the world's reserves of oil, 50 per cent of
main prospective source of nonconven- production, and 80 per cent of the world's
tional energy and was developed rapidly exports. Their land-based supplies are likely
between 1968 and 1973; by 1977-78, how- to remain the cheapest source of oil during
ever, new orders for nuclear plants in these the period covered by our estimates.
OPEC member countries have different
industrialized countries had virtually
halted, mainly because of concern about
their safety. In the United States, which
has considerable energy resources and is
Adrian Lambertini
the world's largest single producer of energy, domestic pricing and environmental
policies have discouraged energy development. Overall, comprehensive and effective energy policies have been implean Argentine citizen,
mented only slowly in the industrialized
received his graduate
countries, and the outlook for substantial
degree in economics from
improvements in their energy situation by
the University of Buenos
1990 is not good. Their reliance on im- ||
Ifj^f'i
Aires (Argentina). He
Umit /
joined the Bank in 1973 as
ported oil supplies is expected to remain as 11
heavy as it has been in recent years. If past a Young Professional and worked on energy matters
economic trends—including a growth rate in the Economic Analysis and Projections
of 4.2 per cent per annum—continue into Department, where his current assignment involves
the 1980s, industrial countries' need for oil the petroleum market.
is expected to reach the maximum level of
20

endowments of energy resources and factors of production. Oil is not of uniform
quality, and different countries command
different prices per barrel of oil. Even
countries producing oil of similar qualities
and with comparable economic conditions
sell at different prices and supply differing
amounts, according to political factors or to
differing assessments of the impact of their
decisions on the world economy. (Kuwait's
relatively heavier crudes are typically less
valuable than, for example, the lighter
crudes produced in Saudi Arabia. The latter, however, are priced below the former.)
Development prospects also differ among
OPEC countries. In Kuwait, Qatar, Saudi
Arabia, the Socialist People's Libyan Arab
Jamahiriya, and the United Arab Emirates,
where investment opportunities are relatively limited, the proceeds from oil exports exceed absorptive capacity. Consequently, these countries have become
exporters of surplus capital. Other OPEC
countries have larger populations and more
capacity to absorb investment, and they
rely on the income from their oil exports to
finance their development expenditures.
From a supply point of view, most of the
expansion in OPEC's productive capacity
occurred in the 1960s. Future expansion is ,
likely to be comparatively less significant;
it also is expected to take place in the small
group of capital surplus countries. Overall,
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the OPEC countries are expected to become more dominant as world suppliers of
oil in the 1980s; within the organization,
there is also likely to be a greater concentration of supplies.
Ten of the OPEC countries—Algeria, Indonesia, Iran, Iraq, Kuwait, Nigeria, Saudi
Arabia, the Socialist People's Libyan Arab
Jamahiriya, the United Arab Emirates, and
Venezuela—account for over 95 per cent of
OPEC's aggregate production; Saudi Arabia alone has accounted for one third of
OPEC supplies since 1974. This concentration, and its location, make world oil supplies highly vulnerable to disruption: a
change in the production pattern of any
one of these major exporters can affect
world supplies, and especially world prices,
considerably, as was shown by recent
events in Iran.
During the next decade, the difference of
interests within OPEC may have more effect on the group's policies than in the
past, particularly on the magnitude and
frequency of price changes in a period of
increasingly tight supplies. Strong market
fluctuations are not unlikely during the
forthcoming transition to non-oil energy
sources. Since 1973, consumers have found
that large, sudden oil price increases have
imposed costly adjustments on national
economies and on individuals' living
standards. The accompanying inflationary
pressures have affected costs in developed
countries and also the economic position of
the oil producers. As supplies tighten in
the 1980s, gradual, periodic price changes
might be easier for consumers to absorb
and might reduce the inflationary feedbacks from price changes; but a program
for such gradual changes would require

Industrialized countries are the members
of the Organization for Economic Cooperation and Development, apart from Greece,
Portugal, Spain, and Turkey, which are included among the middle-income developing countries.

Capital surplus oil exporters: Kuwait, the
Socialist People's Libyan Arab Jamahiriya,
Oman, Qatar, Saudi Arabia, and the United
Arab Emirates.

Centrally planned economies are Albania,
Bulgaria, the People's Republic of China,
Cuba, Czechoslovakia, the German Democratic Republic, Hungary, Mongolia, North
Korea, Poland, Romania, and the Union of
Soviet Socialist Republics.

more cooperation between producers and tion targets are met in the People's Repubconsumers than has been evident thus far. lic of China and if its domestic demand for
petroleum does not accelerate too sharply,
Centrally planned economies
a small quantity of its surplus oil might be
The centrally planned economies are col- released for export; at best, export volumes
lectively self-sufficient in energy. They ab- will be modest.
sorb about one third of the world's energy
consumption and, in recent years, have Oil importing developing countries
produced enough fuel to meet domestic
This group includes countries covering a
demand and to leave a surplus—mainly of wide spectrum of development levels: from
oil—for export. The Union of Soviet So- semi-industrialized economies of Southern
cialist Republics (U.S.S.R.), which has be- Europe and Southeast Asia to agrarian nacome the world's largest single producer tions of Asia and sub-Saharan Africa. A
of oil, exported the equivalent of almost 10 substantial share of the energy needed in
per cent of OPEC production in 1976. The the traditional sectors of the developing
People's Republic of China produces about countries is met by noncommerical energy
2 million barrels of oil a day and exports sources, such as firewood, charcoal, plant
about 15 per cent of this.
and animal residues, human and animal
The prospects for the production and ex- effort, and solar energy. It has been estiport of petroleum are different in the mated that such noncommerical energy
U.S.S.R. and the People's Republic of supplies over 90 per cent of total energy
China because of the location of their re- consumption in such countries as Mali,
sources relative to the developed parts of Nepal, and Tanzania. In the Far East, extheir countries, on the one hand, and, on cluding Japan, energy use is probably dithe other, the policies followed in devel- vided about equally between commerical
oping them. Both countries are projected and traditional energy sources.
to increase their production, although
Since commercial energy (such as oil,
modestly in the U.S.S.R. compared with gas, coal, or electricity) is used increasingly
the People's Republic of China. Whether as countries grow and modernize, comthe U.S.S.R. and the People's Republic of mercial energy requirements are expected
China will develop sufficient surpluses of to increase faster in these countries than
oil to export is uncertain at this time. In the elsewhere. At present, the oil importing
U.S.S.R., oil production will increasingly developing countries account for about 10
be needed for domestic consumption, and per cent of the world's consumption of
the Bank projections indicate that this will commercial energy and for about 7 per cent
leave just enough surplus to meet the needs of world production. Oil meets almost 60
of the Eastern European countries. It seems per cent of their commercial energy needs,
unlikely that the U.S.S.R. will become a and 83 per cent of their petroleum requirenet oil importer in the 1980s. On the other ments were imported in 1976. By 1990,
hand, net oil exports to market economies they are expected to account for 17 per cent
will probably cease by 1990. If coal produc- of global consumption of commercial energy.
What prospects do these countries have
for meeting their increased consumption
from indigenous sources? Energy reDeveloping countries are divided on the
sources in these countries are largely unbasis of 1977 gross national product per
derexplored. Since many of the countries
capita into:
Low-Income Countries—with per capita
have large land areas, and since their search
income of US$300 in 1977 and below; and
for oil so far has been relatively successful,
Middle-Income Countries—with per capita
it is possible that they have considerable
income above US$300 in 1977.
potential resources. However, it is proThese include developing OPEC countries
jected that the oil importing developing
(Algeria, Ecuador, Gabon, Indonesia, Iran,
countries are not likely to make any signifIraq, Nigeria, and Venezuela), Greece, Isicant addition to world supplies of oil in
rael, Portugal, South Africa, Spain, and Turthe next decade. On the basis of their curkey.
rent energy plans, they are expected to
Oil importing developing countries are all
produce about 4 million barrels of oil
developing countries, excluding the OPEC
countries and 13 non-OPEC oil exporting
equivalent a day by 1990. This would meet
countries: Angola, Bahrain, Bolivia, Brunei,
less than 25 per cent of their domestic reEgypt, Malaysia, Mexico, Oman, the Peoquirements for oil projected for the same
ple's Republic of the Congo, the Syrian Arab
year; the remainder would still have to be
Republic, Trinidad and Tobago, Tunisia, and
imported. This estimate of their domestic
Zaire.
production, however, could prove conservative.
The interaction between industrialized
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countries and the OPEC will determine the
global cost of oil in the next decade. This is
an external factor over which the developing countries have little control, but it is
one which is likely to have a significant impact upon their growth prospects. The energy prospects of these countries have to
be viewed against the background of their
overall development needs; in particular,
although current oil prices provide the economic incentive to develop previously underexploited energy resources, higher energy costs may well exacerbate capital and
management scarcities that already hamper development efforts.
Energy use in LDCs
In the coming ten years, the low-income
economies of sub-Saharan Africa, Asia, and
the Pacific are expected to increase their
demand for commercial energy as incomes, particularly in the rural areas, rise.
In the middle-income, industrializing
countries, more efficient use and better
conservation of energy will be needed to
sustain the development of energyintensive industries at competitive levels.
In many developing countries, a significant share of households satisfy their energy needs from noncommercial energy
sources, and in these countries the use of
commercial energy is far more strongly
linked to production than in industrialized
countries. In the latter, industry and transportation absorb about 60 per cent of commercial energy, compared with more than
80 per cent in developing countries.
Energy use patterns result from past investments, but at any point in time the
amount of energy required per unit of production (energy intensity) is determined
not only by the energy requirements embodied in the existing capital stock—for example, the designed fuel consumption per
passenger kilometer of a car or the designed coke requirement per ton of steel
produced—but also by the actual use of existing equipment. Despite the design similarity of capital equipment in industrial and
developing countries, there are indications
that the latter use relatively more energy
per unit of production in power generation
and transportation.
Thermal power plants operate at lower
capacity utilization rates in developing
countries, resulting in lower fuel efficiency
(higher fuel inputs per kilowatt hour generated). In many countries, for example,
capacity utilization is constrained by the
size of the electrical system, its transmission capacity, and fuel supplies. The coexistence of two frequencies of electric current and even of two voltages in local
systems is not rare. In many developing
countries, the transport sector is less en22

ergy efficient (and fuel requirements per
ton kilometer of freight transported are
higher) than it is in industrial countries.
Not only is the largest share of freight carried by road (which requires between 100
and 200 per cent more fuel per ton kilometer than rail or water), but the proportion of gasoline trucks (which are less energy efficient than diesel trucks) is also
higher and the quality of the highway network is lower. In addition, poor utilization
of existing equipment lessens the energy
efficiency of the transport system.

timately recoverable reserves of petroleum
in the developing countries are not known
with any certainty, a recent assessment by
the Bank suggests that the oil importing
developing countries, whose proven reserves are now about 2 per cent of the
world total, may account for as much as 15
per cent of the world's ultimately recoverable oil reserves.
Between 1976 and 1985 the unit capital
costs of oil production in developing countries are projected to increase raster than
the unit capital costs of producing energy

Ultimately, the impact of higher energy costs
on the growth prospects of the developing
countries depends on the domestic policies
they implement to manage the increasing
energy inputs of their economies.
The energy efficiency of motorized urban transportation systems in developing
countries is low, due to inefficient use of
buses (which typically account for twothirds of motorized trips). This, in turn, results from poor management and inadequate maintenance. The low quality of
public transport systems in those countries
has only tended to increase the attractiveness of private cars at the expense of fuel
efficiency. The resulting congestion further
reduces the quality and attractiveness of
public services. In cities like Beirut, Istanbul, Kuala Lumpur, Lusaka, Nairobi, and
Tehran, for instance, passenger cars account for a larger share of mechanized urban transport than in cities of comparable
size in developed countries where incomes
are several times higher.
Improvements in energy efficiency are as
important in developing countries as they
are elsewhere (particularly where supply
options are more limited than those of industrial countries), even though their energy savings may have little impact on the
global energy balance. Such improvements, however, require capital investments and more efficient management of
existing and future equipment, particularly
equipment used in the production of
energy-intensive goods and services. The
relative scarcity of capital and managerial
resources which characterizes the developing economies should be expected to delay their adjustments to current and future
energy prices.
Aggregate energy supplies
The future energy situation in the oil
importing developing countries will depend, to a large extent, on how far they
increase local production. Although the ul-

from other conventional sources of energy.
However, the price of oil in the international market has now increased enough to
cover the cost of exploiting known reserves
of oil and gas that were previously noncommercial. Economic returns on these
projects are likely to be very high at current
oil prices, averaging about 30 per cent. The
actual return, however, depends on domestic policies.
In general, oil product prices in the oil
importing developing countries reflect adequately oil prices in the international market. However, direct government action is
probably more important in the developing
countries than elsewhere in determining
the levels of future energy production, as
the energy sector is generally a direct concern of the state. The allocation and timing
of investments in developing countries is
not only a matter of price incentives but
also one of broader economic goals, and
there is no evidence that these countries
have altered their investment plans on account of higher energy prices, nor any evidence that the industrialization patterns of
the recent past are being revised to allow
for additional energy production beyond
the levels dictated by domestic economics
and indigenous supply requirements.
As elsewhere, supply and demand adjustments in developing countries will involve reallocations of capital and manage- '
rial resources, but these countries' overall
development circumstances are likely to allow for only a partial adjustment in the
next decade. Ultimately, the impact of
higher energy costs on the growth pros- '
pects of the developing countries depends ^
on the domestic policies they implement to
manage the increasing energy inputs of
their economies.
ED
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Country experience
in providing for basic needs
The performance of developing countries in meeting the "basic
needs" of their people varies greatly. This article provides a brief
analysis of the results of World Bank studies on the determinants of
such performance and discusses their implications for framing an
approach to provide for these needs at a national level.
Frances Stewart
The ultimate goal of economic development is the improvement of the conditions
of life in developing countries. In the years
after World War II, when many countries
acquired independence, economic development became a major objective, and the
main aim of development policy was then
to raise the growth of gross national product (GNP). But it has become apparent that
economic growth alone is, in many cases,
not sufficient to improve substantially the
conditions of life of the poor. -The real incomes of the poorest 40 per cent of many
populations have remained abysmally low;
while the values of social indicators—such
as life expectancy at birth, morbidity, and
literacy—lag well behind those of the population of developed countries. The basic
needs approach to development is a response to these shortcomings of policies
concentrated on economic growth: it focuses directly on improving the conditions
of life of poor people—in particular on their
need for essential goods and services. (See
"From growth to basic needs," by Paul
Streeten, Finance & Development, September 1979.)
It is not possible to reach complete
agreement on exactly what the basic needs
of poor people are. The composition of the
basic goods and services required in each
country varies, of course. Moreover, some
people would include nonmaterial needs
such as employment, participation in the
means of production, and political rights.
But some needs are common to the poor in
most countries—these include food and
nutrition, health services, education, water,
sanitation, and shelter. These are basic human needs in large part because they contribute to two fundamental aspects of human life—health and education. In this
article, improvements in health and education are taken as the primary objectives
of a basic needs approach.
In order to provide a basis for identifying
the key macroeconomic elements for
policy-makers attempting to meet the basic

needs of their populations, the World Bank
recently conducted in-depth analyses of
the performance of seven countries in the
area of basic needs—Brazil, Egypt, The
Gambia, Indonesia, Mali, Somalia, and Sri
Lanka. This analysis from the country
studies can be set alongside more general
information from other developing coun-

tries to form a picture of how countries are
meeting basic needs.
Varying performances
The performance of developing countries in meeting the basic needs of their
populations varies enormously. Figures for
life expectancy at birth and rates of literacy
provide rough measures of achievement.
For example, among countries with populations of over half a million people, life expectancy at birth in 1977 was estimated to
be less than 45 years in 12 countries—Afghanistan, Angola, Bhutan, Chad, Ethiopia, Guinea, the Lao People's Democratic
Republic, Mali, Mauritania, Niger, Sene-
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years in 1960, in 14 life expectancy was be predicted by per capita income alone.
over 70 in 1977. By contrast, in no country The relationship between changes in inwhere life expectancy was less than 60 in come per capita and changes in perfor1960 was it over 70 in 1977. There was quite mance on life expectancy and basic needs
a substantial variation in the rate of im- is much weaker—the change in per capita
provement among countries between 1960 income providing virtually no explanation
and 1977, but the strong correlation be- of the change in life expectancy between
tween present and past performance over 1960 and 1970. (In fact, it was precisely the
the 17-year period indicates not only the failure of growth of GNP to eliminate povimportance of history but also the limits to erty which led to the new emphasis on
basic needs.)
major progress in the medium term.
One reason why a country's performance in meeting basic needs is not fully
explained by per capita incomes is that the
distribution of income among the populaProvision for basic needs in developing countries
tion varies between countries and changes
over time. One would expect the income of
Education
Health services
Water
Nutrition
the poorest 40 percent of the population,
1976
1976
1975
1974
rather than average per capita income, to
Enrollment in
Population per:
Population
be critical in determining basic needs perprimary education
with access
Average As per cent
(As per cent
to safe water
per day of requireformance. While data are inadequate for a
of age group)
Doctor
Nurse
(In per cent) (In calories) ments
full testing of the significance of income
distribution, it is clear that those countries
Mate
Female
in which life expectancy is much higher
Average of lowest
five countries
24
9
56,710
36,764
7
1,773
76
than their per capita incomes might indiAverage of
cate also tend to have more egalitarian inhighest five
come distribution. And countries that do
countries2
135
127
846
432
89
3,137
125
worse than might be predicted tend to have
marked inequality in income distribution.
Source: World Bank, World Development Indicators, 1979.
Requirements are defined by the UN Food and Agriculture Organization.
Thus,
two groups of countries—the socialAmong all less developed countries, excluding Greece, Israel, Portugal, and Spain.
ist countries, which have fairly equal income distribution, such as the People's
Republic of China, Cuba, and North Kovaries widely. For example, in the 5 bestThe second major explanation of the rea, and the rather egalitarian marketserved countries, there is one nurse for varying performance of countries is the oriented and mixed economies, such as Jaevery 432 people; in the 5 worst-served level of per capita income. Since this level maica, the Republic of Korea, Sri Lanka,
countries, each nurse serves over 36,000 determines the availability of resources, it and the Republic of China, all provide betpeople (see table).
helps determine national expenditures on ter for basic needs than predicted. The
However, between 1960 and 1977, all de- goods and services that affect life expec- countries with relatively unequal income
veloping countries improved their provi- tancy and literacy. For a group of 86 devel- distribution, on the other hand, such as the
sion of basic goods and services, although oping countries in 1975, 52 per cent of the oil producing countries, do not perform as
the improvement was by no means uni- variance in life expectancy is related to dif- well as might be predicted on the basis of
form over all the countries. On average, ferences in income per capita.
per capita income. But some countries with
life expectancy in low-income developing
However, a large number of countries do very inequitable distribution of income apcountries had risen from 40 years in 1960 to much better (or much worse) than would pear to be average performers in meeting
50 by 1977; in middle-income developing
basic needs.
countries it increased from 53 years on avParadigms of success
erage in 1960 to 60 in 1977; in the industrialized countries it went from 69 years to
The evidence from the Bank's studies,
Frances Stewart
74; and in the centrally planned economies
together with more general evidence from
it rose from 58 years to 66. Similar imother developing countries, enables us to
provements occurred in literacy rates; for
classify countries according to their sucexample, among low-income countries the
cess, and tentatively suggests certain paradult literacy rate rose from 29 per cent in
adigms of performance. Life expectancy is
a citizen of the United
1960 to 36 per cent in 1977, while middlethe single most significant indicator of perKingdom, wrote this article
income countries moved from 51 per cent
formance on basic needs. Comparing
while working as a
in 1960 to 69 per cent in 1977.
achievements in life expectancy with what
consultant in the Policy
Two factors are of major significance in
might have been predicted on the basis of
Planning and Program
explaining these large variations. One is
a country's level of income per capita proReview Department of the
countries' past performance in the provi- World Bank. She is a Fellow of Somerville College,
vides a way of classifying countries' persion of basic needs goods and services: Oxford University (U.K.) and a Senior Research
formance.
countries that did relatively well in 1960 Officer at the Institute of Commonwealth Studies in
The countries whose achievements on
also did relatively well in 1977, and con- Oxford (U.K.). She has written widely on questions life expectancy have been significantly
versely. Thus, of the 16 developing coun- of technology, employment, and development.
above their expected level form a rather
tries where life expectancy was over 60
mixed bag. They include Burma, the Peo-

gal, and Somalia. It was 70 years or over in
10 countries—Argentina, Costa Rica, Cuba,
Hong Kong, Jamaica, Panama, Singapore,
the Republic of China, Trinidad and Tobago, and Uruguay. Similar variation occurs in rates of literacy: in 12 countries less
than 20 per cent of the adults were literate
in 1975, while 16 countries had adult literacy rates of over 80 per cent. The quality
and extent of basic goods and services provided in the less developed countries also

1
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pie's Republic of China, Costa Rica, Cuba,
Hong Kong, Jamaica, North Korea, the Republic of Korea, Panama, Paraguay, Sri
Lanka, the Republic of China, Thailand,
and Uruguay.
In general, we may tentatively distinguish three types of economies which turn
out to be notably successful.
The rapidly growing, market-oriented
economies: Successful examples include
the Republic of Korea and the Republic of
China. They both combined relatively equal
land and income distribution with rapid
economic growth; the economic growth has
been generally labor-intensive and employment-generating with considerable
emphasis on human capital. For these
countries, the prime impetus for success in
meeting basic needs has been rising incomes among all sections of the community. These higher incomes have permitted
increased expenditure by poor families for
basic needs. The public sector has played
a supportive role in providing nearuniversal primary education and health
services, although public consumption as
a proportion of national income has been
below average. These economies show that
a market-oriented strategy may succeed in
meeting basic needs, given fairly equal initial distribution of incomes and land, and
rapid economic growth which is not accompanied by a serious increase in inequality in income distribution.
The centrally planned economies: The
People's Republic of China and Cuba are
examples of socialist countries which have
been relatively successfuly in providing for
basic needs. Their achievements are based
on a combination of equitable income distribution and planning, with priority given
to social investment. We know too little at
this stage about the People's Republic of
China to say much in detail about its experience.
The Cuban achievements—average life
expectancy of 72 years and almost universal literacy—reflect the high priority placed
on education, health, and nutrition by the
socialist government. Cuba has spent about
twice as much of its national income on
health and education as other developing
countries with a similar income level. A
system of subsidies and rationing has
guaranteed a minimum balanced supply of
food, clothing, and shelter to all the people, while expenditure on nonbasic private
consumption has been curtailed. While
precise figures are not available, it is believed that substantial asset redistribution
combined with full employment has
brought about an egalitarian distribution of
income. However, the high priority given
to social investment may have been partly
at the expense of productive investment.

The "mixed" economy with welfare intervention: Sri Lanka's programs provide
a prime example. With income per capita
at less than $200 a year, life expectancy in
Sri Lanka is 69 years and 75 percent of the
population is literate. The high level of
achievement in Sri Lanka was the result of
effective government intervention—on
supply, through universal health and education programs, and on incomes, through
food subsidies—which reinforced a fairly
egalitarian income distribution.
The food ration accounted for about 20
per cent of the caloric intake of families
with a household income below 400 rupees
a month; in 1973 the subsidies amounted
to about 14 percent of the income of families at that income level. The effect of the
subsidies on health and nutrition was noticeable in 1974, when a cutback in the ration was associated with a marked increase
in the death rate. Until recently, the programs were universal, not aimed at particularly needy groups. The distribution of
income apparently became more equitable
between 1953 and 1973, with the income
share of the bottom 20 per cent rising from
5.2 per cent to 7.2 per cent. The distribution of taxes, government services, and
subsidies was egalitarian, reducing overall
inequality by one fifth according to one
measure (that is, the Gini coefficient).
None of these three "successful" paradigms is easy to duplicate as a general
model; each arises from special historical
and political circumstances. Nonetheless,
their stories suggest some of the essential
elements of success: the fact that quite a
large number of countries have been fairly
successful (10 countries with life expectancies of over 70) shows that improved performance is feasible in varying circumstances and country situations.

Less successful cases
In contrast to the paradigms of success,
the analysis also shows patterns of development that are associated with poor or
moderate achievement in providing for
basic needs. Such patterns are evident in
three categories of developing countries.
Very poor economies: A number of small
African countries are examples of this pattern. They lack almost all the elements
needed to meet basic needs effectively.
They have low incomes (around $100 a
head) and low productivity; infrastructure
and administration facilities are deficient;
and there is very low expenditure on the
main basic needs sectors. The sectors are
closely linked, which means that advance
on any single sector is likely to be ineffective if pursued alone. Curative health services, for example, tend to be rendered almost totally ineffective by low levels of

nutrition, poor health and hygiene practices, low standards of sanitation, and unclean water. Similarly, the provision of
clean water and sanitation services has little effect on health because of deficiencies
in other services—particularly poor education that may prevent users from making
proper use of the services. Yet simultaneous progress on all fronts is prevented by
the lack of all the necessary resources—
such as finance, administration, and skills.
The net effects of major deficiencies in all
the basic needs sectors in these countries
are very high levels of infant and child
mortality—as many as 50 per cent of the
children die before they are five in some
areas. Most governments in such areas are
now committed to a basic needs approach
and recognize the deficiencies of past programs. Yet new programs are rendered
rather ineffective by administrative deficiencies and by political pressures, at both
national and local levels, which tend to deprive the underprivileged of access to basic
services and produce urban and class bias
in the distribution of services. The very low
level of aggregate resources also severely
limits the magnitude of any set of programs to meet basic needs.
Rapid growth without substantial poverty reduction: These are the economies
where the "trickle down" of the benefits
of growth has failed most notably; economic growth is combined with worsening
income distribution. Not only do the incomes of the poor fail to keep up with the
average; in some cases they actually fall in
real terms, mainly because the growth process is rather capital intensive and favors
the modern manufacturing sector at the
expense of the rest of the economy. In
many cases, the level of public services is
low and the distribution of public services
is rather inegalitarian, favoring the urban
areas and the middle classes. Aspects of
the performance of some of the larger
countries in East Asia and Latin America
illustrate this pattern.
Moderate growth, moderate poverty impact: This is a fairly typical development
pattern. Here growth has been fairly capital intensive; as a result, additional incomes have tended to accrue to those in
the modern sector rather than to the rural
areas and the urban poor. In many of these
countries up to a third of the population
fall below an absolute poverty line, with
poverty and malnutrition concentrated in
the rural areas. Although public expenditure on basic services has tended to be
quite high, performance in the field of education sometimes has been poor. The tax
system has done almost nothing to offset
maldistribution; the fairly high public expenditure benefits the middle classes disFinance & Development I December 1979
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proportionately, and thus fails to contribute effectively to providing for the basic
needs of the poor.
In contrast to the very poor countries, a
noticeable feature of the last two categories
is that a much improved performance could
be achieved by redistribution of resources
to those who are without access to them.
For the most part, these countries have a
sufficient margin of resources, at present
devoted to luxury or semiluxury consumption in both private and public sectors, to
make this feasible without a substantial reduction in investment. But one could expect very severe political obstacles to such
redistribution. There would be strong resistance to cutting down on private consumption to build up public services.
Moreover, the distribution of public services is quite strongly inegalitarian, so a
buildup of the public sector might not have
any major impact on basic needs among
the poor. Political constraints arising from
entrenched vested interests provide the
major obstacle to substantial improvements in providing for basic needs.
The analysis of country performance
suggests that there are two major determinants of achievements in meeting basic
needs: first, the pattern of growth and the
consequent distribution of incomes. An
egalitarian, labor-intensive pattern of
growth provides the poor with the purchasing power to ensure adequate nutrition and other essentials. The second determinant is the nature of government
interventions in relation to basic needs—
both in terms of the level of services and
subsidies provided and their distribution.
While in theory government interventions
can offset initial inequalities caused by the
process of development, political limits on
intervention are normally such that in fact
the most essential element for successfully
meeting basic needs is to increase the incomes of the poor.
In general, there seems to be no systematic relationship between a country's economic growth and its performance in
meeting basic needs in the medium term.
Some countries, such as the Republic of
Korea and the Republic of China, have had
rapid growth and improved performance
while others, like Cuba and Sri Lanka,
have done well on providing for basic needs
but are below average on growth rates.
Among the best performers in the area of
basic needs, some have had above-average
investment ratios for middle-income countries (the Republic of Korea, Paraguay, the
Philippines, and the Republic of China)
while others have had below-average ratios (Colombia, Cuba, Jamaica, Paraguay,
and Sri Lanka). Because improving performance on basic needs increases the pro26

ductivity of the labor force, it might be ex- were evident in these countries and in
pected, in the medium to long term, to in- Egypt. The failure to generate sufficient increase the overall rate of growth. A higher comes among the poor was evident among
rate of growth, in turn, may be expected to all the weak performers, particularly in
improve performance on basic needs Brazil and Indonesia.
The "success" stories, on the other
through its effects on per capita income.
But much depends on the essential char- hand, showed all three aspects of the
framework as effectively developed and
acteristics of the growth process.
coordinated; but the leading factor contribMacroeconomic framework
uting to the success differed between
The country studies and paradigms pro- countries. In the Republic of Korea and the
vide insights into the macroeconomic re- Republic of China, the critical factor was a
quirements for different types of countries rapid and widely distributed growth in into implement a successful program to meet comes; in Cuba, it was planned producbasic needs. There is a need for a macro- tion; and in Sri Lanka, it was the combined
economic framework to provide coherent effect of appropriate and efficient organiand comprehensive guidelines for plan- zation—the households were notably good
ning and for policy intervention in three at health/hygiene, and the public sector
areas of the economy: production, organi- structure was successful in health and edzation, and income. Developments in all ucation—and in maintaining adequate real
three areas affect basic needs. (1) The pro- incomes for most of the population.
A major finding of the review of country
duction approach shows how the allocaexperience
is the very great variety of extion of productive resources in the economy (for example, between the basic needs perience that is consistent with successful
sectors, nonbasic needs consumption, and performance in meeting the basic needs of
investment) has certain effects on basic the population. Political and economic sysneeds. (2) These productive activities are tems among successful countries vary
carried out in different forms of organiza- widely. The macroeconomic framework
tions—the market sector, the public sector, provides a coherent way of classifying
and the household sector. The household, country performance and analyzing differparticularly, plays a critical role both in ences, although further development of
producing basic needs "goods" (food, such an approach and detailed application
health, and so on) and in using these goods. to particular countries are required. A maThis use of basic needs goods by house- jor lacuna in our knowledge concerns asholds largely determines their effective- pects of political economy. We know that
ness in improving conditions of life. The political factors are critical. But we are igpublic sector is also of particular impor- norant about the conditions that lead to an
tance in basic needs sectors, since it nor- effective and determined basic needs apmally provides most health and education proach to development. The paradigms
services and also intervenes actively in provided by the country studies used in
other sectors. The areas of production and this analysis could serve as a guide in that
ED
organization deal with the supply of basic direction.
needs goods. (3) Planning for basic needs
must also include an analysis of the way
incomes are generated and distributed
throughout society, since the level of income determines families' purchasing
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Government and public enterprisesthe budget link
Public enterprises are playing an increasingly important role in most
economies. But their effectiveness is generally undermined by
lackluster financial performance—often attributed to their
unrestricted access to the government budget. This article
examines the budgetary relationships between government and
these enterprises, and the means of improving them.
A. Premchand
State enterprises have grown substantially
during the last three decades. Traditionally
confined to public utilities, they now vary
widely in the ways they are organized, and
in their spheres of activity. Organized as
corporations, companies, holding companies, boards, statutory authorities, special
accounts, and autonomous agencies, their
functions range from agricultural farms to
highly sophisticated and high-risk ventures such as aerospace industries, and include the manufacturing of capital and
consumer goods, mining and extractive activities, and trading and marketing. In
many countries, strategic sectors such as
energy, transportation, communications,
and iron, steel, and coal production are
completely operated by state-owned enterprises. Because of their diversity, state enterprises are hard to define, but they are
generally owned and/or controlled by government and are usually autonomously organized—with the government providing
the initial capital and being responsible for
a continuous overview of their activities.
State-owned nonfinancial public enterprises (NPEs) (excluding such financial institutions as central banks and state-owned
commercial banks) are now among the
largest employers in a number of countries. NPEs now contribute about 40 per
cent of gross domestic product in Bolivia,
25 per cent in Pakistan, and 16 per cent in
India. In 1974, the share of these enterprises in the total invested capital in India
was 45 per cent, 38 per cent in Iran, and 18
per cent in Sri Lanka.
The growth in the role of NPEs has been
accompanied by an increasing concern
about their financial performance, in part
because many NPEs have tended to be less
successful than expected. Their depend-

ence on the government for subsidies and
other forms of assistance contributed to
deficits in the government budget and aggravated tendencies toward deficit financing. This phenomenon is common to both
developed and developing countries and
raises questions covering a wide range of
structural, economic, financial, and managerial issues about the present and future
role of enterprises. A recent study in the
United Kingdom noted, for example, that
there is "confusion" about the respective
roles of government and enterprises and
that the situation is "unsatisfactory and is
in need of radical change."
New functions
The effects of NPEs on the national
economy can be grouped under several
headings: first, on stabilization policy; second, on development programs; and third,
as instruments for raising revenues. They
are used, for instance, to counteract general deflationary tendencies in the economy; to help to eradicate poverty and promote regional development; and as fiscal
agents operating as proxies for indirect taxation or as a medium for subsidization.
But if these enterprises are to fulfill these
purposes, they must be well managed. Two
factors threaten their sound financial management, and, in turn, risk causing destabilizing effects at the national level. Both
these are inherent in the close and permanent relationship of NPEs with government. First, NPEs rarely run the risk of liquidation. Second, as most, if not all, of
their funds are provided by government,
they do not always operate under the discipline of having to be profitable. And in
fact, experience with these enterprises
shows that such dependence on govern-

ment—often accompanied by easy access
to credit, subsidized interest policies, and
liberal write-off of loans—has contributed
to inflationary pressures and difficulties in
controlling aggregate spending in national
economies, especially in those where NPEs
have a large role.
NPEs thus have to fulfill two interdependent functions: to serve as a tool for
government policies and to operate efficiently. Just how efficiently they should
perform is a crucial question; different
countries have different answers for different enterprises. Ideas on the question have
evolved over the years. In the industrial
countries, in the early years of nationalization after World War II, the guideline
was that the enterprises should aim at recovering their total costs. In practice, this
meant the adoption of a no-profit no-loss
approach. This was followed by an approach that emphasized commercial behavior or profitability. (A report prepared
by the United Nations in 1969 observed
that the "profitability criterion has now become the official doctrine.") However,
neither the level nor the measurement of
profit was clearly specified. Against the
recognition of the need for allocative efficiency and to minimize distortions from
subsidies, a new aim for NPEs has emerged:
to obtain profits that reflect the opportunity costs of capital—that is, earning
enough to cover all expenses, and, in addition, the implicit return on invested capital which could be obtained from alternative uses of capital funds.
The achievement of this goal involves,
first, the task of defining appropriate policies for NPEs, and then of rendering them
feasible. The policies should be based on
an economic analysis of their operations
that explicitly include any budgetary or social costs involved in meeting national objectives. Pricing policies, for instance,
should generally be based on marginal costs
that, inter alia, include the opportunity
cost of capital; the costs of any services
provided by NPEs at a price below defined
costs—to serve social aims—should, as far
as possible, be explicitly included as a subsidy item in the budget. But converting
these principles into acceptable policies is
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difficult. The calculation involves the choice
of appropriate interest rates that reflect the
costs of capital, an agreed measure of profitability, and the explicit listing of all subsidies. Moreover, due consideration should
be given to the investments already in place
whose rate of return may be different from
that of the proposed investments. Some of
these aspects are not always easy to define
quantitatively, and there is often a need for
indirect measures.
This article will examine ways in which
the annual budget review can be used to
improve financial management within
NPEs. The improvements obviously only
relate to issues covered by the budget process—establishing optimum rates of return, transferring funds in the appropriate
form, determining workable levels for selffinancing and borrowing by enterprises.
Many issues remain outside the budget's
purview (not all NPEs are dependent on
the government, for instance). Moreover,
the feasibility of implementing improvements in those elements that the budget
can affect is dependent on external factors
that vary from country to country. Nevertheless, improving the budget process
would lead to a more systematic and coordinated approach to enterprises, and this
alone could have beneficial effects on the
general effectiveness of government. Both
experience and analysis point to the necessity of (1) evolving clearer and better coordinated national policies regarding NPEs,
and (2) improving the budgetary process
itself. (The chart illustrates the structural
relationships between government and enterprise budgets.)
Budgetary relationships
The budgets of governments and those
of NPEs are linked in three ways: (1)
through national budgets which either include those of enterprises or which have
only a thin dividing line between the two
(as in Somalia and the Yemen Arab Republic); (2) through government direction, review, and approval of enterprise budgets
which are, however, not included in the
government budget (as in India, Sudan,
and Tanzania); and (3) through government review of only specific aspects of
budgets—such as capital expenditures financed by national plan allocations or subsidies (as in Kenya, the Philippines, and
Saudi Arabia). In this last method, the enterprises function generally within the
overall policies of government but have a
substantial degree of operational freedom.
As a result, the relationships between enterprise and government budgets may often
have an ad hoc character.
Not all NPEs earn a profit: for example,
some are under price restraints imposed by
28

governments and others are instructed to
operate to achieve specific national social
aims. However, good financial management requires that the enterprises operate
according to explicit objectives which specify the overall role of the enterprises (including their financial and social welfare
functions), the returns expected on the
government's investment in the enterprises, and the period over which such returns should be made. In order to formulate such a framework, the government
needs to undertake a comprehensive examination of the enterprise's capacity to
earn and to determine the share of earnings to be retained and the share to be
transferred to government. In turn, there
must be an annual assessment of how
profitable the enterprises can and should
be; such an analysis must consider exogenous factors like the size and nature of
markets, the policy goals of government,
existing levels of technology, and the availability and utilization of skills.
In practice, however, a large number of
countries, including those where budgets
of enterprises are fully integrated with the
government budget, seem to set only ad
hoc operational goals for enterprises. This
has naturally led to numerous problems
that could have been avoided. In some
countries (Sri Lanka is an example) where
there was no obligation for the enterprises
to make any contributions at all, new legislation had to be introduced to ensure the
transfer of operating surpluses to government. In others, lack of forward budgeting
and advance corporate strategies meant that
the size of contributions tended to be fixed
arbitrarily. Elsewhere (as in Somalia and
Sri Lanka) enterprises had to borrow funds
from the banking system—and in some
cases from the government itself—to meet
their obligations. Variations of these experiences are so common that they underline
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the paramount need for a framework of
national economic and financial objectives
within which detailed planning of the enterprise activities and their contributions to
government can be made.
Transfers
There are four main issues that arise
when a government considers transferring
funds to an enterprise: (1) whether the
capital transfer fits into national priorities;
(2) the form it should take—grant, equity,
loan, or subsidy; (3) how much investment
should be self-financed; and (4) how much
the NPE should borrow.
Capital transfers—the initial capital for
enterprises and the additional funding for
takeovers or for extensions of installed capacities—are generally provided for as a
part of national development plans. In
principle, such provision requires an appraisal of the economic aspects of investment, including identification of the social
costs, and the specification of the link between the proposed investment, its rate of
return, and the necessary pricing policies.
The investment programs—including those
that are financed by enterprises from their
own resources—need to be coordinated at
a central level. Autonomous functioning
can work against national priorities—experience with NPEs in Yugoslavia, for instance, illustrates how extensive self-management can work against central fiscal
and monetary policies. Moreover, given
the close relationship between industries,
whether private or public, coordinated appraisal of investment plans makes good
economic sense.
Nevertheless, in practice very few countries appear to undertake such comprehensive evaluation of investments in NPEs.
More frequently, appraisals are undertaken to support a decision already taken
rather than to weigh the alternatives.
Moreover, these appraisals tend to be limited to selected individual projects rather
than to the investment program of the sector as a whole. It is also evident that governments have too often tended to set investment levels intuitively rather than
relying on actual market tests or on realistic
estimates of market conditions. Frequently
the lack of coordination between government investment plans and the self-financed plans of enterprises have led to situations where government-owned holding
companies acquired units in lower-priority
areas. Capital transfers should, therefore,
be made to enterprises within the framework of a coordinated national program.
The second major issue relating to the
budgetary review of transfers is the form
these should take—whether as a grant, or
equity, or a loan. Grants have two obvious

Finance & Development I December 1979

©International Monetary Fund. Not for Redistribution

disadvantages from an economic point of
view: since they are made available free,
they may not induce any financial discipline in the enterprise; second, the cost of
a grant to the government is borne by the
taxpayers and not by the recipients of the
services of the NPEs.
Financing, then, should be provided to
NPEs either in the form of a loan or as equity capital. Although from an economic
angle these two have to earn a return, they
have different implications and effects. Equity represents risk capital on which a dividend is declared at the management's
discretion; NPEs generally prefer to be
provided with equity rather than loans. A
loan implies the payment of interest—
which is a cost to the enterprise and, in
turn, affects the prices of its products. If an
enterprise relies heavily on borrowing, this
results in upward pressures on prices; if
prices are then controlled—as they often
are for a variety of reasons—the cash flow
and profit position of NPEs would be seriously weakened. Loans can adversely affect an enterprise that has a long gestation
period; the fixed interest charged by government can be onerous; and extensive
capitalization may adversely affect the ability of enterprises to win new business.
Governments prefer their financing to be
in the form of loans for two reasons: their
own funds are largely borrowed and when
interest on government loans to the NPEs
is not charged at the rate at which the gov-

ernment had originally borrowed, the burden would be shifted to the taxpayer.
There are other practices relating to government lending to enterprises which lead
to inefficiencies. Not only do governments
provide NPEs with financing without systematically evaluating alternative sources
of funds, but they also lend without any
careful analysis of the terms and conditions. Short-term and longer-term loans
are made without specific provision for
amortization, and often at interest rates
that are substantially below market rates.
This has led, at one extreme, to an excessive volume of government loans and consequent capitalization in the financial
structure of enterprises; at the other extreme, government funds have often become the easy financing option. Governments have also extended loans to

enterprises not only to cover capital needs
but also to cover accumulated operating
deficits. Under certain conditions, this can
be an acceptable practice, and is done frequently in the private commercial world;
but efficient budgetary control requires that
governments should not cover the losses of
NPEs automatically. Instead, the causes
contributing to losses should be studied—
cyclical factors, managerial inefficiency, and
technological obsolescence. Alternatives to
simply meeting the losses should be examined. It may be appropriate, as a means
of reducing costs, for instance, to decide to
write off the loan, or to reduce the firm's
capital base. The financial implications of
these alternatives need to be considered
both in terms of the government budget
and in terms of the capital costs of the enterprise.
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A major form of transferring funds to
NPEs, which has been and continues to be
a subject of debate, is the granting of subsidies. These, by their very nature, require
a clear policy on what to subsidize and at
what level. Such clear policies have rarely
been established. Experience with subsidies has varied widely. In some cases, indirect subsidies—such as reduced interest
rates or preferential treatment for government procurement of goods—may not be
identifiable in the budget. In others, no initial provision is made in the budget for the
cost of subsidies, and the operational losses
of enterprises are routinely covered at the
end of the year by transfers from government.
With a view to reducing the rate of inflation, governments have often imposed price
restraints on the products of NPEs. Such
restraints may reduce the rate of inflation
initially, but as the government budget
usually compensated the enterprises for
any losses caused by the restraints, they
also generated inflationary pressures. Frequent revision of prices is also resisted by
governments on the grounds that it might
have a disruptive influence on consumer
confidence. This approach had a twofold
effect: price restraint prevented the enterprises from achieving a prescribed positive
rate of return, and subsidies became openended as inflation increased. The combination of an absence of clear policies on
subsidization and on price restraints has
led enterprises to resort to perverse escape
mechanisms, such as using capital allocations or other finance to cover operating
expenses.
Self-financing, borrowing
How much of the investment made by
an enterprise should be self-financed?
Again, the economic implications should
be examined. Self-financing affects the
consumer as it leads to higher prices to
cover costs or to increased profits. It may
also raise the problem of present consumers paying the cost of increased investment for what may benefit only future
generations.
Experience with self-financing shows that
levels are often set arbitrarily by the government and have unintended consequences. These levels are frequently not
attained and this contributes to a slackening in the expected rate of growth of the
firm. In other cases, the absence of wellcoordinated investment plans has led either
to enterprises being flush with liquid funds,
or to their building up excess capacity as a
result of this liquidity. More significantly,
the effects of investments by enterprises
have often tended to be perverse: frequently such investments have been made
at a time when they added to general infla30

tionary pressures and withheld when financing was needed to counteract recessionary tendencies.
Borrowing is another important issue that
arises out of the budgetary relationship between government and NPEs. Public enterprises have become major borrowers on
their own account, both in domestic and in
external markets. Borrowing by NPEs accounted for nearly a fourth of the total borrowing in international markets in recent
years; in 1977 about half of this borrowing
was accounted for by the NPEs from developing countries. Domestically, however, enterprises borrow more from government than they raise from the market.
Substantial foreign borrowing can be a
potential problem at a national level, by
contributing, for example, to debt servicing
problems. When foreign and domestic borrowing is uncoordinated, this dual borrowing can work against government policies.
It is important, therefore, to clarify the
borrowing activities of both government
and enterprises. Borrowing independently
could lead to a greater diversification of the
sources of borrowing, while including such
borrowing in the government borrowing
program could be helpful for economic
management. It appears that more is to be
gained by including the enterprise's needs
in the borrowing requirements of the public sector as a whole, so as to minimize any
adverse impact on the national economy
from the timing and magnitude of borrowing.
Some limitations
In theory, then, better financial management of enterprises should result if issues
such as profit margins, capital transfers,
self-financing, and borrowing are systematically and comprehensively assessed as
part of the annual budgetary review of the
relationship between government and
NPEs. The existing budgetary process in
each country would be the most appropriate means of reviewing all the aspects of
this relationship, but the process has a
number of limitations. First, the formulation of appropriate fiscal policies requires
comprehensive coverage of the financing
and pricing activities of enterprises. Such
a review has tended to be restricted to financing items appearing in the government budget and to the activities of those
NPEs that are financially dependent on the
government. More significantly, the operations of many subsidiaries of the government-owned holding companies, which
have been growing substantially, appear to
be outside the direct purview of the government review process (as confirmed by
experience in France, Indonesia, and the

United Kingdom). Further, there are no
well developed financial reporting systems
in the government on the activities of NPEs.
Second, budgets of government and
public enterprises cover only a year and are
based on annual operations that do not
disclose longer-term corporate strategies.
This has resulted in ad hoc decisions and
annual changes that introduced distortions
in the working of NPEs. Other factors—
such as outdated procedures and lack of
skilled manpower—have seriously weakened the capacity of the government to
make comprehensive and systematic analyses. Moreover, the separation of planning
and finance within the government has resulted in the adoption of dual approaches
toward NPEs, which has, in turn, contributed to a situation where many vital decisions seem to fall between the two.
If these problems are to be avoided, a
first step is to determine the realistic frontiers of what can and cannot be done by
the government. Admittedly, the need is
not for an Argus-eyed control by government, but for a well-coordinated program
for the NPEs, a clearer allocation of their
responsibility, and the institution of necessary arrangements for ensuring that they
carry out the agreed policies. Both analysis
and general experience indicate the need
for improvement in two major areas: in
overall policy and in the budgetary process. More efforts need to be made to evolve
a framework of objectives and expectations
of the government regarding NPEs. Such
a framework implies an agreed strategy
within which operational and managerial
functions would be performed by NPEs.
The framework, in order to serve as a basis
for evaluation, should be specific and indicate the rate of return expected, the pricing policies to be followed, the extent and
direction of subsidies, and any other social
policies to be served by enterprises. These
policies should recognize the characteristics of each industry and should also have
some stability so that enterprises can plan
their operations over a period of years.
Once such a framework is available,
budgeting would become more rational and
would essentially be concerned with the
determination of the annual segments of
the longer-term framework. It would also
free agencies to install monitoring and
evaluation systems that would permit a
continuous assessment of the financial
working of the enterprises. Care needs to
be taken, however, to ensure that these
systems do not take away from NPE management its decision-making responsibilities nor make enterprises too dependent
on government responses. It is imperative
that more attention should be paid to these
matters now.
ED
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A revisit
to rural development
in Eastern Africa
Since the mid-1970s, the international community has reoriented its
lending to the developing world to emphasize self-sufficiency in
food and the development of subsistence agriculture. The author
points out the progress made in rural development policies and
projects in Africa, the major constraints still remaining, and briefly
explores ways in which they can be overcome.
Uma Lele
Since the world food crisis of 1973-74, the
emphasis of lending to the developing
world by the international community has
shifted from developing infrastructure and
the industrial and commercial agricultural
sectors to achieving national selfsufficiency in food and developing the
subsistence agricultural sector. There has
been a corresponding shift in the "means"
of development—from increasing production and expecting the benefits to trickle
down to the poor to taking direct action to
improve their living conditions. Lending
for agricultural and rural development has
consequently increased significantly—
World Bank lending to agriculture and rural development in the Eastern Africa Region rose from an average of $70.4 million
a year between 1970 and 1974 to $198.6
million in 1979.
The World Bank's experience with rural
development work in Eastern Africa since
the early 1970s is instructive. There are
some 70 Bank-financed agricultural and
rural development projects currently in
progress in these countries. Many involve
cofinancing by other donors; the Bank's

Eastern Africa is defined by the World Bank
as Botswana, Burundi, the Comoros, Ethiopia,
Kenya, Lesotho, Madagascar, Malawi, Mauritius, Rwanda, Somalia, Sudan, Swaziland,
Tanzania, Zaire, and Zambia,

experience is therefore generally valid both
for the countries and other donors. There
is also a substantial body of experience in
the World Bank, based on systematic evaluations of selected projects, as well as on
routine in-house reviews of ongoing and
completed projects or their component
parts. This article is derived mainly from
these sources of information. Based on the
lessons of this experience, there has been
a very considerable evolution in the World
Bank's lending policies and projects over
time. However, in spite of this evolution,
rural development in many African countries is likely to take longer than in other
parts of the world and to need higher levels of investment (not only in agricultural
projects but also in sectors such as infrastructure and education,) because these
countries are at an early stage of development.
Comparative performance
Experience with the development of predominantly agricultural nations elsewhere
in the world has shown that policies and
programs can be devised and implemented
successfully to benefit subsistence producers and to increase overall food production, employment, and incomes. In Malaysia, for example, new investments in paddy
production, the introduction of new highyielding varieties, and a favorable producer price policy led to the country's ability to meet over 90 per cent of its rice consumption in 1972, compared with only
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about 60 per cent in 1957. The high priority
given by a number of Far East Asian countries to agriculture has also led to impressive overall economic performance and export growth.
In Tanzania, too, following increases in
producer prices of foodcrops and improved weather subsequent to the 1973-74
drought, officially marketed production of
foodcrops increased from 160,000 metric
tons in 1975-76 to 613,000 metric tons in
1978-79, indicating substantial producer
responsiveness to economic incentives. On
the whole, however, with a few exceptions, such as Ivory Coast and Kenya, efforts to increase smallholder agricultural
productivity, especially of foodcrops, have
not yet brought about sustained results in
Africa.
It is particularly urgent to come to terms
with the problem in these countries, since
many of them fall in the least developed
category. Moreover, the growing number
of the poor in Africa live mainly in the rural
areas, and most of their income is derived
directly from agriculture. Yet, according to
the estimates made by the International
Food Policy Research Institute, during 196075 food production in sub-Saharan Africa
increased at an annual rate of only 1.3 per
cent, compared with annual rates of 2.9 per
cent in Asia and 3.5 per cent in Latin
America. More worrying are the World
Bank's projections in the World Development Report of 1979 that growth rates in Africa will drop even lower over the next decade, implying a widening gap between
sub-Saharan Africa and the rest of the developing world. If present trends continue,
by 1990 the food deficit in sub-Saharan Africa is expected to rise to 24 million tons
from the level of 2 million tons in 1975.
These trends can be reversed if the underlying causes of the poorer performance
in Eastern Africa are identified and tackled.
The main reason for the slower growth of
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the rural areas in Africa seems to be that
most least developed African countries have
lower levels of institutional development,
trained manpower, and physical infrastructure than do their counterparts in the
rest of the world. Most also have extremely
low densities of population, a situation
which increases the problems and the costs
of developing infrastructure, communications, and marketing systems. These differences imply that more time and greater
efforts are needed to lay the basic foundation for broad-based agricultural development in Africa than elsewhere before noticeable success can be achieved.
Achievements
In the 1960s, even the few projects involving low-income producers tended to
have relatively narrow objectives, such as
increasing export crop production, without
regard to the subsistence consumption
needs of producers. They also tended to be
"enclave" projects with autonomous
project entities geared to achieving shortterm visible results that carried out relatively little training of nationals. Projects
now reflect wider national concerns. These
include improving the planning and implementing capability of national and regional institutions responsible for agricultural activities; gearing policies and
planning more closely to agricultural priorities; making provision for a fuller financing of recurrent costs; and generally showing greater awareness of the need to make
the design and implementation of projects
more flexible.
At the project level, there is also increasing emphasis on trying to adjust to wider
local needs and conditions—by developing
agricultural research systems to make them
more appropriate to particular local environments; substantially raising the resources allocated to the training of nationals; assisting with health and water supply;
monitoring and evaluating the impact of
projects; and expanding the time horizon
in which to expect results. The new ap32

proach to rural development thus reflects
substantial efforts to overcome the shortcomings of the previous strategy.
But despite this progress, and despite
substantially increased lending, achievements have fallen far short of expectations.
The causes are many and varied. Generally, the national and expatriate staff
needed by the projects have not been
available in time and in the numbers required; fewer agricultural trials have been
carried out than envisaged and few of those
undertaken have yet been able to develop
methods and technologies suited to different locations; inputs, such as fertilizer or
improved seed, have not been bought and
distributed on time in quantities proposed,
and thus committed resources have not
been disbursed at the rate anticipated. Not
surprisingly, the results of the projects have
also fallen short of targets. On the whole,
yield increases from the new projects have
been less than predicted; fewer farmers
have used innovations; fewer nationals
have been trained, and less data collected
than had been envisaged; and not all the
data collected have been analyzed for planning or evaluation.

What explains the limited achievements?
Even with the wider recognition that development in these countries proceeds more
slowly than had first been expected, the
foremost reason has undoubtedly still been
overambitious expectations—on how
quickly projects can be established, as well
as on their results. Also, despite lessons of
past experience that point to the need for
modest projects, the new projects have
been excessively complex. Both these
causes reflect the fact that the majority of
the donor-assisted projects are still being
designed by outsiders, due to the extreme
shortage of local personnel. But the limited
results of these projects also frequently reflect the more basic constraints. Not surprisingly, some of the problems identified
in earlier evaluations—such as inadequate
policy framework and manpower shortages—are even more apparent now under
the new approach, while additional constraints, such as shortages of recurrent financing, have emerged. As the discussion
below will show, many of these obstacles
can be overcome through a continuing evolution of government and donor policies
in the right direction.
National priorities
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An unstable political environment has
undoubtedly been one of the major hindrances to development in many parts of
Africa in recent years. This has meant that
resources sorely needed by the rural areas
have been diverted to maintain domestic
law and order and national defense.
Within these political constraints, however, many governments in sub-Saharan
Africa do attach considerably greater importance to food self-sufficiency and the
development of the subsistence sector now
than they did prior to the catastrophic food
crisis of 1973-74. Some steps are also being
taken to improve food production in the
subsistence sector, including raising producer prices of foodcrops and increasing
the supply of fertilizer available. Neverthe-
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less, in many of these countries, policymakers still frequently conceive of development in terms of immediate industrialization, urbanization, and the use of modern technology. If the modernization of the
agricultural sector is seen to be necessary,
it is mainly to support industrialization—
primarily to generate food surpluses quickly
to feed the urban masses or to earn export
surpluses to help capital formation. Moreover, too often the best way to increase agricultural surpluses quickly is believed to
be through heavily capitalized large-scale
farms rather than by devoting resources to
aid the output of smallholder peasants.
Experience indicates, however, that
large-scale farms dependent on tractor cultivation, especially in the public sector, are
generally economically inefficient in comparison with small peasant plots. And they
do not achieve broad-based rural development. Neither are food surpluses generated more quickly or mobilized more
cheaply than on peasant plots—if the latter
are provided with appropriate services and
incentives.
Even when governments do attach importance to smallholder production, they
often tend to overlook the need to support
it sufficiently—through providing appropriate technology, for example, or a timely
delivery of low-cost services. They may attempt to modernize by changing the organization of traditional agriculture—that is,
- by establishing cooperatives or collective
cultivation instead of encouraging individual farming; or by constructing modern
. silos for surpluses, instead of improving
traditional storage methods. In countries
such as Kenya, where smallholder farming
is more effectively supported by incentives

it is in many African countries. Most African countries need to nurture a more diversified institutional structure with a larger
role for the private commercial sector and
traditional local and community organizations. However, this is not a matter that
external development agencies can directly
influence. Some governments have not
only had extensive control of services but
they have also promoted techniques and
the organization of production at a more
rapid pace than can be justified by potential profits or by the farmers' willingness
to accept them. The high level of fertilizer
application being promoted in Lesotho is
one example. The pace of cooperative production attempted in Tanzania in the mid1970s is another. Both cases paradoxically
arose out of a concern to promote selfreliance. Where government control has
been extensive, agricultural growth has not
been sufficient to improve the distribution
of its benefits. Where a diversified instituand services, growth in the productivity tional structure has been tolerated, as in
and incomes of small farms has been sig- Kenya, the smallholder agricultural sector
nificant—6 per cent annually between 1960 has grown more rapidly, but the distribuand 1970. The changes in attitudes and tion of benefits has not necessarily been
policies, which are already noticeable, show equitable.
that longer exposure to problems of development, more widespread education, and Capacity of the bureaucracy
greater participation of the educated in
The recent shift in the focus of internapolicymaking will undoubtedly make it tional lending agencies from depending on
possible to tailor policies more closely to autonomous project entities for project imthe needs of the rural areas in low-income plementation to improving the effectiveAfrican countries.
ness of the normal governmental agencies
has increased the demands on national inThe public sector
stitutions. Yet the task of orienting national
Government is almost the sole source of institutions to development has begun in
services, especially in the traditional rural only a few African countries.
Tanzania is one country that has atsector in many African countries. Several
side effects of this role can, and do, limit tempted to reorganize its institutions,
development: the excessive growth, of bu- through the settlement of rural people in
reaucracy; the frequently inadequate pub- organized villages, decentralization, the
lic accountability in the use of public re- abolition of the cooperative movement, and
sources; the high cost of services; the appointment of village managers. In
administrative and political problems in the long run, the decentralized administracost recovery; and the consequent need for tive structure in Tanzania has considerable
indiscriminate subsidization of services. potential to be responsive to local needs
Often, the use of scarce government reve- and constraints. In the short run, however,
nues and trained manpower to provide decentralization has exacerbated the probhigh-cost, subsidized public services—such lem of realistic planning and effective imas parastatals, or officially instituted coop- plementation. A particular problem has
eratives—has also resulted in shortages of been the shortage of trained staff now
these resources for such other important needed both by the regional and the cenactivities as road construction and mainte- tral administrations.
Trained manpower is scarce at the polnance or an effectively operating educational system. International agencies can icy, planning, and budgetary levels in all
assist in improving the mobilization, allo- African countries. Consequently, important policy decisions related to pricing of
cation, and accounting of funds.
In parts of the world with relatively more inputs and crops, interest rates, and the alabundant supplies of experienced and location of trained manpower and budgettrained manpower and a more diversified ary resources among regions and sectors
institutional structure, the inefficiency of frequently have to be made without an orgovernment is not so serious a limitation as derly review of policy options and without
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ent ministries and policymaking bodies in
these countries. But not all governments
are willing to use outside assistance in politically sensitive areas, such as budget and
manpower allocations. And even where
technical assistance is accepted, for it to be
effective, it has to be carefully selected and
used.
Provisions of technical assistance are
usually ample at the project level but the
cost of staff recruited on international terms
has been high—typically $60,000 to $100,000
per annum compared with $15,000 to
$30,000 for technical assistance staff recruited directly from other developing
countries. The quality of staff has not necessarily been commensurate with the costs.
There is a need to examine ways of providing technical assistance on a more competitive basis, even though there are difficulties in assessing the benefits of such a
service. Again, the World Bank has gone
considerably further in encouraging the use
of low-cost technical assistance than have
many bilateral donors.
There is also the problem of lack of continuity in technical assistance. With relatively few long-term career prospects, most
internationally recruited staff stay only
three to five years in a country and have
relatively little motivation to be effective.
Moreover, neither donors nor recipients
give adequate attention to the effective
training—both formal and practical—of
nationals so that they may continue to do
the jobs efficiently. These shortcomings of
technical assistance are a strong argument
for the expansion of educational programs
to prepare nationals for the planning and
Another constraint on rural develop- implementation of their own projects.
ment in many African countries is the inRecurrent costs
adequacy of resources allocated to major
Shortage of local recurrent budgetary retransport systems. In spite of increased
loans for feeder roads in recent years, in sources is a pervasive constraint to rural
many countries there has been a net dete- development programs over time, limiting
rioration in the quality of the trunk road the operating funds available to utilize the
system. This has led to such problems as investments already made, causing lack of
the frequent breakdown of vehicles and adequate maintenance of past investthe spoilage of crops, as well as a reduction ments, and thus partly explaining the dein the returns to the feeder road system. lays in meeting targets and the slower reThe difficulties in attracting educated, alization of project benefits.
This shortage appears to be a result of a
qualified staff to take up positions outside
the capital city because of the poor ameni- number of factors. These include clashing
ties provided—and thus the adverse effect priorities in the allocation of resources reon the quality of planning and implemen- ferred to earlier; the failure of governments
tation of governmental services in rural to recover costs; extensive subsidization;
areas—needs no documentation for those and the wide, unpredictable fluctuations in
who have visited rural development proj- the export earnings of primary producing
ects in Africa. Aid to infrastructure that has African countries. As would be expected,
been relegated to the background in recent the problem of budgetary shortages has
years will have to be increased consider- been compounded by the almost simultaably if rural development is to be achieved. neous shift to an emphasis on poverty alEven if investment in education and in- leviation by the entire donor community,
frastructure is expanded, technical assis- as the new projects are more demanding of
tance is still needed in the short run in par- the recurrent budgetary resources per unit

ucation and training. While primary education is essential, the need for formally
educated manpower in the modernization
of the traditional rural sector cannot be overstated. The World Bank's review of
training components in 95 projects in Eastern Africa indicated that there is a great
shortage of Africans with the necessary
formal education in agriculture at the middle and higher levels of management in
nearly all sectors that rural development
involves. The shortage persists, even
though in many cases formal education requirements have been scaled down or specialized training has been split into many
parts to accommodate the limited supply of
the formally educated at all levels. The
substantially increased training funds provided by donors, therefore, cannot be utilized fully due to the shortage of Africans
with the necessary educational qualifications.
Official policies and general attitudes
discourage educated Africans from seeking
employment in the rural sector. Where the
supply of the formally educated is geared
very closely to the needs of the modern
sector, the problem is aggravated. It is the
general "oversupply" of the formally educated for the modern sector in many Asian
countries that has eased their supply to the
rural sector. In addition to providing assistance for improving manpower planning
Education and training
and allocation procedures, donors will have
Hitherto the emphasis of donors in the to increase assistance to education at all
low-income countries of Africa has been levels and to be ready to meet likely rises
largely on primary education and on short- in recurrent costs.
term basic, functional, and nonformal edInfrastructure, technical assistance

examination of long-term objectives and
the effects on their realization or of the
availability of manpower and financial resources for effective implementation of
these decisions. In Zambia, for instance,
the recent decline in copper earnings led to
across-the-board cuts in government expenditures, delaying payments to farmers
for their sales and thus reducing the plantings of foodcrops in the 1978-79 season.
Similar sudden cuts in development budgets due to unplanned expenditures are
not rare in other countries.
Manpower is also short in project work,
where the problem is compounded by the
low prestige attached to being employed in
the rural sector and by the shortage of budgetary resources for its development. If
there are overall shortages in a country,
even if the donor-aided project has full local staffing and realizes its objectives, it is
usually only at the cost of increasing the
number of vacancies in "nonproject" development activities, including those in
parent ministries and departments. The
additional consequence of overall manpower shortages is that the limited staff are
frequently transferred and the planning
and implementation of projects has little
continuity, causing delays in achieving results and reducing the potential benefits of
training and experience.

This article is based on a chapter in the new
edition of Design of Rural Development:
Lessons from Africa (Johns Hopkins, 1975) by
Uma Lele.
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of investment than those financed previously. There has also been an absence of
commensurate increases in allocations by
governments. Moreover, donors tend to finance capital rather than operating costs,
partly because they wish to promote exports from their own countries, partly because they do not fully recognize the importance of operating costs, and partly
because they want to raise government allocation. These factors in turn create a bias
at the national level in favor of capital expenditure and against the allocation of domestic resources for operating costs and
maintenance.
The effects of the donor's policies can be
positive, too. In many cases, they have
strengthened financial and administrative
discipline and resulted in increased government support for these expenditures.
Besides, donor policies have begun to
evolve considerably. Agencies such as the

World Bank, for instance, now provide
capital costs for the maintenance of infrastructure and other development—as in
the case of the roads projects in Kenya.
They also finance incremental recurrent
costs (such as salaries and travel allowances during the project period) as with
the Shire Valley project in Malawi, and expect graduated government contributions
of recurrent funds in projects. Donors will,
therefore, have to provide greater assistance for overall development planning to
improve budgetary allocations, and may
well have to follow even more liberal policies toward the financing of recurrent local
costs.
Donors' role
Given their current limited capacity to
plan and implement rural development
projects, African countries will continue to

need greater external assistance in the form
of project aid of the type now being given
than other more advanced countries. Even
with the evolution of the project concept
and lending policies described earlier,
projects alone cannot bring about the immediate alleviation of poverty and the wider
institutional development required in Africa. This means first that, in addition to
project aid, external assistance will have to
include greater assistance for overall development planning than before. Second, especially if the new broader rural development objectives are to be realized, in
addition to direct poverty-oriented projects
greater emphasis will have to be placed by
donors on allocating their own resources to
education and infrastructure. Even with
these changes, however, rural development will be a slow and difficult process in
Eastern Africa. But a stronger foundation
would have been laid.
HD

When writing
to •Ci
nanri>,.,.
•^
••• •%•• IV^b „

Development

New readers must either type or print in capital letters their names and
addresses and identify their professional category from the list given below
when applying for inclusion in our mailing lists.
Addresses should be written in the following order:
Institution (where (i/>plit'ahle)-

Professional category
Name

(Mark one only)
D
D
D
D
D

Address
City
Country

College student
Central hank
Finance Ministry
Commercial hank
Other financial institution

D Planning agency

.Postal code

Regular readers are requested to send us
their latest mailing label and previous address
when requesting a change of address.

D International or regional orgam/ation
D Public library
D Faculty college or university
D Other government agency

D
D
D
D

Nongovernmental organi/ation
News media
Private enterprise
Other

Finance & Development I December 1979

©International Monetary Fund. Not for Redistribution

35

Breakup of the East African Community
The East African Community (EAC), with its common market,
transport, and communications corporations, scientific research
institutions, and the East African Development Bank (EADB) was
once regarded as a model for African regional integration. However,
the Community ran into serious political and economic difficulties
and broke up in July 1977. This article examines the main problems
of regional integration with specific reference to the factors that led
to the breakup of the EAC.
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Regional economic groupings are now
found in all areas of the developing world
and involve about half of all developing
countries. There are two main reasons underlying this drive toward integration—the
first, economic; the second, political. First,
economic integration may become an important instrument for economic growth of
the region as a whole. Removing barriers
to the free movement of goods, labor, and
capital between regions sometimes leads to
the expansion of trade and, therefore, of
incomes and employment. Larger economic units, with their larger markets,
should permit economies of scale in production and justify the establishment of
enterprises previously considered too
costly. If permitted, resources such as labor
and capital may move freely to the most
productive areas of these larger markets
and add to the growth of output. Depending on geography, cheaper and more efficient transportation systems may result.
Finally, the broader markets resulting from
integration should attract more substantial
foreign investment. The second motive for
establishing regional economic groupings
is to strengthen collective self-reliance and
thereby reinforce the political independence of developing countries, enhance
their power vis-a-vis the developed world,
and enlarge their economic and political
role in international relations.
Inevitably there are problems confronting developing countries attempting inte• gration. Political rivalries, nationalism, difficulties connected with differences in the
level of development reached by member
countries, and the tendency of benefits to
be concentrated in particular areas, leading
'to disparities in the development of members—all these factors can thwart moves
'toward integration and cooperation. This
•article reviews one attempt at regional integration—the East African Community
(EAC).

.Cooperation

Since the beginning of this century there
'has been a considerable degree of eco^nomic cooperation among Kenya, Tanzania, and Uganda. (See accompanying box.)
The common colonial administration under Great Britain provided the main impef
tus for cooperation in the fiscal fields, the
^provision of common infrastructural services, and a sort of common market ar-

rangement. Even then there were dis- pertaining to the exchange of currency
agreements among the three countries over notes and the freedom of current transacthe distribution of benefits. These diver- tions at par value among member coungences widened after independence, when tries. Furthermore, under the Treaty,
each of the countries placed more empha- member countries agreed to pursue ecosis on national development.
nomic policies which would safeguard the
Attempts were made to rectify the an- common value of their currencies by enomalies in the existing arrangements. The suring equilibrium in their balance of payKampala Agreement of 1964 provided for ments.
quotas on intra-East African trade to limit
The Treaty established two new "meastrade imbalances of deficit countries and ures to promote balanced industrial develfor a licensing system to encourage the es- opment." The first was a transfer tax on
tablishment of new major industries in the intra-Community trade to protect indusless industrially developed partners. The tries of the less industrially developed
failure to implement this Agreement led to members of the Community against those
the imposition of quantitative restrictions of the more developed. The second was
by Tanzania and Uganda on intra-East the establishment of the East African DeAfrican trade. In other important areas velopment Bank (EADB) on December 1,
also cooperation began to falter or collapse. 1967 in Kampala, with equal contributions
There were signs that the common market from each state.
would break up, unless the economic coFollowing the Treaty, self-contained seroperation arrangements were restructured. vices provided by the East African ComThe three countries therefore decided to mon Services Organization were consoliset up a new system of economic coopera- dated under four autonomous corporations:
tion. On June 6, 1967 the Treaty for East the East African Railways Corporation
African Cooperation, establishing the East (EARC), the East African Harbours CorAfrican Community, was signed in Kam- poration (EAHC), the East African Ports
pala. It came into effect on December 1, and Telecommunications Corporation
(EAP&TC), and the East African Airways
1967.
The Treaty for East African Cooperation Corporation (EAAC). The Treaty estabwas at that time one of the most compre- lished these corporations as commercial inhensive and far-reaching efforts at regional stitutions within the Community, each
integration. The aim of the Community country sharing equally in ownership and
was "to strengthen and regulate the indus- control. On the principle that benefits
trial, commercial, and other relations of the should be distributed fairly, the headquarPartner States to the end that there shall be ters were dispersed among the member
accelerated, harmonious, and balanced de- countries. The continuity of the services
velopment and sustained expansion of provided by these corporations constituted
economic activities, the benefits whereof a very important part of the economic coshall be equitably shared." With the sign- operation among the member countries. In
ing of the East African Treaty, the East Af- practice, they provided most of the comrican Common Market was formally estab- munications services in the member counlished. The partner states undertook to tries. In addition, the Community procontinue to maintain a common customs vided several services in four main
tariff on all goods imported from outside categories: revenue collection, economic
the Community, to abolish all trade restric- and statistical services, research services,
tions on intra-Community trade, and to and other miscellaneous services. Their acharmonize monetary and fiscal policies. tivities were financed out of the CommuThey also agreed to coordinate their eco- nity budget and from foreign donations.
nomic planning efforts. The East African
Breakup
Common Market did not, however, proAlthough cooperation in the EAC was
vide for free movement of labor and capital, nor did the provisions of the Treaty ex- encouraging in the initial years, relations
between the member countries started to
tend to agricultural products.
Monetary and exchange control arrange- deteriorate in the early 1970s. The Comments were formalized through provisions munity's highest body, the East African
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Authority, which consisted of the three
presidents, did not meet after 1971 because
of Tanzanian President Nyerere's refusal
to meet with Uganda's President Amin. In
1972, exchange controls and import restrictions were imposed on intra-Community
trade. They diminished the effectiveness of
the Common Market and led to the dissolution of the common monetary area. In
1973, the restrictions imposed by member
states on interstate transfers of funds led to
financial crises in the four corporations. As
a result, the corporations' operations began to falter, and this led to delays in meeting their external obligations.
In 1975, the three member countries
agreed on a review of the 1967 Treaty. A
commission was set up in November to
make recommendations regarding the future of the Community, but adjourned after
a year without agreement. Forces leading
to disintegration in the Community then
intensified, and obstructions to the efficient administration of the EAC at the regional level became worse. In February
1977, Tanzania closed its border with
Kenya, which effectively eliminated all legal trade between Kenya and Tanzania and
ended the East African Common Market.
In June 1977 member countries failed to
agree on the General Fund Services budget; Kenya refused to commit any funds to
finance the 1977/78 budget and announced
its withdrawal. After the failure to keep
afloat the General Fund Services, the EAC
ceased to operate in July 1977.
Ideological differences

into effect. In this statement the ruling
party, the Tanganyika African National
Union, set out its policy on socialism and
self-reliance. The Tanzanian Government
attempted to bring the economy increasingly under state ownership and control;
the extensive public sector, for instance,
was increasingly regulated by central planning.
The effects of the different ideological
orientations of the partner states affected
trade relations and the general scheme of
investments and industrial policies—the
situation in Tanzania contrasting with a
clear emphasis in Kenya on private, largely
foreign, investments. Ideological differences influenced the foreign policies of the
countries and, in turn, their relations
among themselves. Tanzania developed
closer relations with Zambia and Mozambique, Uganda with Zaire, and, until the
coup in 1974, Kenya looked to Ethiopia for
joint initiatives. Tanzania's construction of
the railway to Zambia outside the framework of the East African railways system is
said to have caused resentment among its
partners, particularly the financing arrangement which required purchase of
material inputs from China, including many
supplies which had previously been provided by Kenyan firms.
The major factor contributing to the
breakdown of the Community was the
deadlock in the Community's highest
body, the East African Authority. The Authority, which consisted of the Presidents
of the three member states, took all the key
political and economic decisions necessary
for the Community's operations. These
decisions had to be unanimous. When the
EAC was formed, the members were Presidents Kenyatta, Obote, and Nyerere, who
met periodically. Whenever the EAC was
under strain, the presence of the East African Authority provided a forum for final
appeal and resolution of difficult problems.
Many of the frictions depended on a favorable political atmosphere for their success-

The political troubles which were to lead
to the disintegration of the East African
Community were already plaguing the
three states before the Community was established. The Treaty had been signed to
retain and strengthen existing ties at a time
when East Africa still seemed a natural
unit, a carry-over from the colonial period,
and the member countries were concerned
that they were pulling apart after independence. But apart from problems connected
with state sovereignty, there were major
clashes of ideology. To a significant extent,
Sena Eken
the problems of the Community arose from
its basic framework as a laissez-faire common market. It assumed that many of the
advantages of integration would come from
free trade, that much of the economic activity would be undertaken by private ena citizen of Turkey, joined
terprises, and that enough financial liquidthe Fund staff as a Young
ity would be available to pay for the transfer
Professional in 1976. She
received her Ph.D. in
of goods entering interstate trade. But many
economics from the
of these assumptions proved to be unjusUniversity of Pittsburgh
tified, even by the time the Treaty was con(U.S.A.). Ms. Eken is an economist in the Exchange
cluded.
The Arusha Declaration in Tanzania was and Trade Relations Department.
adopted in 1967 before the Treaty came
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ful compromise. In 1971 Idi Amin ousted
Milton Obote in Uganda. President Nyerere then announced that he would not sit
at the same table as President Amin; the
East African Authority never met again.
The absence of the East African Authority
meetings created a vacuum in the decisionmaking functions in the EAC, and the

Regional integration in East
Africa: a timetable of events
1917—Kenya and Uganda formed a
customs union.
1919_The East African Currency Board
was established.
1921—Tanganyika joined the Currency
Board.
1922—The common external tariff of the
customs union was accepted by
Tanganyika.
1923—Tariffs between Tanganyika and
the other two countries were
eliminated.
1926—The Governors' Conference was
established to review possibilities
of common services.
1927—Duty-free transfer of imported
goods was established between
the countries.
1936—The East African shilling was
introduced.
1937—Income tax was introduced in
Kenya.
1940—Income tax was extended to
Tanganyika and Uganda.
—The East African Income Tax
Board was established to handle
the collection of the tax.
1948—The East African High
Commission was formed to
operate common services.
1949—The customs administration
operated by Kenya and Uganda
was extended to Tanganyika.
1961—The East African Common
Services Organization replaced
the East African High Commission.
—Tanganyika became independent
as Tanzania (with the addition of
Zanzibar).
—Talks on an East African
federation started.
1963—Kenya and Uganda became
independent.
1954—The Kampala Agreement was
concluded to reduce trade
imbalance (never implemented).
1965—Tanzania and Uganda imposed
restrictions on intra-East African
trade.
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Community became more and more exposed to the centrifugal influence of national interests.
Unequal development
In the economic field, the smooth running of the EAC was marred by problems
arising from dissimilarities among the

1966—The East African Currency Board
was abolished as each country
established its own central bank.
—The East African shilling was
replaced at par by national
currencies.
1967—The Treaty for East African
Cooperation established the East
African Community and the East
African Common Market.
—The East African Development
Bank was established in Kampala.
1971—The East African Authority ceased
meeting.
1972—Exchange controls and import
restrictions were imposed among
the three countries.
1973—The East African Corporations
started facing financial crises
caused by restrictions imposed on
interstate transfer of funds.
1975—A commission set up to review the
Treaty adjourned a year later with
no recommendations.
1976— EAC workers in the General Fund
Services (excluding thos'e in
Arusha) were asked to work in
their own countries.
—EAAC workers from Tanzania and
Uganda returned home.
—The headquarters of the Harbours,
Railways, and
Telecommunications Corporations
broke up.
—The East African Railways came
to an end.
1977—Tanzania and Kenya set up
autonomous harbor services.
—Kenya established its own railway
system.
—The East African Airways
Corporation collapsed.
—Tanzania closed borders with
Kenya which ended the Common
Market.
—Member countries could not agree
on the General Fund Services
budget.
— Kenya announced its withdrawal
and took over all EAC services
operating in Kenya.
—The EAC ceased operations.

partners in the level of development, from Kenya. As a result, unequal benefits, detrade imbalances, and from an inability to rived from unequal growth rates in the
agree on a fair distribution of the costs and manufacturing sectors of the three counbenefits. It also proved difficult to harmo- tries, created tensions in the operations of
the Community.
nize economic policies in general.
According to appraisals by several study
groups—the East African Royal Commis- Trade imbalance
sion, the Raismann Commission, and the
According to classical trade theory, elimPhillips Commission—the Common Mar- inating restrictions on intra-Community
ket in East Africa did lead to more rapid trade and establishing uniform tariffs and
growth in the region than would have been other controls over trade with the countries
achieved had the East African govern- outside the Community will lead to the
ments pursued the same economic policies substitution of commodities of partner
in isolation. But the danger with integra- countries for domestic and foreign goods.
tion is that while it might increase overall This will lead to the creation and diversion
productivity and the total real income of of trade. Trade will be created when memthe area, it might have adverse effects upon bers of the union produce the same range
the distribution of that income and might of products but differ in their comparative
intensify inequalities. Regions where eco- advantage for these products. After the
nomic activity is expanding most rapidly union is formed, competition will lead to
could draw off labor and capital from other specialization; the member economies will
areas: the growing regions would be fa- become complementary—each country will
produce and sell to the other members
vored at the expense of other areas.
This in fact happened in East Africa: eco- products in which it has comparative adnomic growth in Kenya was more rapid vantage. Trade will be diverted from a forthan in Tanzania and Uganda. Between eign country to a member country as de1967 and 1977, the average annual growth mand shifts from low-cost producers
in real gross domestic product was 7.5 per outside the union to high-cost producers
cefit in Kenya and 6.3 per cent and 2.0 per within the union. The smaller the existing
cent in Tanzania and Uganda, respectively. external trade with nonunion members,
Furthermore, new enterprises gravitated to the smaller the trade diversion effect will
Kenya, where an industrial base with all its be. Whether integration is beneficial or not
requisite facilities existed. The problem was depends on the balance between the trade
intensified because Tanzania and Uganda creation and trade diversion effects of the
paid higher prices for imports of manufac- arrangement.
Even on a theoretical basis—assuming
tures from Kenya than they would have
had they bought them from countries out- that the political impediments were surside the Community—thereby subsidizing mountable—there appear to be few
Kenya's industries. As a result of integra- grounds for expecting benefits from a custion, all three countries lost customs reve- toms union between Tanzania and Uganda.
nues. However, as a result of rising in- The union could not create trade, as trade
comes in Kenya, the yields from income between the two countries had not primartax and excise duties increased. The results ily been impeded by tariffs but by the
on balance were favorable for Kenya and structure of their economies. Both counthe growth of the gap in the levels of in- tries produced the same range of primary
come and economic development between products; they were at a low level of indusKenya and the other two member coun- trial development and, hence, highly detries became cumulative and self-reinforc- pendent on trade with industrial countries.
Kenya exported over 70 per cent of its
ing.
The Kenyan economy continued to ex- goods to countries outside the Commupand under the impulse of foreign invest- nity (see Table 7l), and Tanzania and
ment, whereas industries in Tanzania and Uganda exported about 90 per cent to these
Uganda were beset by political dissension, countries. About 90 per cent of Kenya's
high costs, inadequate demand, distribu- imports and 85 per cent of Tanzania's imtion difficulties, and managerial problems. ports were from outside the EAC.
The EAC failed to compensate for this con- Uganda's imports from the Community as
centration of benefits on Kenya. The a percentage of its total imports were higher
EADB's disbursement of funds was quite than those of the other two member states,
different from the allocations initially en- and this ratio increased continuously,
visaged. Of the total amount of loan dis- reaching about 45 per cent in 1976.
bursements, Tanzania received 39.2 per
It is true that the three countries were
cent, Kenya 34.5 per cent, and Uganda 26.3 competitive in the sense that they proper cent, compared with initially required duced the same range of primary products,
allocations of 38.75 per cent each to Tan- but they could hardly ever be complemenzania and Uganda and 22.5 per cent to tary because their economies had a low
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Table 1
Significance of intra-Community trade, 1961-76

Exports to the Community as a percentage of total Imports from the Community as a percentage of
exports of
total imports of
Kenya

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976

27.6
27.7
28.0
32:6
36.1
32.0
30.8
29.5
29.6
28.9
30.2
25.6
28.7
27.9
25.8
19.3

Tanzania

4.2
4.3
5.0
6.7
8.3
4.9
4.6
5.3
5.9
8.2
10.3
5.8
6.6
7.6
6.3
6.3

Uganda

Kenya

14.3
14.8
13.1
12.7
13.2
13.5
16.1
13.9
11.4
12.0
9.5
8.0
4.8
3.3
1.5
0.5

9.2
9.5
11.1
13.0
11.6
9.1
11.3
9.7
9.2
10.1
8.0
7.1
5.8
3.8
2.9
3.2

Tanzania

Uganda

21.1
22.7
23.5
26.3
24.0
19.4
17.0
16.5
17.0
14.7
11.4
10.8
9.8
7.8
7.1
12.5

21.8
22.7
24.3
29.3
29.0
27.7
27.4
25.5
27.0
29.6
23.4
30.3
39.8
42.7
38.0
44.6

Sources: National sources and Fund documents, 1965-77.

Table 2
Distribution of intra-Community trade, 1961-76
(In per cent)
Exports

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976

Imports

Kenya

Tanzania

Uganda

Kenya

Tanzania

Uganda

63.6
64.5
63.0
63.7
65.0
65.9
61.4
63.3
66.2
61.8
64.5
69.0
79.5
81.7
85.8
83.1

8.8
9.0
10.8
12.6
13.4
10.5
9.4
11.0
12.0
14.5
18.7
14.0
13.0
13.6
12.2
15.9

27.6
26.5
26.2
23.7
21.6
23.6
29.2
25.7
21.8
23.7
16.8
17.0
7.5
4.7
2.0
1.0

28.0
27.4
29.2
28.0
25.9
25.4
31.5
29.0
27.3
31.4
30.4
28.5
25.2
20.6
17.8
16.9

42.4
43.8
39.3
38.6
37.2
37.2
32.2
35.6
33.7
32.9
29.6
34.8
32.0
29.7
33.8
42.9

29.6
28.8
28.8
33.4
36.9
37.4
36.3
35.4
39.0
35.7
40.0
36.7
42.8
49.7
48.3
40.2

Sources: National sources and Fund documents, 1965-77.

level of industrial development. The removal of trade barriers could not have led,
and did not lead, to substantial changes in
patterns of production. Furthermore, even
if this had been possible economically, it
would not have been politically feasible, as
the development plans of the member
countries were totally uncoordinated. Agriculture was an area where potential for
coordination existed: but it was excluded
from the Common Market and agricultural
prices were matters of national political
sensitivity.
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The main difficulty in the East African
customs union, however, arose because
the market tended to create and intensify
inequalities. The geographical pattern of
intra-Community trade was unchanged by
the union. Kenya's exports were divided
almost evenly between Tanzania and
Uganda, whereas both Tanzania and
Uganda traded mostly with Kenya. Trade
between Tanzania and Uganda was limited
because their economies were heavily dependent on the import of manufactures.
Kenya had continuously large surpluses in

its trade with Tanzania and Uganda, while
the latter had persistent deficits. The deficits in intra-Community trade in current
prices for Tanzania rose from T Sh 186 million in 1961 to T Sh 414 million in 1976, and
from U Sh 12 million in 1961 to U Sh 6ll
million in 1976 for Uganda. Meanwhile,
Kenya's surplus increased from K Sh 200
million in 1961 to K Sh 1,068 million in
1976.
The composition of intra-Community
trade has, in large part, been determined
by the relative economic development of
the member countries. Most of Kenya's
exports to Uganda and Tanzania consisted
of manufactures. On the other hand, Tanzania's and Uganda's exports consisted
mainly of nonmanufactured goods. The increased deficits experienced by both Tanzania and Uganda while the EAC was in
operation were almost entirely attributable
to their growing net importation of manufactured goods from Kenya. Agricultural
exports from Tanzania and Uganda did not
grow pari passu with their imports of manufactures.
Besides dominating the intra-Community trade, Kenya's trade share also increased continuously (see Table 2). In 1961,
Kenya's exports to Tanzania and Uganda
represented 64 per cent of total intra-Community trade. By 1976 this share had risen
to 83 per cent. Tanzania's exports to Kenya
and Uganda remained relatively small, but
its share in intra-Community exports increased to 16 per cent in 1976 from about 9
per cent in 1961. In contrast, Uganda's relative share in total exports declined tremendously. Furthermore, the absolute
value of its exports also declined continuously after 1970, bringing its share in community exports to about 1 per cent in 1976.
The economic characteristics of these
countries, therefore, were such that the
benefits of a customs union were not distributed evenly among them. Owing to
their different levels of economic development, market mechanisms tended to increase existing inequalities. Benefits from
the Community were unequally distributed among the member states: Kenya
benefited most from the union, particularly
from the enlarged market for its developing manufacturing industries. Tanzania and
Uganda found themselves losing revenues
from import duties in the interest of development of industry in Kenya. This polarization of benefits in favor of Kenya was the
greatest obstacle to the viability of the customs union. In addition, political strains
between Uganda and Tanzania, differences in social philosophies between Tanzania and Kenya, and state sovereignty
accentuated the economic problems
confronting the EAC.
IP)
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Forests in development
Forests in the developing world are used primarily as a source of
energy: upward of 1.5 billion people depend on wood for heating
and cooking. Forests are also a commercially valuable natural
resource but are seldom seen as such. At the present rate of
encroachment and destruction, forests in many developing
countries will disappear within the next 50 years, unless something
is done to prevent it. This article reviews the seriousness of the
problem and, through examples of recent loans, outlines the World
Bank's new policy on forestry.

John Spears and Montague Yudelman
Forests cover one third of the world's land
area and provide the foundation for an industry that is worth more than $115 billion
in global terms. By far the larger part of the
forest products industry is situated in the
developed countries. The ecological role of
trees as a renewable natural resource is
even more vital than their economic role.
They are essential to maintaining productive watersheds, protecting soils from erosion, and preventing excessive flooding or
the silting of waterways. Their ecological
role is becoming increasingly important as
more and more land areas in the developing world are threatened by "desertification." The urgency of this situation has
led the Bank both to shift its focus to, and
to increase its lending for, forestry projects
from an average of about $10 million a year
in the period 1968-77 to more than an estimated $100 million a year in 1978-80 (see
table).
The twin uses of forests—ecological and
economic—are widely recognized in the
industrial countries, which contain roughly
half the world's total forest area and which
tend to have policies that manage forest resources for multiple uses. Important scientific advances have improved the use of
forests through pest control, genetic improvement, better harvesting techniques,
and a better understanding of the ecosystem in which forests exist. As a result, timber yields have increased greatly, millions
of acres of topsoils have been protected,
and the recreational use of forest areas has
increased. Most important, the aggregate
harvesting of trees is well below an "allowable cut," which means that the total forest inventory is increasing.
Forests in the nonindustrialized developing countries, however, are in a fundamentally different situation. There, wood
resources are used primarily as a source of
' energy, providing more than 1.5 billion
people with the means to keep warm and
to cook their meals. Eighty-four per cent of
all wood harvested in developing countries

is used this way, generating roughly one
quarter of the total energy they use. The
developed countries, by contrast, use less
than 10 per cent of all wood for fuel, pro-

viding only 1 per cent of their total energy.
The rural areas of the developing countries
often depend almost exclusively on firewood as a means of energy. About 85 per
cent of their total noncommercial energy
comes from wood.
Controls in the developing world on exploiting forests are difficult to enforce, and
both reforestation and forest management
are inadequate. This places great strains on
local forest reserves. As in other parts of
the world, forests play a vital role in preserving the environment in the developing
countries, and where the land's protective
covering of trees has been removed, this
has had dire results. Scavenging for wood
has created virtual desert conditions in parts

f
*
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of West Bengal and central India, for example. For up to 70 kilometers around Niamey, the capital of Niger, the land has
turned into a desert because of wholesale
removal of forest cover to provide firewood. Destruction of forests has also contributed substantially to desertification in
many parts of the Middle East, central
Spain, and the western coast of South
America. The recent flooding in southern
Asia, estimated to have taken a thousand
lives, is partly the result of deforestation.
Even more alarming, than deforestation
is the fact that tropical forests—which provide most of the wood used for trade—are
being consumed much more quickly than
they are being regenerated. The Food and
Agriculture Organization of the United
Nations (FAO) has estimated that roughly
6,000 square miles of forest are destroyed
each year. At the present rate of encroachment and destruction by man the tropical
forests of many developing countries will
disappear within the next 50 years unless
steps are taken to protect remaining resources, to increase the efficiency of present consumption, and to initiate reforestation programs on a massive scale.
Against this background of a deteriorating ecology, dwindling supplies of commercial timber, and the spread of rural
poverty, the World Bank has been evolving
a new policy on forestry. The bulk of Bank
lending for forestry used to be allocated
primarily for industrial forestry projects,
with four pulp and paper projects accounting for 85 per cent of total Bank lending in
this sector in 1977. However, in line with
the change in emphasis in Bank lending
which oriented investments to affect directly the rural poor, and recognizing the
urgency of arresting further decline in soil
productivity and of improving water control and general environmental conditions,
the Bank expanded its lending program
(see table). Its focus has shifted, moreover,
to helping the small wood producer who is
dependent on wood for fuel and income
and to protecting forests in water catchment areas in the context of rural development.
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renew and manage forests as a valuable resource; (3) to involve the small producer in
How does the Bank's strategy in forestry the benefits of exploitation; (4) to protect
development work in practice? This can land from deforestation; and (5) to
best be illustrated by outlining some of the strengthen national institutions and pracnew projects that have been designed and tices to translate these concerns into effecfinanced in conjunction with member gov- tive policies.
ernments. The examples illustrate the
Firewood. In India (Uttar Pradesh and
Bank's concern to increase the productiv- Gujarat States), the Republic of Korea, and
ity of forested areas in the developing world Malawi, for example, the Bank has recently
within a framework that takes into account financed forestry projects that are primarseveral requisites: (1) to meet the basic ily concerned with meeting the requireneeds of small farmers for firewood, build- ments of rural populations for firewood
ing poles, and other forest products; (2) to and charcoal through the establishment of
community woodlots and farm homestead
planting. The projects in India and Malawi
John Spears
incorporate the use of more efficient woodburning stoves. The design of these projects has included strong emphasis on institution building, and early projects have ina U.K. citizen, is Forestry corporated pilot approaches to alternative
Adviser to the Agriculture rural afforestation strategies, which will be
expanded as experience is gained.
and Rural Development
Department of the World
Tree farming. Another interesting, and
Bank. He received his
profitable, project was launched under the
degrees in forestry from
second loan made by the Bank to assist
the Universities of Wales, Oxford (U.K.), and
smallholder tree farming in the Philippines
British Columbia (Canada). After working in the
in 1977. The return to farmers from their
field in East Africa and with the Food and
Agriculture Organization of the United Nations, he forestry investments will exceed 25 per cent,
joined the Bank in 1976. Mr. Spears was one of the which compares favorably to the average
rate of return of 9 per cent for North Amerprincipal authors of the Bank's Forestry Sector
ican forest product companies. A loan of
Policy Paper (1978).
$0.2 million was made six years ago on an
Montague Yudelman
experimental basis to see if it was possible
to provide credit and technical services to
small farmers engaged in wood production. The success of this program, which is
similar to landowner assistance programs
a U.S. citizen, is Director in the southeastern United States that are
of the Agriculture and
financed by private forest product compaRural Development
nies, exceeded expectations. It led to a secDepartment of the World
ond credit of $8 million, which finances
Bank. He received his
half the total cost of involving some 7,000
undergraduate and
smallholders on 28,000 hectares of land to
graduate degrees from the University of California
produce
firewood, charcoal, leafmeal (for
at Berkeley (U.S.A.) and held senior positions with
cattle feed), and wood chips (for particle'
the Development Center of the Organization for
board production), as well as an 8,000
Economic Cooperation and Development in Paris
hectare plantation of fast-growing pulp(France) and the University of Michigan (U.S.A.)
before joining the Bank in 1972. Mr. Yudelman has wood trees.
published widely on agriculture and rural
Water catchment protection. The Bank has
development.
taken on a somewhat different role in Nepal, where the conditions make it imperaBank lending
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tive to plant more forests to preserve the
environment. In the past decade, a quarter
of this country's forests have been destroyed. If present trends continue, the Himalayan ranges in Nepal will be denuded
within 25 years. Over half the total soil erosion in this huge watershed is caused by
man, and the rate of erosion is sure to increase unless corrective action is taken.
River beds in India and Bangladesh, flowing from catchment areas in Nepal, are rising at the extraordinary rate of 15-30 centimeters a year. The impact of chronic
flooding problems in eastern India and
Bangladesh is immense, affecting hundreds
of millions of small farmers and landless
laborers.
The forests have been consumed primarily for fuel or fodder and provide 87 per
cent of Nepal's energy needs. The only alternative energy sources at present are animal fodder and dung, and these are being
used increasingly instead of timber. But
when dung and other wastes are not recycled into the soil to increase nutrient levels,
food production suffers seriously. If current trends continue, by the turn of the
century, dung and residue energy use could
result in the loss of one million tons of
grain production annually in Nepal—a
quarter of current total production. (On a
global basis, the diversion of animal dung
to burning has been estimated to result in
the loss of 20 million tons of grain—enough
to feed 100 million people.) The Bank, along
with other international agencies, has
helped the Nepalese Government understand the nature of the problem it faces.
Targets have been established for future
afforestation programs needed to support
the production of firewood and fodder,
and the Bank is currently assisting in the
formulation of a project that will initiate a
large reforestation program in the hill districts to be closely associated with ongoing
soil conservation and rural development
projects. Similar catchment area projects
have been appraised for financing in India
.(Punjab State) and Thailand.
Desertification. The crisis of increasing
'desertification faced by the countries of the
Sahel has received great attention. The

causes of the crisis are, perhaps, not as
well known as they are in Nepal, but it
seems certain that the destruction of the
forests of the central highlands of Ethiopia
and the savannah woodlands of the countries in the Sahel through overgrazing have
been major contributing factors. The Bank
has already taken steps, along with other
donor agencies, to help to reverse the ecological degradation in this region. A credit
extended to Niger to assist it to develop its
diminished forest resources while protecting its environment was made this year,
and more are in the pipeline for Mali, Upper Volta, and other countries of the Sahel.
As part of a project begun in Chad, fragile
savannah woodlands will be better managed and protected through rotational
grazing schemes and construction of tree
nurseries.
Improved earnings and employment. Turkey, a country with a temperate climate, is
relatively far along the path of economic
development; its forest sector, however,
faces serious threats. The Bank initiated a
comprehensive review of Turkey's land
use policies in 1973 and discovered that the
cultivation pattern of total arable lands
needed to be changed if output was to be
increased, and that about four million
hectares of land should be retained as forest. After discussions with the Bank, Turkey instituted important changes in the
sector which the Bank supported through
a seven-year integrated forestry development project in northern Turkey. The Bank
committed $86 million in 1977 out of a total
cost of $915 million. This project will cover
some 100,000 square kilometers, an area
including about 9,000 forest villages with
five million people, most of whom have
extremely low incomes. The project's major aim will be to increase the road network
with the construction of 26,000 kilometers
of roads over seven years to enable more
intensive utilization of natural forests and
more intensive afforestation with fastgrowing species.
The project will create 165,000 new jobs,
keep 3,500 small sawmills operating, and
provide revenues to support a program to
improve forest villages that will increase

farm output in the areas adjacent to the
forest villages. This latter component, based
on an initiative taken by the Ministry of
Forestry, is a deliberate attempt through
project design to encourage closer integration between forestry and agriculture and
to provide small farmers living in the forest
villages with improved local fodder supplies as an alternative to continued overgrazing of forest lands.
Whilst the Bank's most recent concerns
have been to make the small wood producers, such as those in Turkey, more productive, and to support projects that use forests to arrest land degradation, a major aim
is still to increase the effectiveness and
profitability of forestry projects. The Bank
has continued to support ecologically sound
logging industries that meet growing world
demand for tropical hardwoods. This
means assisting the forest surplus countries of the developing world in managing
their resources for maximum gain and in
introducing harvesting patterns that ensure a sustained yield from the tropical forests. The Bank has also given assistance to
governments of countries where the utilization of forest resources is largely in the
hands of foreign contractors and multinational companies.
For example, the Bank is helping the
West African countries with forest surpluses to develop timber allocation policies
that will result in greater returns from existing commercial forestry activities—a sector which, in some instances, accounts for
up to 50 per cent of current export earnings. In Guyana—a country with a huge
underutilized resource base of natural
tropical hardwood that will rot if it is not
harvested—the Bank has recently financed
the construction of a $30 million forest industries complex with special emphasis on
trying to broaden the range of tropical
hardwood species to be marketed in the
United States, Europe, and elsewhere.
In addition to the expanding market for
logs and other wood products, there remains an important potential for increased
production of pulp. The difficulties of harvesting natural tropical rain forests, given
the incredible variety in natural vegetation,
Finance & Development I December 1979
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are great, but Brazil, Chile, and other
countries have demonstrated that it is possible to develop privately financed, fastgrowing pulpwood plantations and pulp,
paper, and lumber industries. The International Finance Corporation (IFC) has assisted by providing equity capital for new
private companies that are taking advantage of the commercial forestry opportunities in developing countries. It has provided the technical know-how needed to
ensure that these ventures prove profitable
to entrepreneurs and the countries where
they operate. In the past 10 years, the IFC
has made some 26 investments in pulp,

pects of rural development. The needs of
rural people, particularly those living in remote areas, include roads, water supplies,
health clinics, schools, improved seed, fertilizers, access to credit, and agricultural
extension services. Frequently, these will
have a higher priority for them than longerterm afforestation or soil conservation programs. In short, rural forestry programs
will be most likely to succeed in areas where
an integrated approach is being taken to
rural development, where needed goods
and services are being supplied, and where
forestry is included as part of an overall development package.

Bank lending for forestry, 1968-80
1968-72

1973-77

Number of forestry projects financed1
4
Number of agricultural or rural
development projects including a forestry
component
0
Total amount of forestry lending (in US$
million)
36
Forestry as a percentage of total Bank
lending for agriculture
less than 1
1

7

20

17

17

61

300

1

3

Excluding three industrial loans for pulp and paper mills valued at US$170 million.

paper, and wood products and committed
approximately $150 million for projects with
a total cost of $680 million. Several investments were small and were made in pilot
projects. Others were in plywood, sawn
lumber, fiberboard, boxboard, and so on.
The bulk of the ventures were in pulp and
paper, which had a combined planned capacity of almost a million metric tons a year
of new output (equal to 30 per cent of total
developing world production in 1975).
The developing world has great potential in industrial forest products. The
growth potential of the tropical forests may
sound incredible—20 to 30 cubic meters
per hectare of wood growth per annum,
which compares with an average of 3-5 cubic meters in interior Canada and 5-8 cubic
meters in the coastal areas of the Pacific
northwest. The growing cycle for a hardwood pulp tree is 6 years, for a Caribbean
pine it is 12 years. Despite the obvious
technical problems, the forestry sector has
great potential to grow and to benefit the
world economy, the developing countries
involved, and the poor, underemployed
inhabitants of forested areas.
A broader approach
The rapid escalation of Bank lending for
forestry activities faces a number of constraints. One main issue is the increasing
realization that forestry development cannot be viewed in isolation from other as44

1978-80
(Estimated)

The importance of integrating forestry
projects into rural development as a whole
has affected Bank forestry project work in
two main ways. First, as an integral part of
preparing and appraising forestry projects
it has been increasingly necessary to include sociological studies at the village level
to ascertain the people's own priorities for
development and to examine ways and
means of motivating their interest in rural
afforestation schemes. Second, the range
of components in forestry projects financed by the Bank has been expanded to
include components that will give small
farmers a viable alternative to continued
overgrazing and the destruction of forestry
resources. This includes, for example, financing agricultural inputs; credit and extension services for increasing production
of fodder on the farm (so providing an alternative source of livestock feed to that
derived from destroying forests); the introduction of innovative wood-saving technology, such as more efficient woodburning stoves, and alternative rural energy systems—such as biogas (obtained
from burning agricultural or forest-crop
residues), solar energy, and small-scale
hydroelectric or wind-powered generators—which can help lead to significant
savings of wood and so ease the pressure
for development of new forestry resources.
As a result ot the sociological and design
factors that have influenced Bank forestry
lending, not only had 11 forestry projects

been financed by the Bank by the end of
1977, but also significant forestry components had been included in some 17 agricultural or rural development projects (see
table).
Looking ahead
It is planned to increase Bank lending for
forestry projects fivefold over the five-year
period 1979-83 and to reach a target of half
a billion dollars by 1983. Also by 1983 the
Bank plans to help in the further development of integrated and sustainable forestry
programs in some 40 to 50 developing
countries. Priority will be given to:
• Environmental forestry—protection of
forests located in watersheds; stabilization
of sand dunes in arid areas; forest inventories to determine future utilization; and
land use and soil surveys as a prerequisite
for balanced agricultural settlement in
tropical regions.
• Rural development forestry—establishment of village woodlots containing
species suitable for production of a variety
of products, such as firewood, fruit, fodder, fiber, poles, and timber; and creation
of new employment opportunities in smallscale wood using industries in rural areas.
• Institution building—training; education; research on tropical forestry (which
is decades behind research on the temperate coniferous forests of the industrialized
countries); and extension services that enable new techniques to be effectively applied in the field.
• Industrial forest projects—continuing
support for industrial forestry and export
programs in the developing world, including joint efforts with the private sector,
provided such efforts are consistent with
the economic and social priorities of developing countries.
The development of the tropical forests
of the world is a vitally important concern,
one that affects the well-being of at least
one billion people. The major use of these
forests at present is for fuel—a necessity,
given the endemic poverty and the limited
supply of alternatives that do not cut into
food production. The Bank will give high
priority to reforestation of firewood species. At the same time, the Bank will continue its work in environmental forestry
through capital investments, technical assistance, research, institution building, ana
innovative pilot projects. The Bank is ready
to finance joint ventures when the private
sector is willing to take on the responsibility for using forest resources productively
in developing regions. The Bank's role is
important, but not central. The countrief
themselves must attack the problems in
their rural areas before they become socially and environmentally unmanageable.
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Offshore banking centers:
benefits and costs
Accompanying the explosive growth of the Eurocurrency market,
there has been a proliferation of offshore banking centers. This
article briefly analyzes why this proliferation has occurred and
discusses the benefits to and costs for such centers.
Ian McCarthy

activities onshore. However, as long as offshore banks operate entirely offshore, it is
impossible for flows of funds through them
to influence the domestic monetary system; and if onshore activities are permitted, they will only cause problems if the
authorities are unable to control them.
The offshore center

Over the last two decades, there has been
a striking growth in international financial
markets in general and the Eurocurrency
market in particular. This growth has been
facilitated by, and to some extent has precipitated, a marked increase in the number
of offshore banking centers.
In 1965, the total Eurocurrency market
was estimated at $9 billion (net), and the
offshore centers accounted for a negligible
share of this total. By 1978, the Eurocurrency market had grown to $375 billion
(net), and the group of financial centers included under the rubric of offshore centers
accounted for $45 billion of this. The striking increase in the importance of offshore
centers largely reflects the advantages they
offer vis-a-vis more traditional centers, although in many ways the offshore centers
should be seen as adjuncts to these traditional centers rather than as solely competitors. Indeed the distinction between major
international financial centers, such as
London and New York, and offshore centers, such as Bahrain, Luxembourg, and
Singapore, is to some extent an arbitrary
,one. For example, London offers many of
the same advantages for Eurocurrency
'business, in terms of freedom from reserve
requirements and interest withholding
taxes, that Singapore does; while New York
-authorities have been exploring the possibility of establishing a "banking free zone"
'in which banks dealing with nonresidents
would be exempt from minimum reserve

requirements, interest rate controls, and
interest withholding taxes.
This article analyzes the benefits and
costs of hosting offshore banks in general
terms, drawing, where appropriate, upon
the experience of several offshore centers.
The article does not, however, attempt to
deal with the implications of offshore
banking activities for other countries or for
Eurocurrency markets, nor does it deal with
the benefits and costs of operating tax havens. (See "Tax havens explained" by
Milka Casanegra de Jantscher, Finance &
Development, March 1976.)
An analysis of offshore banking centers
finds the major benefit attached to hosting
offshore banks to be their local operating
expenditures, to the extent that these contribute to domestic welfare. Estimated operating expenditures are as high as 8 per
cent of the host country's gross national
product (GNP) in some centers. This benefit appears to be only loosely related to the
volume of business routed through a center but closely related to the number of
banks and the types of operations carried
out. Countries with smaller economies gain
proportionately more from offshore banking than those with larger ones. However,
in addition to the benefits from local expenditure, there may also be substantial
direct and indirect costs associated with
the regulation and control of offshore centers. The major potential indirect cost is the
possible adverse impact of offshore banks'

This article defines offshore banking
centers as places—whether countries, areas,
or cities—which have made a deliberate attempt to attract international banking business (nonresident, foreign-currency denominated assets, and liabilities) by
reducing or eliminating restrictions upon
operations as well as lowering taxes and/or
other levies. Approximately 21 centers
qualify under this definition (see Table 1
for more detailed information).
Offshore centers may be classified as
either "paper" or "functional." A paper
center acts as a location of record, but little
or no actual banking is carried out there,
whereas a functional center is one where
deposit taking or final lending is actually
carried out. Functional centers serve as important links between Eurocurrency markets, helping to channel funds from major
international financial centers (such as
London and New York) to final borrowers;
in contrast, paper centers are basically used
by international banks to minimize overall
taxes and other levies.
Despite the apparent heterogeneity of
the centers, they do have some characteristics in common. First, in virtually all of
the centers, local capital requirements—
which must be held in the form of onshore
assets, whether government paper or bank
premises—are low or nonexistent for offshore banks. Second, license fees are generally low. Third, entry is relatively easy,
especially for large international banks, in
contrast to the situation in neighboring
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Table 1
Fifteen offshore banking centers: some basic data

Local capital
requirements

Ease of entry

Anguilla
Bahamas
Bahrain
Bahrain
Cayman Islands
Hong Kong

Jersey
Lebanon

Luxembourg

Netherlands
Antilles
New Hebrides
Panama
Philippines

Seychelles
Singapore
United Arab
Emirates

Until now, unregulated.
Relatively easy, even for new banks.
Generally limited to branches of major
international banks.
Generally limited to branches of major
international banks.
Relatively easy, even for new banks.
Foreign banks are now being licensed
after a 13-year moratorium. For the most
part, only one branch of large international
banks will be allowed.
Only large, reputable international banks
have been admitted.
Foreign banks must deposit LL7.5 million
with the Treasury. Other new banks must
have 50% Lebanese ownership and
deposit LL4.5 million.
Only large, reputable international banks
have been admitted.
Extremely easy.

Limited to branches of subsidiaries of
major international banks.8
Relatively easy. Major international banks
favored.
Restricted licenses are limited, in theory,
to reputable international banks.

Total offshore
assets
(In billions of
U.S. dollars)

Taxes and levies

100
263
37

70
21

37

21

260
743
200*

12"
11

...

33

2

...

78

...

92

None
None
None

None
None
None

EC$1,350
US$300-45,0001
US$25,000

None

None

US$25,000

None
None

None
LL15 million5

Lux F 250 million

None

Extremely easy.
Relatively easy for branches or
subsidiaries of international banks.
Limited entry until profitability of existing
operations has been assured. Major
international banks favored.

Number of
offshore
banks

Annual
license
fees

None
US$250,000
US$1 million7

None
S$3 million
None

None
10% withholding tax on
interest paid.
(proposed 17% offshore
profit tax).
£ 300 per annum for
corporate tax companies
None6

40% corporate tax
40% municipal business tax
30% liquidity ratio.
3-6% profit tax.
No liquidity requirements.
None
None
5% profit tax (on
offshore to offshore
transactions)
10% profit tax (offshore
to onshore).
None
10% profit tax
(on offshore operations).
None (at least in the
Emirate of Snarjah).

C$5,000-15,000
...

...

48

43

$A 1,000
None

13
66

7

US$20,000

17

1

US$20,000S

1"

S$50,000

66

None

559

17

Sources: Material from The Banker, Banker Research Unit, Euromoney, Far Eastern Economic Review, Sunday Times.
Note: Six centers are not listed because data are either insignificant or unobtainable. These are Barbados, Costa Rica, Guernsey, the Isle of Man, Nicaragua, and St. Vincent.
. . . Indicate that data are either insignificant or unobtainable.
' US$300 (nonactive banks) to US$45,000 (authorized dealers and agents).
!
Estimated assets in September of 1977 for the Cayman Islands and the Bahamas were US$82 billion. Estimated assets in the Bahamas were some US$70 billion.
3
Full license banks.
' Deposit-taking companies.
5
Minimum capital if LL15 million of which LL4.5 million must be deposited with the Treasury. New branches of foreign banks must deposit LL 7 5 million
6
Since the declaration of the "Banking Free Zone" in March 1977.
7
US$1 million must be held in any foreign-currency debt instrument of the Philippine Government.
•Information provided by authorities.
9
Twelve with Restricted Licenses (offshore licenses).

countries, which may strictly limit or prohibit the entry of foreign banks. Fourth,
and most important, taxes and levies on
offshore business are virtually nonexistent
in these centers, in marked contrast to the
situation in alternative locations. None of
the centers imposes minimum reserve requirements on offshore liabilities or withholding taxes on internal income. Only
four impose profit taxes, and these are very
limited. Moreover, some, but not all, offer
the advantage of proximity to important
loan outlets or deposit sources; Bahrain,
for example, is an offshore base for petrodollar transactions.
Demand
The demand for offshore centers by
banks in general increases with the severity of taxes, levies, and restrictions imposed by authorities in onshore centers.
For example, if New York—now an onshore center—were to exempt banks' op-
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erations with nonresidents from minimum
reserve requirements and other charges,
then banks would be less attracted to paper
operations in offshore centers such as the
Bahamas. Of course, in a sense, this would
merely mean that New York had become a
new offshore center rather than any diminution in overall offshore business.
Ian McCarthy

a U.K. citizen, is an
economist in the Central
Banking Service of the
Fund. He was educated at
the London School of
Economics (U.K.) and joined the Fund in 1968.

If major countries coordinated their taxation, bank supervision, and application of
reserve requirements, then tax avoidance
via routing transactions through offshore
banking centers would be more difficult
and less rewarding, but even if this were to
happen, functional offshore centers would
still offer some advantages.
The volume of business routed through
offshore centers has increased with the
growth of Eurocurrency transactions of the
participating institutions, at least so long as
the offshore centers have provided fiscal
advantages to offshore banks and enacted
fewer regulations than elsewhere.
The demand for individual paper centers
is quite sensitive to minor changes in local
charges and regulations. Paper centers are
obviously extremely close substitutes fcr
one another in today's world of modern
telecommunications. As long as a bank has
little physical presence in a center, it is
fairly easy to relocate operations if one cen-
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ter tries to impose slightly higher charges
than the others. This is particularly the
case where international banks have banking operations in several paper centers.
The demand for functional centers is less
sensitive to local taxes and levies. Functional centers generate profits in their own
right rather than solely via the avoidance
of taxes and levies elsewhere. Moreover,
they are not close substitutes for one another; and banks, because of their physical
presence in the centers, will incur more
substantial costs if operations are closed.
The functional centers, therefore, have been
able to impose profit taxes on offshore
banks.
Lastly, once a center, particularly a functional one, attracts a sufficient number of
banks, its attractiveness to other banks increases automatically. There is thus what
might be seen as a takeoff point. Once a
sufficient number of banks are attracted,
substantial external economies may result—
for example, it may become economic to
provide newcomers with the services of accountants, lawyers, andmoneybrokers, and
communication with other trading or correspondent banks may become easier.
In recent years, there has been a proliferation of ministates, and many of them
have developed an interest in hosting offshore banks, whether paper or functional.
However, most of them are better fitted to
act as paper centers, since they often lack
both a favorable location and the requisite
financial and communication facilities.
Given the proliferation of paper centers
and the broad-based coverage provided by
existing functional centers, it is unlikely
that the recent increase in their supply will
be matched by an equivalent increase in
demand for them. The prospects for new
centers are therefore limited.

Table 2
Five host countries: gross direct benefits ascribable to offshore banking
(In thousands of U.S. dollars)

Bahamas'
1973
1974
1975
Bahrain2
1977
1978
Cayman Islands1
1976
1977
Panama3
1974
1975
1976
Singapore
1974
1975
1976

Salaries

Other
expenditures

Total
expenditures

License and
other fees

Profit taxes

17,093
17,195
18,330

13,025
12,935
14,556

30,118
30,130
32,886

1,545
1,515
1,508

n.a.
n.a.
n.a.

...
...

...
...

20,80CMO,000
37,650-50,000

800
875

n.a.
n.a.

4,898
5,340

4,040
4,879

8,938
10,219

957
1,501

n.a.
n.a.

2,977-27,928
4,103-37,730
6,253

...
...
...

n.a.
n.a.
n.a.

^.OOOM 27,900s
15,7004-131,000s
21,3004-151,100S

1,200
1,200
1,300

2,70(M,1006
3,300-5,000"
4,600-6,8006

2,268-15,919 1,711-12,009
2,405-21,506 1,814-16,224
3,564
2,689
...
...
...

...
...
...

n.a. indicates that data are not applicable.
. . . Indicate that data are either insignificant or unobtainable.
1
Information provided by the monetary authorities.
1
Based on published estimates.
3
Estimated on the basis of employment figures provided by the authorities.
4
Estimated using the assumption that operating expenditures equaled 0.05 per cent of offshore assets (Bank of America's
estimated cost of Eurocurrency business according to N. Colchester, "Counting the Cost of Lending," Financial Times, July 15,
1978).
5
Estimated by prorating the share of Asian Currency Units (ACUs) in the financial sector's share of GNP according to ACUs'
share of external assets.
6
Estimated on the basis of commercial banks' company reports.

evidence suggests that this is normally the
major contribution of offshore banking to
the host country. Care must be taken,
though, to distinguish between the gross
and net benefits. If salaries are paid to expatriates who import most of their consumption needs, there is little or no benefit
to the domestic economy other than profits
for importers and import taxes paid to the
government. On the other hand, if salaries
Operating expenditures
are paid to local employees and they spend
The number of countries willing to act as a relatively insignificant proportion of them
offshore centers is clearly related to their on imports, the net welfare gain will be far
perceptions of the costs and benefits in- greater.
Various estimates of the direct benefits
volved. Ideally, a country's decision to
specialize in offshore business—to intro- attributable to offshore banks in the Bahaduce the requisite amendments to legisla- mas, Bahrain, Panama, and Singapore are
tion, to invest in telecommunications and summarized in Table 2. These are relatively
infrastructure, and to accept the potential more important, as might be expected, for
indirect costs—would depend upon an ex- the smaller economies. Although the abplicit assessment of the expected future net solute amounts involved are unimpressive
welfare gain, discounted over time. In by the standards of international banking,
practice, however, there are many uncer- they are not insignificant from the point of
tainties and inherent difficulties in quanti- view of the countries involved.
For the Bahamas, offshore banks' exfying many of these costs and benefits. All
that a country's authorities can do is to list penditures amounted to 6.2 per cent of
the potential costs and benefits and make GNP and were second only to tourism in
an ad hoc assessment as the opportunities economic importance. For the Cayman Islands, these expenditures amounted to $10
occur to host these banks.
Offshore banks pay salaries and incur lo- million, whereas tourism, the major eco•cal expenditures which contribute to the nomic activity, contributed $22 million to
welfare of the host economy. Available the economy. The benefits do not appear

to have been closely related to the level of
offshore assets held by the banks. For example, the Bahamas shared in the rapid
growth of Eurocurrency markets between
1973 and 1975 (the Bahamas and the Cayman Islands together accounted for $26 billion in Eurocurrency assets in 1973 and $50
billion in 1975); yet, despite a 90 per cent
increase in business routed through the
two centers, the offshore banks' local expenditures increased only 9 per cent. Similarly, the assets of the offshore banks in
Bahrain doubled between 1977 and 1978,
while their estimated expenditures increased only 20-25 per cent.
Taxes and levies
By imposing charges upon the banks—
through license fees, profit taxes, or liquidity and capital requirements (to be satisfied
by holding onshore assets)—the local authorities may, in theory, appropriate some
of the benefits which the international
banks derive from locating their operations
in the offshore centers. Their ability to do
so will depend upon the magnitude of these
benefits to the banks concerned and the
pressure of competition from other offshore centers. Paper centers have generally
found it difficult to levy any charges other
than license fees, but four functional centers—Luxembourg, the Netherlands AnFinunce & Development I December 1979
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government. There are, however, a number of costs which must be borne. These
will depend upon both the character of the
business which the center attracts and the
characteristics of the local economy.
A brass-plate center may not incur any
real costs, but the benefits will be correspondingly low. A center which aspires to
become an important functional center may
need to incur direct costs, such as expenditures on telecommunications, education,
supervision, and regulation, while success
may also entail several indirect costs, the
most important of which are the diminution of autonomy of domestic monetary
policy and, perhaps, increased tax evasion
by businesses and individuals.
If a center is to attract offshore banks, the
most important precondition is good communications; for remote areas, the cost of
upgrading telecommunications may be
high. Expenditures on education and
training of local personnel may also be necessary in order to derive any concrete benefit from the presence of offshore banks.
Last, the supervision and regulation of offshore banks could entail substantial costs.
If the domestic financial system is relatively large and developed, a comprehensive regulatory and supervisory operation
will be required anyway, and the extension
of these activities to offshore banks will entail little in the way of extra cost. But for a
small and unsophisticated local system, the
extra cost may be quite large.
To some extent, the direct cost of regulation, in terms of salaries and other expenditures, can be covered by charges
against the banks. Any such charges would,
however, represent a levy on the banks
and, if other centers do not impose them,
the banks may move elsewhere. More important, the promised absence of regulation has sometimes been one of the attractions of offshore centers.
The major indirect cost attached to hosting offshore banks is a diminution in autonomy where domestic monetary policy is
concerned, together with an increased potential for tax evasion and, possibly, deleterious competitive effects upon local
banks. However, diminution of autonomy
may not occur, since there may be little to
lose.
If offshore banking is rigorously limited
to accepting foreign currency funds from,
and lending them to, nonresidents, then ex
definitio there should be no impact upon
onshore financial flows. However, in most
of the offshore centers, there has been some
blurring of the lines between offshore and
Costs
onshore activity; in particular, several cenMany countries view offshore banking ters have encouraged lending by offshore
as offering a rapid and cheap means of gar- banks to specific projects—generally, alnering revenue for the economy and the though not always, to those involving the

tilles, the Philippines, and Singapore—have
been able to levy profit taxes on offshore
banks. (A fifth center—Hong Kong—has
announced an intention to do so.) For three
of the four centers, the amounts raised
have not been impressive, with the exception of Luxembourg, where the Compagnie Luxembourgeoise de la Dresdner Bank
is the largest single taxpayer and offshore
banks contribute a major share of corporate
taxes. For Singapore, the yield from its 10
per cent profit tax is probably between $5
and $7 million annually, while the Philippines has so far gained nothing, since its
offshore banking units have been making
negligible profits.
License and other fees, such as work
permit and registration fees, have similarly
yielded relatively low returns. None of the
centers appear to have derived much more
than $1.5 million per annum, and many
have derived less. Other charges and levies
are unimportant for the most part.
Even if the direct benefits of offshore
banking are not as substantial as has generally been thought, there may still be significant indirect benefits. The centers may
gain improved access to international capital markets; the domestic financial system
may become more efficient, both through
increased competition and through exposure to the practices of the offshore banks;
and a cadre of local staff may be trained
which will contribute to a faster growth of
the domestic economy.
However, these benefits may not necessarily materialize. Since only "brass-plate"
operations are being carried on in the paper centers, the larger functional centers
will probably be better able to profit from
improved interaction with international
markets or from the competition to domestic banks from offshore operations. (Brassplate operations refer to those where the
only sign of a bank's presence is a brassplate outside an office; such offices may
administer the affairs of several banks.)
However, countries which are able to act
as functional centers generally have both
excellent access to international markets
and fairly well-developed domestic financial systems to start with.
As for the benefits from training a cadre
of local staff, first, the expertise gained in
offshore banking may not be relevant to
the local financial system. Second, once
bankers are trained, they may opt to stay
with the offshore banks, in which case
there may even be an internal "brain
drain."

48

host country's government. In addition, it
may not always be possible to regulate effectively the activities of the offshore institutions. If confidentiality of operations is
guaranteed, it may be difficult, even for the
regulators, to identify resident and nonresident transactions clearly, particularly in
the absence of exchange controls.
Offshore business can also create fiscal
problems. Hong Kong, for instance, has
reportedly been reluctant to encourage this
business because of the increased potential
for Hong Kong residents to deposit funds
with offshore institutions and then take
dummy loans of the same amount. The interest from the loan would then be deductible for tax purposes, while the interest
paid on the deposits would not be taxed.
Another possible cost of offshore banking could be the impact of increased competition on the domestic financial system.
It is difficult for a broad-based financial
system to develop in head-to-head competition with international banks. In particular, if the local monetary authority lacks
the willingness or ability to act as a lender
of last resort to the domestic banking system, the competitive advantage of the foreign banks, which are able to draw upon
their head offices to augment their liquidity, may be so strong as to inhibit further
development of indigenous banks. This
problem could be avoided by forbidding
offshore banks to operate domestically; but,
if there are no onshore operations, indirect
benefits may not accrue to the host country.
Offshore banks may also increase demand for office space, housing, and
professional services; this may cause problems for local residents as the supply of
such resources may not be flexible in the
short run.
While the benefit-cost equation appears
favorable for existing centers, it seems possible, indeed probable, that there is little
unsatisfied demand for new offshore centers. There are even some signs at present
of an excess supply. If one looks at the existing geographical coverage provided by
offshore centers, virtually every area of the
world has a selection of offshore centers
readily accessible. In addition, improved
telecommunications render it easier than
before to route paper business through a
limited number of centers rather than setting up operations in several widely dispersed centers. In general, therefore, new
paper centers are not likely to succeed. In
addition, even existing centers might become less important and less profitable if
moves to impose controls on the Eurocur- ,
rency markets are successful, and/or if New
York establishes an International Banking
Zone.
ED
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Theodore Geiger

Welfare and Efficiency: Their
Interactions in Western Europe
and Implications for International
Economic Relations
National Planning Association, Washington, D.C., U.S.A.,
1978, v + 144 pp., $7.00.

Theodore Geiger sets out to demonstrate
that the rise of comprehensive welfare programs in many Western European countries
has led to the decline of the work ethic, a
sharp drop in productive investment, and
the general economic atrophy of advanced
industrial societies in Western Europe. This
theme of the effect of increased government
participation in every phase of economic life
is one that is being increasingly debated,
particularly in the United States, where the
bandwagon of deregulation has picked up
momentum. Furthermore, the most recent
parliamentary election in the United Kingdom typifies the political trend in many European countries toward the promulgation,
whether real or apparent, of a reduced, or
more limited, role for government in economic life.
The author's approach to the problem of
analyzing the complex question of the interaction between the public and private sectors is to sketch the growth of government in
six European countries (Denmark, the Federal Republic of Germany, the Netherlands,
Norway, Sweden, and the United Kingdom),
hypothesize about the negative effects of
the increased size of government on economic growth and efficiency—focusing on
what he regards as particularly pernicious
aspects of the welfare system—and then
discuss in some detail the government's role
in the economic life of each of these countries. In a final chapter, more general conclusions are drawn regarding the implications for policy in the United States. Two
'appendices (by Neil J. McMullen and Harold
van B. Cleveland) are included.
This reviewer will nail his colors to the
mast at the outset and state that he strongly
sympathizes with Geiger's opinions regarding the effects of the growth of government.
In this regard, Welfare and Efficiency brings

together numerous useful statistics and facts
which demonstrate how rapidly the size of
the public sector has grown in Western European countries. In addition, there is a description of the growth of what is known as
industrial democracy—that is, the participation of workers in both management decisions and (by virtue of state legislation) in
the ownership of the companies for which
they work.
However, the reader looking for an empirically sound demonstration of the disincentive to economic growth and welfare caused
by government intervention will be disappointed. While Geiger effectively documents
the growth of government in the six sample
countries, on the one hand, and describes
the fall in the growth of their output and productivity, on the other, he fails to demonstrate conclusively the link between the two
phenomena. The evidence he provides
amounts to no more than observation of the
correlation between the two. He does not
explain empirically why the interaction occurs, nor does he indicate the stage at which
government intervention has an overall negative effect on welfare. One of the major
flaws of the book is that there is no coherently expressed view of the correct role for
government in Western economic society.
Presumably, the author does believe that
government has some role to play and
should, therefore, command some share of
the gross national product. However, he
provides no indication of what the appropriate share should be. Indeed, the statistics
contained in the book indicate that the growth
in the proportion of public expenditure as a
percentage of gross domestic product was
very similar in the Federal Republic of Germany and the United Kingdom between 1965
and 1977, yet the reader scarcely needs to
be reminded of differences in the performance of the two economies.
Furthermore, it is disappointing that Geiger
appears to be unaware of the growing empirical literature analyzing the effect of welfare payments on the labor market, much of
which provides evidence to support at least
the theory that an increase in welfare pay-

ments reduces work incentives. An additional weakness is that there is little discussion of possible trade-offs between reduced
output growth and more equal distribution of
income. Alternatively, there is no mention of
the encroachment on individual liberties by
government intervention.
In sum, therefore, this book will not satisfy
those who hope to find a theoretically and
empirically well-founded discussion of the
influence of government on economic welfare. Nevertheless, it does provide a useful
catalog of welfare systems in Western Europe and enough interesting ideas to make
it worthwhile reading for those interested in
the effect of government intervention on incentives and output growth.
Paul Holden

John Kenneth Galbraith

The Nature of Mass Poverty
Harvard University Press, Cambridge, Massachusetts,
U.S.A., 1979, vii + 130 pp., $8.95.

The author begins by examining the conventional explanations of mass poverty in
less developed countries—meager natural
endowment, shortage of capital and technical skills, inefficient or corrupt administration, unhelpful ethnic or climatic features,
and so on, and finds all of them wanting.
Generally, they tend to reflect the experience of the rich countries and ignore the fact
that both economic circumstance and economic motivation are fundamentally different in the poor countries. It is to these aspects that the rest of the book is addressed.
Mass poverty, the author says, is primarily
a rural phenomenon. In the rural communities, the tendency is not toward an expansion of output and income, but an equilibrium of poverty. An improvement in income
sets in motion forces—for example, an increase in population—that eliminate the improvement and restore the previous level of
deprivation. Not surprisingly, the poor are
reluctant to innovate, for innovation involves
risk, and risk often means hunger, possibly
death. Nothing so reinforces the equilibrium
of poverty as the absence of aspiration, of
the effort to escape it. Galbraith finds that it
is entirely rational that people should accommodate to what they have learned from
the experience of centuries to be the inevitable.
What is the way out of this impasse? The
attack on poverty, according to the author,
should begin with countering accommodation. In the past, accommodation has most
often been broken by trauma such as famine, military depredation, or forced expulsion of ethnic or religious groups. But a
more civilized means by which the poor can
gain access to the world outside their own
Finance & Development I December 1979
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culture is universal education. Galbraith,
however, does not elaborate on the kind of
education that may best defeat accommodation.
Once accommodation is rejected, opportunities to escape from the equilibrium of
poverty may arise in several directions. They
may arise within the rural sector as a result
of investment and improved technology in
agriculture, outside this sector through industrialization , or outside the country through
migration. Galbraith draws two lessons from
past failures of rural development programs.
Such programs must follow, and not precede, the general educational attack on accommodation, and they must be directed
not at all farmers but only at those who are
motivated to improve their living standards.
He believes that our knowledge about how
best to promote industrialization remains inadequate; it therefore promises a possible,
but not a certain, escape. Migration, on the
other hand, is the oldest action against poverty and remains to this day an ever promising avenue. It benefits the country to which
workers go, as they help maintairj both stable prices and full employment. And it helps
to break the equilibrium of poverty in the
country from which they come.
As one would expect from this author, the
book is highly readable: the "Galbraith incisiveness, wit, and clarity," promised by the
publishers on the dust jacket, are there in
abundant measure. For its small size, the
book covers a fairly wide ground. There are
interesting historical parallels and wellintentioned barbs directed at conventional
advice, socialist or otherwise. And while both
the author and his readers have fun, the
book is by no means lighthearted. Nevertheless, despite the skillful terminology, the author's diagnosis of poverty is not really novel;
nor are his prescriptions, broad as they are,
particularly helpful. But by his provocative
style, he has been eminently successful in
drawing fresh and serious attention to the
intractable nature of mass poverty in important areas of the world.
Sublmal Mookerjee

James M. Buchanan and Richard E. Wagner (editors)

Fiscal Responsibility in
Constitutional Democracy
Martinus Nijhoff, Leiden, The Netherlands, 1978, xiv +
139pp., f. 40.
J.S.H. Hunter

Federalism and Fiscal Balance
Australian National University Press, Canberra, Australia, 1978, vii + 271 pp., $18.50.

Present day economic experience points to
a chronic tendency in many democratic governments toward deficit finance and inflation. Since 1961 the United States has wit50

nessed a sequence of continuous large
deficits, inflation, and a bloated public sector
"which can hardly be adjudged to be beneficial to anyone other than the employees of
the bureaucracy" (see p. 81 of the first book
under review). This is so in spite of theories
of public choice which state that elected representatives behave in ways to maximize
constituent support. Why voters support what
the authors regard as such fiscal irresponsibility is the fundamental paradox that Fiscal Responsibility in Constitutional Democracy seeks to examine.
The seven papers in this volume—presented at a conference in Hot Springs, Virginia in March 1976—provide a wide range
of answers to this question. The answer
suggested by the editors and organizers of
the conference is that the Keynesian revolution left a political legacy with a bias toward inflation. The Keynesian message was
that the government ought to accept responsibility to ensure that aggregate demand was sufficient to maintain full employment of the economy. The vital flaw,
Buchanan and Wagner contend, is that the
dictates of political survival and the nature
of contemporary political institutions run
counter to the requirements of stable macroeconomic management over time: a deliberate policy of fiscal deficits enabled politicians to increase spending without
increasing taxes. The consequence of such
a political bias toward deficits was bound to
be a bias toward inflation in an environment
in which the monetary authorities were likely
to be accommodating.
On the other hand, Herbert Stein, another
contributor, calls the "balanced budget"
doctrine a myth and suggests that the fiscal
pattern of the United States has not undergone the radical shift claimed by the editors.
In the past, lip service was indeed paid to
balancing the budget but the facts are that
in 47 of the 140 years between 1787 and the
Great Depression of the early 1930s, there
were budget deficits—incurred to finance
wars or to supplement declining revenues in
recessions. The present national debt, while
far larger in absolute terms is, at 30 per cent
of gross national product (GNP), relatively
smaller than it was following the Civil War
(50 per cent of GNP) or World War II (100
per cent of GNP). Similarly, public debt is a
smaller percentage of government revenues
than it was in 1929. Stein's point is that it is
mainly the ideas and attitudes toward the
appropriateness of public debt that have altered since earlier days; it is not the size of
the deficit but the use of the budget for finetuning which is new. These new attitudes toward finance—functional finance has gained
wide acceptance—suggest that the "fiscal
revolution" has really been no more than a
change in emphasis.

Abba Lerners' essay brings out the suggestion that it is not the Keynesian doctrine
of macroeconomic demand management to
create full employment that causes inflation,
but the application of demand management
techniques to present-day recessions in
which stimulative policies can create excess
demand in certain markets, and can cause
these markets—labor as well as product—
to overheat, causing inflation, long before
the economy as a whole is brought to full
employment. His conclusion is that the government has the will but not the means to
control the bias toward Keynesian inflation.
Two separate approaches to diminish this
fiscal indiscipline are suggested. Jesse
Burkhead places his emphasis on the need
to control the legislative appropriation process and is optimistic or at least hopeful that
the Congressional Budget Act of 1974 may
make a major constructive innovation in federal budgetary practice. William Niskanen,
on the other hand, can only recommend an
amendment to the Constitution to leave
greater power with the states.
This pwvocative volume makes enjoyable
reading but its effectiveness is limited by its
anecdotal nature. Many of the basic contentions about Keynesianism and about biases
of the political system are never examined
carefully or in a systematic fashion. Why
politicians find inflation less of a liability than
taxation is not considered at all. Do public
officials have higher discount rates? There
is also no systematic examination of the link
between deficit finance and inflation, on the
one hand, and on the independent role of
money in the inflation process, on the other.
In sum, there are loose ends that trouble the
reader contemplating Buchanan and Wagner's conclusions. Nonetheless, one is left
on balance with the feeling that there is
some truth to the concept of a political business cycle but that the hypothesis needs to
be developed more carefully.
J.S.H. Hunter's Federalism and Fiscal
Balance is an entirely different sort of book,
an exhaustive survey of one of the thorniest
subjects in federal finance: revenue sharing
and the financial arrangements between
central government and states in a federal
system. Hunter's study addresses many of
the issues facing present day federations,
and provides, in the light of this, an excellent
review of recent developments in four of the
older federations, Australia, Canada, the
United States, and the Federal Republic of
Germany.
Hunter begins by relating a country's economic structure to the role of government.
Then revenue and tax sharing methods are
discussed, followed by discussions of the
fiscal structure of the four countries. Statis- •
tical measures of "fiscal imbalance"—the
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ability of each of the levels of government
(federal, state, and local) to carry out its expenditure functions—are evaluated, and the
degree of vertical imbalance among the four
countries is compared.
Hunter also deals with the issue of horizontal fiscal equity—the idea that location
should not unduly affect an individual's fiscal

Other
books
received

well-being: if meeting minimum fiscal needs
in resource-poor or low-income states implies a greater tax burden in these states
than in richer states, then revenue sharing,
to offset this, is appropriate. He is quite persuasive that the "efficiency school" arguments against such resource transfers to
areas of low development potential do not

hold water. Different methods of achieving
regional fiscal balance are discussed in the
context of the four countries.
This is an excellent book for anyone who
wishes to know more about fiscal federalism: it covers a good deal of basic theory
and the country studies provide additional
perspective.
C.I. Wallich

Harry I. Greenfield, Albert M. Levenson, William Hamovitch,
Eugene Rotwein (editors)

F.L.C.H. Helmers

Theory for Economic Efficiency:
Essays in Honor of Abba P. Lerner
The MIT Press, Cambridge, Massachusetts, U.S.A., 1979, ix +
243 pp., $25.00.

This collection of essays represents the creative
efforts of 15 distinguished economists, 4 of whom
were recipients of the Nobel Prize in Economics.
It includes papers on international economics, on
macroeconomics and economic controls, and on
problems of pure theory.

Anne 0. Krueger

Liberalization Attempts and
Consequences
Ballinger Publishing Company, Cambridge, Massachusetts, U.S.A.,
1978, xxi + 310 pp., $16.50.
Jagdish N. Bhagwati

Anatomy and Consequences of
Exchange Control Regimes
Ballinger Publishing Company, Cambridge, Massachusetts, U.S.A.,
1978, xix + 232 pp., $18.50.

These two volumes, the end product of a major
comparative inquiry into devaluation and liberalization policies in the experience of ten less developed countries (LDCs), were prepared under
the auspices of the National Bureau of Economic
Research of the United States.
The Krueger volume provides: (i) a review of
devaluation theory; (ii) a summary of the episodes
in which these ten LDCs chose devaluation as a
policy; and (iii) an analysis of economic growth
performance in relation to the foreign trade regime. The author notes that a policy strategy
commonly adopted by these LDCs—to attempt
simultaneously to reduce domestic inflation and
to liberalize trade and payments—was bound to
fail when the exchange rate was fixed unless the
authorities could reduce inflation close to the rate
at which world prices were rising. She comes to
the conclusion that the transition from exchange
controls to a liberalized regime can often best be
achieved by adopting a sliding peg as a means of
achieving a realistic exchange rate.
The Bhagwati volume provides a comparative
summary of the anatomy and the consequences
of exchange control regimes. The care with which
exchange control measures are examined in theoretical terms and the wealth of materials brought
together from the ten country studies and from
other literature which is relevant to a judgment
about the consequences of exchange control regimes make this volume of interest both to the
student and to the policymaker.
The two authors conclude from the evidence
that an export-promoting strategy is superior to an
import-substitution policy for the LDC seeking to
promote economic growth.

Vincent Cable and Ann Weston

South Asia's Exports to the EECObstacles and Opportunities
Overseas Development Institute, London, England, 1979, vii +
179pp., £5.00.

A study of the bilateral commercial relationships
between the European Community and Bangladesh, India, Pakistan, and Sri Lanka that highlights the mutuality of benefits derived from improved access to markets by the Community and
these South Asian economies.
Dirk J. Wolfson

Public Finance and Development
Strategy
Johns Hopkins University Press, Baltimore, Maryland, U.S.A.,
1979, xiv + 264 pp., $16.50.

An attempt to treat the subject of public spending
and resource mobilization in developing countries
with political and administrative considerations in
the forefront. The book covers tax structure, the
distributional aspects of public spending, resource allocation, and stabilization policy, as well
as such less conventional topics as the political
economy of the budgetary process and the administrative hurdles to effective, efficient, and adequate mobilization of resources.
Wilson E. Schmidt

The U.S. Balance of Payments and
the Sinking Dollar
New York University Press, New York, N.Y., U.S.A., 1979, xii +
157 pp., $10.00 (cloth), $4.95 (paperback).

The author argues in this brief book that the U.S.
balance of payments situation does not matter if
the exchange rate is allowed to float freely without
management and that the U.S. authorities should
not, as they did in the past, either impose undesirable controls on the international transactions
of the United States or intervene in the foreign exchange market.

Project Planning and Income
Distribution
Martinus Nijhoff Publishing, The Hague, The Netherlands, 1979,
pp. 295, $19.95.

The economic evaluation of projects has become
a rapidly expanding industry and much effort is
going into the refinement of concepts and of tools.
Mr. Helmers has produced a useful guide for
practitioners which covers the conventional topics
such as the measurement of costs and benefits
by means of shadow pricing, the timing and scale
of projects, and the merits of different ranking criteria. What differentiates this manual from other
contributions to the genre is that the second part
of the book—over a third of the total space—is
devoted to a detailed examination of the distributional aspects of project evaluation.
J.O.N. Perkins

The Macroeconomic Mix to Stop
Stagflation
John Wiley and Sons, New York, N.Y., 1979, ix + 193 pp.

A general review of alternative domestic policy instruments available to government officials in an
open economy, and recommendations by the author concerning how they might best be combined
to stop stagflation in varying national circumstances.
Dan Haendel

Foreign Investments and the
Management of Political Risk
Westview Press, Boulder, Colorado, U.S.A., 1979, xviii + 206 pp.,
$18.50.

A specialized examination of political risk as an
independent factor affecting the foreign direct investment decisions of multinational enterprises.
The author stresses the need for the systematic
review of information about political conditions
along with the usual financial analysis before decisions are made. He examines and tests several
types of quantitative measures of political risk.
Samuel I. Katz (editor)

U.S.-European Monetary Relations
American Enterprise Institute, Washington, D.C., U.S.A., 1979,
282 pp., $10.75 (cloth), $5.75 (paperback).

Papers prepared for a conference held in Washington, D.C. in 1977 to consider what practical
steps could be taken next to halt the trend toward
national fragmentation in global and in European
regional monetary affairs.
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NEW BOOKS

from the World Bank
Economic Growth and Employment in China
Thomas G. Rawski
During the past two decades, the world's largest developing
nation has made significant strides toward full employment
for its labor force of nearly half a billion persons. Despite increasing requirements for manpower in the industrial and
service occupations, these sectors have been able to absorb
only a small fraction of the new entrants into China's labor
force. As a result, the labor-rich farm sector has had to
assimilate nearly 100 million additional workers since 1957,
using programs of mechanization, agricultural intensification, and rural construction. In addition, throughout this
period the level of average labor productivity has not
declined. This book investigates how this feat was accomplished, looks to the future labor situation, and relates
China's experience to that of other countries.
Contents: An Overview - Size and Sectoral Distribution of
China's Labor Force iri 1957 and 1975 - Determinants of
Industrial Employment - Labor Absorption in Agriculture
from 1957 to 1975 - Retrospect and Prospect - Appendixes:
Chinese Economic Statistics; Derivation of Estimated Nonagricultural Employment, 1957 and 1975; Employment in
Leading Small-Scale Producer-Goods Industries, 1975.
208 pages; maps; bibliography; index. Cloth $12.50 (£5.75); paperback $4.95 (£2.50).

Structural Change and Development Policy

The need to restructure the world economy also lies at the
heart of the debate over the international economic order.
This book both represents a retrospective re-evaluation of
Hollis Chenery's thought and writing over the past two
decades and an extension of his work in Redistribution with
Growth (1974) and Patterns of Development (1975).
Chapters on the structural characteristics of individual
countries or groups of countries lead up to a systematic
analysis of the internal and external aspects of structural
change that affect the design of policy. The author develops a
set of techniques for analyzing these structural changes and
applies them to some major problems of developing countries
today. The text is organized in four sections: "A Framework
for Policy," "Internal Structure," "External Structure," and
"International Development Policy."
The conclusions that emerge from these studies include
generalizations about individual phenomena—such as the
sources of industrialization, the effects of economies of scale
on resource allocation, and the productivity of external
resources—as well as evaluations of development strategy in
different kinds of countries, such as small primary exporters
and large semi-industrial economies. Both kinds of analyses
will be of great assistance to the policymaker.
Contents: Economic Growth and Structural Change Models of the Transition - The Process of Industrialization Substitution in Planning Models - The Interdependence of
Investment Decisions - Economies of Scale and Investment
over Time - Comparative Advantage and Development Policy
- Development Alternatives in an Open Economy: The Case
of Israel - Optimal Patterns of Growth and Aid: The Case of
Pakistan - Foreign Assistance and Economic Development Growth and Poverty in Developing Countries.

Hollis Chenery, with the assistance of Hazel Elkington, and including contributions by Montek S.
Ahluwalia, Michael Bruno, Nicholas G. Carter,
Arthur MacEwan, William J. Raduchel, Alan M.
544 pages; bibliography; index. Cloth $14.50 (£6.50); paperStrout, and Larry E. Westphal
back $5.95 (£2.75).
The development process involves long-term changes in
Both books are published by Oxford University Press and are
production, investment, trade, employment, and income
available through booksellers; from the Press (200 Madison
distribution. Now that many poor countries are well on the
Avenue, New York, N.Y. 10016, U.S.A., or Press Road,
way to development, their policymakers must manage the
Neasden, London NW10 ODD, England); or from Oxford
structural changes needed to sustain this growth and to
branches and distributors throughout the world.
distribute its benefits more equitably.

NEW PUBLICATIONS
Health

Recognizing the "Invisible" Woman in Development: The World Bank's Experience

November 1979
Revised Sector Policy Paper draws on experience gained
from health components of 70 projects in 44 countries
between 1975 and 1978. Emphasizes the disproportionately
high expenditures incurred on curative medicine, maintenance of expensive hospitals, and sophisticated training of
medical personnel at the cost of preventive care for the
majority of the people. Points out that low-cost health care
systems are feasible and recommends that the Bank begin
regular and direct lending for health, in addition to health
components of projects in other sectors.

October 1979
Booklet describes some of the economic and social factors
that limit opportunities for women in developing countries.
Cites efforts made to open up opportunities for them in Bank
projects. Stresses the need for more information on the roles
of women early on in the project cycle for incorporation in
project design.
Copies of the publications listed above are available free of
charge from the World Bank, Publications Unit, 1818 H Street,
N.W., Washington, D.C., 20433, U.S.A.
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