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Bank
activity

These factors have become obstacles in
achieving the United Nations' goal of free
primary education for all; they have also
made some people skeptical of the increasing public expenditures for education.
With the increasing concern about the relevance of education to the needs of the
modern sector, efforts were made in the
1970s to relate education to employment
needs and to integrate it into all development efforts. These efforts are expected to
trators, and teachers to run education continue through the 1980s. In addition, the
developing countries are expected to strive
systems effectively.
Despite the impressive gains during the to make education more relevant to their
past 30 years, the education sector faces national needs by using local languages or
reactivating national languages. The new
many challenges in the 1980s:
policy paper emphasizes that education
• Over 250 million children of school age must play a central role in overall developand another 600 million adults in developing ment. It points out studies showing that
"economic returns on investment in educacountries lack basic education.
• Inefficiencies in the flow of students tion seem, in most instances, to exceed rethrough different grades keep the number turns on alternative kinds of investment, and
of students in school and the quality of ed- that developing countries obtain higher reucation they receive low. Less than half the turns than the developed ones."
The Bank expects to increase its lending
children enrolled in primary school, for exfor education and training in developing
ample, reach the fourth grade.
• Because the education that is imparted countries from US$517 million in fiscal 1978
does not, in many cases, meet the needs of to about US$900 million annually for the
the labor market, a large percentage of five-year period, fiscal 1979-83. In allocatthose who leave school do not find appro- ing more funds for primary and nonformal
education, for technical education at the
priate employment.

Education systems improving worldwide
but many challenges remain
Despite severe limitations of resources, developing countries have made substantial
progress during the past three decades in
sending more children to school and in generally improving their education systems,
notes the World Bank's recently published
Education Sector Policy Paper.
Enrollment of children in schools at all levels has expanded at unprecedented rates,
says the paper. There has been a significant
decline in the proportion of adults who are
illiterate—from 44 per cent in 1950 to 32 per
cent in 1975. Public expenditures for education have increased steadily in developing
countries to reach roughly the same share
of national product as in industrialized countries—about 15 per cent. There have also
been improvements in extending educational institutions to areas previously unserved and in training managers, adminis-

McNamara to retire as Bank President next year
Robert S. McNamara announced on June 9,
1980 that he will retire as President of the
World Bank on June 30, 1981, when he will
have reached the traditional retirement age
of 65. Mr. McNamara became President of
the World Bank in April 1968. He announced
his retirement at a meeting of the Executive
Directors of the Bank, who represent the
135 member countries.
The text of Mr. McNamara's Memorandum to the Executive Directors follows:
"As you know, my current term as President of the World Bank runs to April 1,1983.
Today, however, is my 64th birthday, and I
want to inform the Board now that one year
hence—that is, effective June 30, 1981,
when I shall have reached the traditional retirement age of 65—I propose to retire from
my present position.
Timely change in leadership is salutary
both for institutions and for individuals, and
I had originally intended not to accept a third
five-year term. In the end I acceded to the
request of the Board that I do so because
of the then unresolved problems of the
Bank's future financial structure. There was
the added circumstance that eight senior
officers of the Bank were scheduled to retire
in the near future, and careful consideration
needed to be given to their replacement.
Within the next twelve months these prob2

lems, and related issues, will have been
largely resolved. The negotiations for the
Sixth Replenishment of IDA'S resources, at
a level of US$12 billion, have been concluded; agreement on the US$40 billion
General Capital Increase for the IBRD has
been reached; and the new senior appointments will soon be in place.

Further, two other matters of long-range
significance have now been settled.
The Board has approved membership for
the People's Republic of China, and in the
months immediately ahead we will be setting in motion the planning and organizational steps required as the world's largest
developing society—a nation of some one
billion individuals—prepares to seek our as-

sistance in its drive toward economic modernization.
Finally, the Bank's basic policy decision,
taken in the early 1970s, to gear itself not
merely to the traditional role of assisting its
developing member countries to increase
their overall economic growth, but to help
them as well in their efforts to deal directly
with the fundamental problems of absolute
poverty, has now been largely institutionalized within the organization. Our growing
experience and capability—particularly in
our new rural development projects—to design effective measures to help the poor to
become more productive, and to assure a
more equitable distribution of services to
them, have demonstrated the essential
feasibility and soundness of the approach,
and its immense potentiality for the future.
In view of all these circumstances, I have
come to the conclusion that we are approaching an appropriate time for a change
in leadership in the Bank.
I suggest that later in the year the Board
organize a Search Committee, and I will of
course be available to assist it in any way
that I can. In the meantime, there is a great
deal of Bank business ahead of us all in the
coming months, and I look forward to it, as
I am confident you do, with undiminished
enthusiasm and anticipation."
HD
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secondary level, and for project-related
training, five principles are used as guidelines for Bank lending:
• Basic education should be provided for
all children and adults as soon as the available resources and conditions permit.
• Efforts should be made to provide ed-

ucational opportunities without regard to
sex, ethnic background, or social and economic status.
• Education systems should try to make
the flow of students through the different
grades as efficient as possible as well as
improve the quality of education imparted.

IDA credits approved during fourth quarter of fiscal year 1980

• Education should be related to work
and the students' environment.
• To satisfy these objectives, developing
countries will need to build and maintain institutional capacities for managing and improving education systems.
Emmanuel D'Silva

World Bank loans approved during fourth quarter of fiscal
year 1980

(Ended June 30. 1980)

(Ended June 30, 1980)
Country1

Bangladesh (5)

Burma
Burundi
Cameroon
Comoros
Congo
Egypt (2)
Ghana (2)
Honduras
India (10)

Indonesia
Kenya (2)
Lao People's
Democratic Rep.
Lesotho
Madagascar (2)
Nepal (2)
Niger
Pakistan
Papua New Guinea
Rwanda
Senegal
Somalia
Sri Lanka (4)

Sudan (2)
Tanzania (4)

Togo
Upper Volta
Yemen Arab
Republic
Yemen, People's
Dem. Rep. of (2)
Zaire
Total

Amount
(In millions of
U.S. dollars)

Purpose

Jute industry, fertilizer industry,
afforestation, fertilizer,
education
125.0
Dam
90.0
Urban development
15.0
Livestock development
16,0
Coconut rehabilitation and
product control
5.2
Railway
30.0
Gas distribution, power2
170.0
Agricultural development,
highway
54.5
Agricultural credit3
5.0
Tube wells, nutrition, irrigation,
cashew nut, thermal power,
agricultural extension, sericulture,
urban transport, water supply
and sewerage, thermal power4 972.0
Agricultural research5
30.0
Export promotion technical
assistance, fisheries
14.5
Agricultural rehabilitation and
development
13.4
Urban development
6.0
Water and sanitation, petroleum
exploration promotion
33.0
Forestry, irrigation
33.0
Rural development
16.7
Industrial development
40.0
Highway6
13.0
Forestry and livestock
21.0
Power engineering and
technical assistance
3.3
Petroleum exploration
promotion
6.0
Rubber, telecommunications,
water supply and sewerage,
power
95.5
Power, irrigation
105.0
Pyrethrum, grain storage and
milling, smallholder tea
consolidation, petroleum
exploration
97.0
Education
11.0
Rice development
6.5
Fisheries
Water supply, petroleum
exploration promotion
Smallholder maize

17.0
22.2
11.0

Country'

Oil and gas engineering
Structural adjustment
Education
Water supply and sewerage,
urban transport, education,
rural development
Water supply
Chile
Colombia (3)
Small-scale industry,
development banking,
hydropower
Highway
Costa Rica
Power distribution and
Cyprus
transmission
Ecuador (2)
Small-scale enterprise, highway
Egypt (4)
Textile, development banking,
pulp and paper, power2
Fiji
Power
Guatemala
Highway maintenance
Petroleum exploration promotion,
Honduras (2)
agricultural credit3
Development banking, power4
India (2)
Nucleus estate and smallholders,
Indonesia (4)
agricultural research,5
population, power
Korea (3)
Development banking, railway,
agricultural products processing
Mexico (2)
Irrigation, small-scale and mediumscale industry development
Morocco (3)
Highway, petroleum exploration,
rural development
Nigeria (3)
Two agricultural development
projects, highway
Oman
Telecommunications
Panama
Urban development
Papua New Guinea Highway6
Paraguay
Industrial credit and
regional development
Peru
Phosphate engineering and
technical assistance
Philippines (2)
Ports, roads
Portugal (2)
Forestry, mechanical industries
Romania
Orchards
Thailand (4)
Lignite, water supply, rural
electrification, sites and services
Tunisia (3)
Highway, natural gas pipeline,
agricultural credit
Turkey (3)
Hydropower, cotton textile,
livestock development
Uruguay
Agricultural development
Argentina
Bolivia
Botswana
Brazil (4)

2,077.8

' Figures in parentheses are the number of
credits approved for the respective country
!
With a $7 million World Bank loan.
3
With a $20 million World Bank loan.

' With a $25 million World Bank loan
With a $35 million World Bank loan.
With a $17 million World Bank loan.

5

6

Amount
(In millions of
U.S. dollars)

Purpose

Total

27.0
50.0
10.0

393.0
38.0

307.0
30.0
16.0
75.0
156.0
15.5
17.0
23.0
125.0

365.0
174.0
260.0
146.0
168.5
22.0
35.0
17.0
31.0
7.5
129.0
94.0
50.0
216.0
103.5
254.0
24.0
3,379.0

' Figures in parentheses are the number of
loans approved for the respective country
With a $120 million IDA credit.
With a $5 million IDA credit.

2

3

' With a $225 million IDA credit.
s
With a $30 million IDA credit.
6
With a $13 million IDA credit.
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Fund
activity
Fund ready for "increasing role" in recycling
through "flexible and sensible use of its resources"
The Fund's Managing Director, Mr. J.
de Larosifere, told the Economic and Social
Council of the United Nations in an
address in Geneva on July 4 that "the
Fund stands ready to assume an increasing role in recycling and to make flexible
and sensible use of its resources for that
purpose." He said that the recent meeting
of the Interim Committee had confirmed
this line of action and that the Fund will be
able to lend in larger amounts than in the
past "when appropriate under special
circumstances, and to go beyond previously established ceilings in relation to
quotas." "Where problems of a structural
nature require it," he added, "adjustment
programs will be able to extend over
longer periods than have been typical in
the past." Mr. de Larosiere noted that the
Fund does expect that the countries to
which it lends in relatively large amounts
or for unusually long periods will be
prepared to meet certain conditions. "This
is essential both for preservation of the
Fund's revolving resources and for promotion of optimal adjustment," he said.
Mr. de Larosiere pointed out that net
borrowing from the Fund by developing
countries began to rise in 1979, when it
amounted to US$840 million (against a
net repayment of $72 million in 1978). In
the first five months of 1980 the Fund's
net lending to these countries accelerated to $1,161 million. Moreover, Mr. de
Larosiere added, the Interim Committee
has endorsed his proposal "to initiate
discussions with potential lenders regarding the terms and conditions under which
the Fund might borrow to increase its
resources, if and when a need to do so
arises."
In his address Mr. de Larosiere emphasized the massive shift in the pattern of
international payments balances. The current account surplus of the oil exporting
countries, which had receded to $5 billion
in 1978, rose to $68 billion in 1979 and is
projected to reach $115 billion in 1980.
Over the same two-year period, the adverse swing in the combined balance of
the industrial countries is projected to
exceed $80 billion, and the aggregate
deficit of the non-oil developing countries
on current account is expected to rise by
more than $30 billion, to $68 billion. An
4

even larger deficit, of around $80 billion,
is likely for the non-oil developing countries in 1981 because of the expected
cyclical weakening of demand for their
exports.
By far the most worrisome aspect of the
recent shift in the distribution of current
account balances, in Mr. de Larosiere's
judgment, was the greatly enlarged deficit
of the non-oil developing countries.
"During the 1960s and 1970s, there was a
progressive deterioration in the non-oil
developing countries' terms of trade. Brief
relative increases in their purchasing
power were quickly reversed. It is striking
that both in the decade to 1972 and in the
subsequent period of rising energy prices
through 1979 the secular decline in their
terms of trade proceeded at an average
rate of 1 -1 Vi per cent per annum. On a
terms of trade basis, the cumulative loss
incurred by the non-oil developing countries in the seven-year period 1973-79
was of the order of $80 billion."
In this context Mr. de Larosiere noted
that "although much stress has rightly
been laid on the effect of oil price
increases on the import bills of developing
countries, it should be borne in mind that
oil still accounts for only about one fifth of
the total imports of the non-oil developing
countries. Thus, the current account deficits of the non-oil developing countries
have also been raised considerably by the
general inflation in countries which ex-

port manufactures. Both the import prices
and the export prices of the developing
countries have been heavily affected by
the inflationary process, but one must
recognize that the predominant effect on
the current account has been negative
because their imports are so much larger
than their exports." Turning to the financing of the non-oil developing countries'
deficits, he noted that these countries
have borrowed large amounts to finance
their development, "but an increasing
portion of this borrowing has been absorbed by the rise in the cost, rather than
the volume, of their imports. From 1973
through 1979, these countries obtained
external financing aggregating more than
$300 billion, including some $215 billion
of net borrowing plus about $90 billion in
aid and other forms of nondebt financing.
Of these sums, somewhat more than $60
billion was added to reserves, but nearly
$250 billion was used to finance current
account deficits. Such financing had to
cover not only the cumulative loss of $80
billion resulting from the terms of trade
deterioration but also payments of interest on the outstanding debt amounting to
well over $60 billion." Against this general background, he welcomed the successful conclusion the previous week of
the UN negotiations for establishment of a
Common Fund to promote the stabilization of commodity prices under international agreements and added "I can

Annual Meetings in Washington
The Joint Annual Meetings of the International
Monetary Fund and the World Bank will be held this
year in Washington, D.C. at the Sheraton
Washington Hotel (formerly Sheraton Park Hotel)
between September 30 and October 3. The
Meetings will be chaired by Mr. Amir H. Jamal,
Finance Minister of Tanzania.
The Annual Meetings will be preceded by
meetings of the IMF Interim Committee on the
Amir H. Jamal
International Monetary System on Sunday,
September 28, of the Joint Bank/Fund Development
Committee (Joint Ministerial Committee of the Bank and the Fund on the
Transfer of Real Resources to Developing Countries) on Monday, September
29, and by various regional and other caucuses beginning Friday, September 26.
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assure you that the International Monetary Fund will be most pleased to cooperate in every possible way with the new
Common Fund."
Mr. de Larosiere went on to suggest,
against this bleak setting, "a combination
of policies that would bring improvement
if applied with patience and long-sighted
realism." He warned that "prudent demand management in the industrial countries, vital though it is, will prove insufficient to restore a condition of sustainable noninflationary growth unless it is
supported by measures to improve the

supply side of the economy. In view of the
weak gains in productivity throughout the
past decade, incentives for productive
investment are badly needed. . .. Healthy
international competition can also contribute to improvement of supply conditions. To assure this contribution, however, current pressures for narrow and
short-sighted protectionist measures will
have to be sternly resisted."
"A particularly crucial aspect of supply
policies," Mr. de Larosiere noted, "is that
relating to the development of alternative
sources of energy to permit reduced

Summary of Fund operations in the General Resources Account,
January 1, 1977-June 30,1980
(In millions of SDRs)

1977

Transactions

Total purchases
Reserve tranche
Credit tranche
of which, supplementary
financing
Compensatory financing
Extended facility
of which, supplementary
financing
Buffer stock
Total repurchases
Net purchases1
Fund borrowing
General Arrangements to Borrow2

Oil facility

Supplementary financing facility
Repayment of loans
General Arrangements to Borrow2
Oil facility
Supplementary financing facility
Net borrowing3

3,424.6

1978

1979

3,744.3

1,842.8
147.1
853.1

80.0
2,895.3

2,535.5
421.0

(-)
240.5

(-)
577.7

208.8

January 1
June 30. 1980

1,643.1

99.7
980.9

174.0

(205.4)
572.0
233.0

(509.4)
471.5
91.0

(101.5)
37.7
4,215.3
2,372.5

(22.5)

2,936.5
488.1

(-)
36.1
4,845.2
1,100.9

2,147.8
-504.7

1,730.0

777.3

306.9

531.9

Seminar on budgets and expenditure
control assesses future problems
The growing complexity of economic management will produce more problems in
budgeting and expenditure control in the future. This was one of the major conclusions
reached at a two-week seminar on budgeting and expenditure control held by the
Fund in Washington from June 9 to June
20. The Seminar was organized jointly by
the Fund's Fiscal Affairs Department and
the IMF Institute. It was attended by senior
officials from 24 developed and developing
countries.
Among the specific areas identified by
participants for special attention in the future
were control of the growth of personnel, indexed expenditures, and the financial relations between government and public enterprises. Participants felt that government
expenditures would have to be adjusted in
order to meet economic goals. Therefore,
the participants stressed the need for
strengthening the budgetary techniques to
be accompanied by appropriate policy
changes. The importance of international
technical cooperation and Fund training in
budgeting and expenditure control were
highlighted during the Seminar

261.8

1,142.1
1,422.6

587.9
2,218.3

459.1

1,468.2

-1,787.4

2,499.3

72.8

Source: IMF, Treasurer's Department.
1
(-) indicates net repurchases. ' Includes Swiss National Bank

3

( - ) indicates net repayment

Flow of Fund resources to member countries, 1977-80'
(In millions of SDRs)

1977

1978

1979

June 30
1980

1977-80

2

Gross drawings
3,344.6
1,208.8
1,695.7
1,543.4
7,792.5
Trust Fund loans
152.7
652.2
560.8
575.9
1,941.6
Gold distribution3
416.9
213.0
202.9
41.4
874.2
Profits of gold sales
distributed to
developing countries
—
260.1
27.9
299.7
587.7
Allocations of SDRs
—
4,032.6
4,033.2
8,065.8
Total
3,914.2
2,334.1
6,519.9
6,493.6
19,261.8
Memorandum item: undrawn balances under stand-by arrangements and extended
arrangements as of December 1977-June 30, 1980
2,759.2

dependence on oil imports. Pricing policies and investment incentives geared for
this purpose deserve the highest priority,"
although "special stress must continue to
be placed on conservation of energy."
Mr. de Larosiere emphasized that the
steadfast implementation of prudent fiscal
and monetary policies "is at least as
important for many non-oil developing
countries as it is for the industrial countries. Maintenance of an expanding flow
of imports is vital to sustained growth
of domestic investment and total output in
most developing countries, and the necessary financing of net imports can be
obtained on a continuing basis only by
countries whose economic and financial
management gives foreign lenders a reasonable sense of security about the repayment of their loans." It is for this
reason, he said, that the Fund attaches
such importance to an appropriate blend
of adjustment and financing—depending
on each country's individual circumstances—in the approach of non-oil developing countries to their current payments
problems. However, Mr. de
Larosiere cautioned that, "for a number of
the poorest developing countries, whose
economic growth is still too slow to permit
servicing of external debt on prevailing
market terms, the only hope for adequate
financing is an increase in concessional
assistance from official sources."

1,376.0

3,175.1

Source: IMF, Treasurer's Department.
1
Calendar years. ^ Excluding drawings in the reserve tranche.
prevailing rate.

1

3,305.9

Distributed in U.S. dollars converted into SDRs at the
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Developments in the world economy
An outline based on Chapter One of the Fund's Annual Report, 1980
During the period from the beginning of 1979 to the middle of
1980, the world economic situation was marked by three
disturbing features. Rates of inflation in most countries
remained very high and, indeed, accelerated; growth of real
output in the industrial countries began to slow down markedly,
threatening to halt the expansion of world trade and to turn into
another international recession; and large surpluses and
deficits re-emerged in the external balances on current account
for major groups of countries, giving rise to widespread concern
about the ability of some countries, particularly in the non-oil
developing group, to sustain the financing of current account
deficits on the scale projected. In varying degrees, the more
than doubling of oil prices after the end of 1978 was a major
factor in all three of these disturbing elements in the global
economic picture.
However, not all aspects of the international economic
situation at mid-1980 were disturbing. Rates of inflation in the
industrial countries as measured by gross national product
(GNP) deflators remained lower than those evidenced by
consumer price indices or domestic expenditure deflators,
signifying that secondary effects of higher import prices had not
yet, at least, permeated the basic structures of domestic costs
and incomes. The slowdown in economic activity, while in itself
far from welcome, was undoubtedly tending to relieve some of
the upward pressures on prices. Furthermore, the distribution of
current account balances among the major industrial countries
was less troublesome from the standpoint of international
adjustment than in the previous sharp swing of the industrial
group's combined current account balance from surplus to
deficit in 1974. At mid-1980, accordingly, the recycling of
surplus funds from the oil exporting countries to the countries
with large current account deficits appeared, by comparison
with the earlier experience, to have proceeded with less
intensive competition on the part of industrial countries for
funds urgently needed by many non-oil developing countries.
Also, exchange rate relationships among major currencies
presented fewer difficulties in the past year or so than in the
period 1974-75, even though changes in exchange rates for a
few of the principal currencies were substantial.
Among the features of the world economic scene that have a
disturbing character, the first and foremost is the prevailing rate
of inflation in the industrial countries (see Chart 1). The general
level of prices has been rising much faster in most of those
countries since 1970-72 than during the previous decade,
despite the recession in 1975 and the moderate character of the
economic recovery since then. As measured by GNP deflators,
the average annual increases of domestic prices in industrial
countries since 1972 have all been in the 7-12 per cent range,
compared with an average of only about 4 per cent in the
preceding decade. Moreover, there has been a widespread
acceleration of inflation among industrial countries during the
past year. As already noted (and discussed more fully below),
the acceleration was considerably more pronounced in terms of
final product prices entering into domestic expenditures than in
terms of overall GNP prices, which do not reflect direct effects of
6

price increases for imported goods. Import prices paid by the
industrial countries rose faster in 1979 and the first half of
1980, mainly because of the oil price rise, than did domestic
prices in those countries.

Chart 1
Major industrial countries:
consumer prices, 1976-April 1980
(Percentage changes)1

'Three months ending in the months indicated over the preceding three months;
seasonally
adjusted, annual rates.
2
Average for the seven major industrial countries.
'Excluded from the figures plotted is the estimated increase in U.K. consumer prices
associated with the increase of approximately 3 3/4 per cent in value-added tax (VAT)
rates in that country effective June 18, 1979.
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The prevailing high rate of inflation in the industrial world, as
distinguished from the recent acceleration of inflation, is
attributable to a variety of factors operative over a period of
many years. In retrospect, a principal factor was the application
of unduly expansionary fiscal and monetary policies, whose
effects were compounded by structural rigidities of an economic
and social character, as well as by periodic external shocks, in
an economic environment that was a very difficult one for
policymakers. The present stress on demand management
policies aimed at containment of inflation and inflationary
expectations attests to a conviction that reduction of the present
high inflation is a precondition for renewal of domestic growth
and achievement of international equilibrium.
Even before the onset of the present slowdown, the average
rate of expansion of economic activity in the industrial countries
since 1976 had remained fairly moderate. After the 1975
recession, it did not exceed 4 per cent in any of the past three
years. Indeed, it dropped appreciably below that figure in 1979,
reflecting the initial weakening of the U.S., U.K., and Canadian
economies (see Chart 2). Given the recent signs of a cyclical
downturn of economic activity in the United States, it is now
expected that the average increase in output of the industrial
countries in 1980 may be only about 1 per cent, encompassing
outright declines for the United States and the United Kingdom,
along with generally lower rates of expansion in the other
industrial countries.
For 1981 as a whole, a similarly low average rate of
expansion would seem to be in prospect. Such factors as the
absence of a boom in fixed investment preceding the current
slowdown and an apparently satisfactory balance in the
inventory positions of business enterprises should limit the
degree and duration of the cyclical slowdown now under way,
especially if rates of increase in consumer prices taper off as
expected during the second half of 1980. However, it is
extremely difficult to gauge the balance of expansionary and
contractionary forces in the period ahead, and the possibility of
international recession cannot be ruled out.
The most obvious aspect of the unbalanced pattern of external
balances on current account that has emerged among major
groups of countries is the rise in the current account surplus of
the oil exporting countries. With the escalation of oil prices
during 1979 and the first half of 1980, that surplus has again
been building up rapidly, more or less as it did in 1974. As a
group, the oil exporting countries are expected to have a current

Chart 2
Major industrial countries:
growth of real GNP/GDP, 1977-first quarter 1980
C7] Over preceding quarter, seasonally adjusted at annual rates
— Over corresponding quarter in preceding year

Major industrial countries

United States

account surplus of some $115 billion in 1980, compared with
$68 billion in 1979 and only $5 billion in 1978.
(These and other current account balances in this section are
measured in terms of goods, services, and private transfers.)
Meanwhile, the combined current account balance of the
industrial countries, having already shifted from a surplus of
$33 billion in 1978 to a deficit of $10 billion in 1979, continues
to move more deeply into deficit (see Table 1). For 1980, the
deficit may well exceed $50 billion. Of the projected negative

Table 1
Payments balances on current account, 1973-80'
(In billions of U.S dollars)

Industrial countries3
Seven larger countries"
Other countries
Developing countries
Oil exporting countries6
Non-oil developing
countries6
Total7

1973

1974

1975

1976

1977

1978

1979

19.3
14.1
5.2

-11.6
-3.8
-7.8

17.9
23.0
-5.1

-0.5
9.0
-9.6

-4.1
9.3
-13.4

33.4
36.1
-2.7

-9.8
2.9
-12.7

-50

6.6

67.8

35.0

40.0

31.9

5.0

68.4

115

-11.5
14.4

-36.9
19.3

-45.9

-32.9

-52.9

-70

6.6

-28.6
-0.8

-35.8

7.0

2.6

5.7

-5

1980!

-29
-21

'On goods, services, and private transfers. For classification of countries in groups shown here, see betow.
Fund staff projections.
Australia, Austria, Belgium, Canada, Denmark, the Federal Republic of Germany, Finland, France, Iceland, Ireland, Italy, Japan, Luxembourg, the Netherlands, New Zealand,
Norway, Spain, Sweden, Switzerland, the United Kingdom, and the United States.
4
Canada, France, the Federal Republic of Germany, Italy, Japan, the United Kingdom, and the United States.
5
Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, the United Arab Emirates, and Venezuela.
6
All Fund members not mentioned above, plus certain essentially autonomous territories for which adequate statistics are available.
'Reflects errors, omissions, and asymmetries in reported BOP statistics, plus balance of listed groups with other countries.
2

3

Finance & Development I September 1980 7

©International Monetary Fund. Not for Redistribution

Table 2
Non-oil developing countries: current account financing, 1973-79
(In billions of U.S. dollars)

Current account deficit'
Financing through transactions that do not affect net
debt positions
Net unrequited transfers received by governments of
non-oil developing countries
SDR allocations, gold monetization, and valuation
adjustments
Direct investment flows, net
Net borrowing and use of reserves3
Reduction of reserve assets (accumulation, -)
Net external borrowing4

1973

1974

1975

1976

1977

1978

1979

11.5

36.9

45.9

32.9

28.6

35.8

52.9

9.8

13.22

11.7

12.1

14.4

16.2

19.4

4.9

6.92

7.4

7.6

8.3

8.0

10.7

0.6
4.3

0.8
5.5

-1.0

-0.2

5.3

4.7

1.0
5.1

2.0
6.2

0.8
7.9

1.7

-9.3
11.0

23.72
-1.2
24.9 2

34.2
32.2

20.8
-12.7
33.5

14.2
-11.9
26.1

19.6
-18.2
37.8

33.5
-11.0
44.5

5.5

9.62

11.4

10.2

12.4

13.3

15.9

10.2

14.7

17.6

15.8

25.1

23.4

0.3

1.6

2.4

4.3

0.4

0.7

0.2

-1.4

5.1
-1.6

6.5
-2.8

3.9
-2.5

-0.8
-1.7

1.1)
-2.4/

5.0

Long-term from official sources, net6
Other long-term borrowing from nonresidents, net
Use of reserve-related credit facilities, net7
Other short-term borrowing, net
Residual errors and omissions8

3

6.6

2.0

1

Net total of balances on goods, services, and private transfers, as defined for Balance of Pi yments Yearbook with sign reversed).
Excludes the effect of a revision of the terms of the disposition of economic assistance loans ma de by the United St ates to India and repayable in rupees, and of rupees already acquired
by the U.S. Government in repayment of such loans. The revision has the f ffect of increasing government transf ers by about US$2 billion with an offset in net official loans.
3
l.e., financing through changes in net debt positions (net borrowing, less net accumulation-—or plus net liquidation —of official reserve a ssets).
••includes any net use of nonreserve claims on nonresidents, errors and omissions in reported balance of payments (BOP) statem ents for individual countr es. and minor deficiencies in
coverage.
5
Public and publicly guaranteed borrowing only.
including borrowing from financial institutions, bond issues, plus suppliers' credits, acquisition of long-term external assets, anc errors and re siduals aris ng from mismatching of data
taken from creditor and debtor records.
'Comprises use of Fund credit and short-term borrowing by monetary authorities from other monetary authorit es
"Errors and omissions in reported BOP statements for individual countries, plus minor omiss ions in coverage.
2

shift of more than $80 billion from 1978 to 1980, the bulkmore than $60 billion—will probably be concentrated in the
accounts of the major industrial countries and, indeed, almost
entirely in the three (the Federal Republic of Germany, Italy, and
Japan) whose current account positions were strongest in
1978. However, the projected increase of the current account
deficit of the smaller industrial countries to more than $20
billion may present more serious problems for some of them
than are posed for the major countries by the larger swing in
their accounts.
The non-oil developing countries, whose capital-importing
economic structure was reflected in a current account deficit of
$36 billion in 1978, incurred a $53 billion deficit in 1979 and
will probably have one approaching $70 billion in 1980 (see
Table 1). Moreover, the deficit of this group will tend to rise
considerably higher in 1981.
The ability of the non-oil developing countries to finance such
deficits, while following appropriate adjustment policies, is one
of the major issues confronting the Fund, as well as the
countries themselves. In terms of magnitude, the surplus funds
accruing to the oil exporting countries can be said to afford a
source of sufficient financing, provided that the "recycling"
process can be made to work smoothly enough. To do so, it will
have to reconcile wide differences between the distribution of
deficits among oil importing countries—especially the non-oil
developing countries and the smaller industrial countries—and
the distribution of initial placements of surplus funds by the oil
exporters, mainly in financial institutions and capital markets of
a relatively few industrial countries where such placements are
feasible.
8

The debts and debt service obligations of many non-oil
developing countries are already large, and the capacity and
willingness of some countries to withstand the costs of still
larger debts are widely questioned. At the same time, prudential
considerations may inhibit continued expansion of lending to
developing countries by some of the private financial institutions that comprise major outlets for funds placed abroad by the
oil exporting countries. Such lending appears to be taking on a
more selective character, and this tendency may become
stronger in 1981. Unless satisfactory movements of loanable
funds to the oil importing developing countries take place,
curtailment of import growth by such countries is all too likely.
Such curtailment would be a depressive influence on world
trade, as well as a hindrance to domestic investment and
growth in many of the developing countries.
For these reasons, the Fund has been giving active consideration to means that it might use to facilitate the movement of
funds to countries that may not have sufficient access to funds
from private sources. Many countries may require considerable
time to carry out necessary structural adjustments, and may
need both financial assistance from the Fund and the Fund's
help in devising realistic programs of structural adjustment. A
considerable number of developing countries will also need
larger concessional assistance of types provided by international institutions and national governments. Close cooperation
among these various agencies is required at the present
juncture in order to secure adequate coordination between the
specialized assistance of development lending institutions or
aid granting agencies and the general macroeconomic approach of the Fund's operations.
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Policy considerations
The 1970s witnessed profound changes in commonly accepted views regarding the role that central authorities should
play in the economy. Policymakers and economists alike have
been obliged to re-examine postulates that they had come to
take for granted during the 1950s and 1960s.
One basic postulate concerned the "fine-tuning" view of
economic policy, the failure of which became obvious in the
course of the 1970s. During the 1950s and 1960s, the relatively
stable growth rates prevailing in most of the industrial world—
coupled with good price performance—had led to a certain
belief that national economies could be managed effectively
through short-term adjustments of fiscal and monetary policies;
and in many countries this belief, in turn, led to a short-term
emphasis on growth and employment objectives.
In retrospect, it seems clear that it was not primarily
management of the economy, but the existence of exceptionally
favorable conditions for growth, that was responsible for the
generally good economic record of the 1950s and 1960s. When
these conditions changed during the 1970s, it was not possible
to prevent the recurrence of major fluctuations in activity levels.
Further, the general approach to national economic policy
proved overly ambitious as it often had destabilizing effects
because discretionary measures were put into effect too late,
the measures were based on faulty economic forecasts, or
consumers and enterprises had learned to anticipate policy
changes. Recognition of the limits of anticyclical policies had
become widespread by the time of initial recovery from the
1974-75 recession, and many national authorities were fully
conscious of the need for reorienting economic policies toward
the medium term.
Nevertheless, in the new and difficult setting of high inflation
and high unemployment, attempts to bring about a gradual
reduction in the rates of growth of nominal demand during the
next few years were often tempered or reversed by strictly
short-term considerations. Most recently, the top priority that
has been accorded anti-inflation policy appears to signal a
definitive change in this regard; a basic challenge is to sustain
it.
The changes in economic conditions that developed during
the 1970s, it should be emphasized, were of major significance.
For one thing, it became clear that direction of fiscal and
monetary policies toward the achievement and maintenance of
unduly low unemployment rates can be very costly in terms of
inflation. In the late 1960s and particularly during the 1970s, a
number of economic, social, and political factors brought about
an increase in unemployment and a decrease in productivity
growth throughout the industrial world. The change in the real
price of energy played a role in those broad developments, but
other factors such as changes in the composition of the labor
force and governmental regulations intended to achieve qualitative improvements in output or working conditions were
probably even more important. In many cases, national authorities sought to offset the impact of these factors on productivity
and unemployment by having recourse to expansionary monetary and fiscal measures. At least in part, such efforts reflected a
lag in recognition that the slowing of growth in potential output
had become a new limiting factor. Since increases in nominal
demand could not change the effective labor supply or the rate
of technical progress, their effects were ultimately felt on the
price level. These repeated experiences were gradually, but
firmly, translated into higher inflationary expectations on the
part of the public, making the problem of inflation more
intractable.

The importance of an efficient system of economic incentives
to the process of economic growth was also highlighted by
economic developments of the 1970s. Countries with such a
system of incentives were able to achieve relatively high growth
rates despite a lack of comparative advantage in natural
resources, while others better endowed with resources were
stagnating, or even regressing, under the weight of price and
trade restrictions and of unrealistic exchange rates. . .
Further, the 1970s showed a continued increase in the
degree of interdependence among countries and demonstrated
the importance of international cooperation. In the field of
exchange rate policies, a clear message from the latter 1960s
and early 1970s was that balance of payments disequilibria
should not be allowed to persist for too long; once disequilibria
are embedded in the economic structure, adjustment becomes a
difficult and costly process even with exchange rate flexibility.
Developments since 1973, on the other hand, have also shown
that an exchange rate that is allowed to be freely determined by
market forces can at times become excessively variable or go
too far in one direction. These developments have led to
renewed attempts by the authorities to exercise some degree of
influence over their exchange rates through market intervention
or other instruments, notably monetary policy.
In the prevailing mixed system, however, possibilities for
inconsistencies or conflicts among nations in the conduct of
their economic policies are abundant, and international surveillance over exchange rate policies is of clear-cut importance. A
further lesson of the 1970s was that no international monetary
system can function well when underlying domestic economic
and financial conditions are unstable in a number of the major
industrial countries. Surveillance must, therefore, focus to a
large extent on the achievement of more stable domestic
conditions.
The issue of interdependence involves more than the
question of the exchange rate system. . . . Several examples of
policy requirements arising from the interdependence of
countries may be cited. First, there is urgent need for a strong
flow of grants and concessional loans from the industrial and oil
exporting countries to the non-oil developing countries, particularly those in the low-income category. Second, because of
their heavy weight in the world economy, the major industrial
countries have an international responsibility extending beyond
the provision of official development assistance. This includes
maintenance of open markets and avoidance of protectionism; it
also includes, more broadly, both coordinated efforts in
exchange market intervention and appropriate conduct of
national economic policies in accordance with the principles of
the international adjustment process established in the Fund (as
summarized in the 1977 Annual Report, page 12). Adherence to
such principles would (1) ensure provision of all feasible support
to the general level of economic activity and (2) counter forces
making for disequilibrium in the distribution of current account
balances—a disequilibrium that, as experience of the past few
years has shown, can have very disturbing effects on foreign
exchange markets.
Another example of the importance of international cooperation concerns the energy problem. Clearly, there is need for
cooperation among energy importing and exporting countries
for the purpose of developing a basis for more stable conditions
in the world oil market. Such cooperation calls for the group of
oil exporting countries—given their importance on the supply
side of the world oil market—to pay due regard to international
t iuaiui' t'f Development ! September 1980
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considerations in the pursuit of their oil policies, consistent with
their own national interests. Among the other countries, those
that produce substantial amounts of oil have an international
responsibility similar to that of the oil exporting group. All the oil
importing countries, including the ones that also produce oil,
have the particular responsibility of strengthening present
efforts to use energy more efficiently, to constrain the demand
for oil, and to increase the supply of alternative sources of
energy in order to contribute to the achievement of orderly oil
market conditions. More reliance on the price system and on
direct governmental measures to reduce the ratio of energy
consumption to GNP and to help in the development of new
energy sources is required. Without such efforts, the economic
impact of energy problems could intensify during the 1980s,
and place a severe constraint on economic growth in both industrial and developing countries.
In sum, the various developments that have been touched on
tend to show that—with full awareness of the interdependence
of countries and the importance of international cooperation—
the proper central focus of national economic policy is the
establishment and maintenance of an environment conducive
to economic growth with price stability. A basic element of such
an environment is a price and incomes system that is not
distorted by misguided controls. Another element is a level of
public expenditure that does not put undue constraint on the
conduct of monetary policy or limit work and investment
incentives in the private sector. A third element is the avoidance
of frequent discretionary changes in policies that tend to
decrease the credibility of the authorities.
Because of inadequate policy management and the external
shocks of the 1970s, national authorities are now faced with the
major problems of high inflation, low productivity growth,
unemployment, rising energy costs, and international payments imbalances inherited from that period. To deal with these
problems will require firmness and steadfastness—indeed,
courage—on the part of the authorities. Policy prescriptions will
of course differ among countries, but they must nevertheless be
built on certain general principles.
Reducing inflation has to be the first priority, if only because
the achievement of targets concerning growth and employment,
as well as viability of the external position, is dependent on it.
On the basis of harsh experience, it is now generally agreed that
restoration of adequate saving and investment incentives,
renewal of satisfactory productivity gains, and efficient allocation of resources require a marked lowering of inflation rates
and of inflationary expectations. For that purpose, the central
authorities should design their monetary and fiscal policies so
as to obtain a gradual decrease in the rate of growth of nominal
domestic demand—aiming at a rate consistent with the growth
of potential output and a feasible adjustment path for inflation. . . .
While gradualism is the only feasible course from the
standpoint of economic, social, and political considerations,
adjustment measures should be decisive so as to bring about a
reduction of inflationary expectations. Further, such a policy of
adjustment should not be interrupted as soon as the level of
economic activity tends to weaken. Any attempt to offset that
development through fiscal or monetary expansion would only
impair the credibility of the anti-inflation policy stance of the
authorities and ratchet the economy to an even higher rate of
inflation that would ultimately call for a still more costly process
of adjustment. While restoration of satisfactory and sustained
economic growth is the target, it is a target that in most
countries can be reached only through a reduction in inflation
brought about by a difficult period of adjustment—with the
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extent and duration of the difficulty dependent primarily on the
speed with which inflationary expectations can be curtailed.
An actively "stimulative" monetary policy should be avoided
because, in addition to the impairment of credibility, its practical
effect would be to provide liquidity to banks or corporations that
are already highly liquid. The record of the 1960s and 1970s
seems to show that aggressive monetary expansion during
recession periods contributes very little to revival of real
demand and output at the time when such revival is most
needed, but leaves a legacy of bank liquidity that will tend to
frustrate efforts to moderate credit expansion at a later stage.
However, the kind of restraint being suggested does not imply
passivity of monetary or credit policy from a countercyclical
point of view. With the slackening of demands for credit by
business enterprises that is typical of a cyclical easing, interest
rates are bound to fall (as has been demonstrated again in the
past few months), and the availability of credit to nonbusiness
borrowers is bound to rise—in an automatically stabilizing way,
even without accelerated provision of reserves to the banking
system by the central bank. Likewise with respect to fiscal
policy, reliance in countering recessionary tendencies should be
placed—with due regard for differences in national fiscal
systems—on the well-known stabilizing effects that automatically emerge with the decline in tax revenues and the rise in
certain categories of expenditure.
The policy of reducing the rate of growth of nominal domestic
demand over the medium term should be accompanied by a
policy that aims at achieving a consistent reduction in the
growth of nominal incomes.... Measures that would exclude oil
prices from the mechanism of wage indexation, and thus serve
to limit self-defeating wage-price spirals, are of particular
importance in this regard. . . .
The fight against inflation should be accompanied by further
measures that aim at establishing an economic environment
more conducive to economic growth. A more stable overall price
level is a major part of that environment, but only a part. A
change in the fiscal system of many countries to remove
existing disincentives against saving and investment seems to
be called for, and selective tax adjustments could make a
positive contribution to the supply side of the economy through
the provision of actual incentives for productive investment. A
reconsideration of the overall levels of public taxation and
expenditure may be needed in a number of cases. More
attention should also be given to the mass of controls and
restrictions of various kinds that have accumulated over the
years in developing as well as industrial countries. While some
may be needed on social or other grounds, many are likely to be
found detrimental to the interests of the community at large.
One special factor that will have a predominant influence on
the environment for economic growth during the 1980s is the
supply and cost of energy. The seriousness of the situation in
that area is now widely recognized.
A further factor that will condition the growth environment is
the external payments constraint faced by many non-oil
developing countries. Structural adjustments are needed in
these countries, where (as in the industrial countries) policy
decisions made under the pressure of harsh developments have
often led to harmful restrictions and controls and an excessive
level of public expenditure. Correcting this situation and
adjusting to higher energy prices are bound to take time, and
means will have to be found to finance large payments
imbalances during the adjustment period. Failure to do so not
only would seriously impair the long-term economic development of non-oil developing countries but also could have a significant impact on growth in the industrial countries.
HD
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Mahbub ul Haq

Aninternational
perspective on basic needs
The concept of providing for the basic needs of the poorest has
been widely misunderstood. The author briefly reviews some of
the misconceptions, and discusses how a wide variety of
development strategies can be used to reduce the prevalence of
absolute poverty. These include programs for human resource
development which aim to increase the productive potential of the
poor, and the provision to them of additionaF public services.
International donors can assist developing countries in carrying out
such strategies, but the final choice of policies, and the ultimate
responsibility, remains with the individual country.
"Basic needs" is fast becoming an endangered code word. To some, the concept of
providing for the basic needs of the poorest
represents a futile attempt to red is tribute
incomes and provide welfare services for
the poor, without stimulating correspond-

ing increases in their productivity to pay
for them. To others, it identifies the ultimate objective of economic development
wlikh should sl-uipt1 rutk'n.i] pUmuinj; ior
investment, production, and consumption. To some, it conjures up the image of

This is the final article in a series. Previous articles were:
• "From growth lo basic needs" by I'iiul
• "Poverty and progress—choices for the
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developing world" by Hollis B. Chenery,
• "Country experience in providing fur ]um> 11JHO.
basic needs" by Frances Stewart, December
• "Is there a tradeoff between growth and
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basic needs?" by Norman L. Hicks, June
• "Scutum! priorities for meeting basic
1980.
needs" by Shah id Javed Burki, March 1980.
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• "A strategy to reduce malnutrition" by
the World Bank in a booklet en titled Poverty
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a move toward socialism, and whispered
references are made to the experience of
China and Cuba. To others, it represents
a capitalist conspiracy to deny industrialization and modernization to the developing countries and thereby to keep them
dependent upon the developed world. To
still others, it is a pragmatic response to
the urgent problem of absolute poverty in
their midst. It is amazing how two such
innocent, five-letter words could mean so
many different things to so many different
people.
It is possible that "basic needs" has become such a code word that it is impossible
by now to restore a meaningful perspective
on this issue without abandoning the code
word itself. That should not be too much
of a loss. What needs to be protected is the
objective, not the word. A redefinition is
needed of the objective of development as
increasing the income-earning capacity of
the poor, both through greater national
production and through the extension and
the redistribution of public services.
It should be recognized, too, that terms
like "basic needs strategies," "basic needs
sectors," or "basic needs projects" are misleading. They confuse an ultimate goal
with intermediate means. Many different
activities can help meet basic needs and
reduce absolute poverty—from building
infrastructure to constructing a health dispensary. The indirect impact of some policies may be just as important as their direct impact. This confusion between ends
and means lies at the heart of the current
heated international debate on basic needs.
An attempt is made in this article to clarify
some major issues in this debate and to
offer an international perspective on the
role of basic needs in the development effort.
Misconceptions about the concept
The concept of basic needs brings to any
development strategy a heightened concern with meeting the consumption needs
of the whole population, particularly in the
areas of education and health, but also in
nutrition, housing, water supply, and sanitation. In formulating policies aimed at reducing poverty, a good deal of attention
has generally been paid to restructuring
patterns of production and income so that
they benefit the poor. But similar attention
has not been devoted to their needs for
public services.
It should be recognized, however, that
basic needs is not exclusively a welfare
concept. Indeed, one of the major conclusions of recent World Bank studies is that
sufficient empirical evidence exists to demonstrate that improved education and
health often make a major contribution to
12

increased productivity (see World Development Report, 1980).
The pursuit of basic needs is not a distinct development strategy in itself. It is a
major goal of development which can be,
and has been, achieved through a variety
of development strategies. However, the
explicit adoption of this goal as an important development objective involves gearing production, investment, and income
policies to meet basic needs in a costeffective fashion and according to a specific
time frame.
These are issues that have been concerning the World Bank for some time, and the
previous articles in this series have reported on the findings of the Bank's studies on meeting basic needs in different
areas and different spheres of activity (see
box). Specifically, the Bank has studied the
application of the basic needs approach in
particular countries and in certain sectors—health, education, water, nutrition,
and housing. The studies also attempted
to understand the linkages between the
application of this concept to particular
sectors, and its effects on growth in an
economy.
Increasing productivity
The only way that absolute poverty can
be eliminated on a permanent and sustainable basis is to increase the productivity of
the poor. But this concern with direct
methods to increase the productivity of the
poor needs to be supplemented, for at least
four reasons.
• First, education and health are required, besides machines and land and
credit, to contribute to a higher level of
productivity. Most poor people have lim-
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ited access to such public services as education, health care, and water supplies
which they need if they are to break out of
the vicious circle of low productivity and
poverty.
• Second, many poor people have no
physical assets—neither a small farm nor
a small industry. They are landless or urban poor. The only "asset" they possess
is their own two hands and their willingness to work. In such a situation, the development of human resources through
education and health programs is essential
to increase their productivity.
• Third, it is not enough to enable the
poor to earn a reasonable income. They
also need goods and services on which to
spend it. Markets do not always supply
wage goods, particularly public services.
Expansion and redistribution of public
services becomes essential if basic needs
are to be met.
• Finally, it may take a long time to increase the productivity of the absolute poor
to a level where they can afford at least the
minimum bundle of basic needs for a productive life. In the interim period, some
income groups—particularly the bottom 10
to 20 per cent—may need short-term subsidy programs.
Third World suspicions
So the implications of the Bank's work
on how to reach the very poor in a society
are quite clear: both increasing their
income-earning capacity and meeting their
basic needs are essential. But ultimately
the decision to try to reduce poverty, and
the choice of a development strategy, rests
with the country concerned, and not with
any outside institution. In this context, the
suspicion with which Third World negotiators in international forums regard the
concept of basic needs has to be examined
seriously, particularly since one of the
principal objectives of their national development plans is to meet basic needs.
It is always difficult to separate myths
and reality in a debate like this. But some
of the reasons for the disenchantment of
the Third World negotiators with international discussions on basic needs can be
identified.
To begin with, the negotiators suspect
that the developed countries are belatedly
becoming concerned with basic needs because they think it will mean providing less
assistance. In fact, current official development assistance (ODA) levels may have
to be at least doubled in real terms if significant progress is to be made in meeting
the basic needs of the absolute poor over
the next two decades, and if the problems
of transition are to be cushioned in the recipient country so that the programs will
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not inflict a totally unacceptable price on
the rich and powerful sections of society.
But few donors have indicated their willingness to provide more assistance while
they advocate the adoption of a basic needs
approach by the developing countries. The
real assurance on this issue can come only
from the rich nations; they should commit
themselves to specific targets for raising
the level of their assistance to support programs which provide basic needs for the
majority of the poor in the Third World
within a reasonable period of time.
Third World negotiators also suspect
that the current stress on basic needs will
be used to deny assistance to them for infrastructure, modernization, or industrialization. This again reflects a confusion between ends and means. Basic needs is an
objective, not a specific route toward development. Developing countries may well
establish steel mills, or any other industry,
and still remain consistent with their aim
to reduce poverty so long as the benefits
of the consequent growth are channeled to
the poor. So the support of the donors for
such projects should be based on their
judgment of whether the overall development plans and policies of the country concerned are consistent with the objective of
meeting basic needs, rather than on an
evaluation of individual projects.
There is also suspicion that emphasis on
basic needs will divert ODA from some
middle-income countries to the poorest
countries. Such a diversion, in fact, would
be a logical development. At present, 55
per cent of bilateral ODA is still allocated
to the middle-income countries, which
contain only 20 per cent of the global population of absolute poor. If ODA were to
be reallocated according to a basic needs
criterion, it would have to be diverted to
the poorest nations. The impact of such a
diversion could be cushioned, however, by
enabling the middle-income countries to
have a greater and more assured access to
the capital markets of the developed countries and by channeling ODA increasingly
through multilateral institutions. The International Development Association (IDA),
for instance, could use more funds and has
the advantage that professional criteria are
applied in determining its country allocations. Over 90 per cent of IDA resources
are allocated to the poorest countries already, compared to 45 per cent of ODA
through bilateral channels.
A further concern of the Third World
negotiators is that the donors will intervene more in the internal economic and
political management of their countries
under the convenient banner of auditing
basic needs programs. This is a delicate
policy area to discuss with any semblance

of objectivity. In a way, there is always
some degree of policy intervention by the
donors: its objectives and form may change
over time. But the heart of aid diplomacy
is for officials in donor countries to identify
the point beyond which policy intervention becomes counterproductive. Perhaps
a distinction has to be made here between
a donor's signals on overall policy, which
are generally more acceptable to recipient
countries, and specific project and policy
conditionality and detailed monitoring,
which are far less acceptable. For instance,
overall policy signals can make clear that
additional assistance will be given to those
countries which commit themselves to giv-

needs and the New International Economic
Order begins to fade if basic needs is accepted as a priority objective which should
be met both by reforming the national and
the international orders and by the more
automatic provision of additional financial
support for the developing countries.
A constructive approach
What can be done at the international
level to support the adoption by the developing countries of a strategy that will
provide for basic needs of the poor?
As a start, it may be useful to note what
has not succeeded so far at the international level. Many United Nations confer-

Concrete targets to meet basic needs can be
set and implemented only in specific national situations.

ing higher priority to basic needs. There is
an additional consideration: in general,
performance auditing by multilateral institutions, such as the IDA, or special arrangements for participatory monitoring,
as was the case with the Marshall Plan, are
more acceptable than similar action by bilateral donors. In any case, the developed
countries will have to be very careful about
the extent and form of policy intervention
they can usefully apply at a time when the
developing countries are seeking greater
equality, independence, self-reliance, and
participation in international decision
making and when they are in the least receptive mood for such intervention.
Finally, there is an overwhelming concern on the part of the Third World negotiators that the current debate over basic
needs may be used by the developed countries to divert attention from the NorthSouth dialogue on the New International
Economic Order. There is a concern that
the advocacy of basic needs will be used
by the donors to tell the developing countries to reform their own national priorities
before they question the inequities of the
international system. Moreover, the basic
needs debate is concerned exclusively with
resource transfers while the dialogue on
the New International Economic Order includes discussion of areas such as trade,
credit markets, technology, and multinationals. A parallel can be drawn here to
attempts at achieving equality of opportunity at the national level: if the poor are
to achieve greater equality of opportunity,
they need not only resource transfers but
also a restructuring of various institutions
and markets. Any conflict between basic

ences in recent years have attempted to set
specific dates for meeting global targets in
the fields of education, health, water supply, nutrition, and housing. Although this
has certainly helped to create greater
awareness of the magnitude and urgency
of the particular problems, these global targets have had little operational significance. Concrete targets to meet basic needs
can be set and implemented only in specific national situations. Moreover, the costs
of individual global targets are generally
assessed by totaling the costs of each sector
analyzed in isolation. This leads to inflated
aggregates which do not take the costreducing impact of sectoral linkages fully
into account. Furthermore, these global
targets are often not fitted into any consistent, overall development strategy for
the developing world, so that they often
do not make much sense when pursued at
a national level. Further, the dates for their
achievement are generally a matter of arbitrary choice.
In order to incorporate goals for meeting
basic needs into an operational program,
three distinct steps are necessary. First, all
developing countries should formulate their
own national development plans for meeting the basic needs of their population over
a defined period of time. Naturally, the
priority that each society gives to meeting
basic needs and the time frame within
which it plans to achieve this objective will
vary widely, depending on its stage of
economic development, resource base, and
political and social compulsions. International targets should be derived as an aggregation of these national plans, and not
as independent estimates.
Finance & Development I September 1980
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IBRD/IDA lending by sectors
(In fiscal years)

1980

(Preliminary)

1970

Sectors of lending
Infrastructure'
Sectors directly linked to
increasing the
productivity of the poor
Production sectors
"New style
projects"2
"Basic needs
programs"3
Other production sectors4
Total

Average annual
growth
1970-80
In
per cent

In millions of
1980 dollars

In
per cent

In millions of
1980 dollars

In
percent

3,784

58.3

4,090

37.2

0.8

506

7.8

3,352

30.5

20.8

166

2.6

2,053

18.7

28.6

340
2,197
6,487

5.2
33.9
100.0

1,299
3,558
11,000

11.8
32.3
100.0

14.4
4.9
5.4

Source: World Bank.
Note: There is some overlap between various categories. Also, all lending has varying degrees of impact on poverty, directly
or indirectly. The table is only illustrative to bring out the major shift in sectoral emphasis over time.
' Includes communications, energy, power, transportation, and tourism.
2
Includes rural development and small-scale industry projects where over 51 per cent of the total benefit is directed to
poverty target groups.
3
Includes education, population, health, sites and services, and water supply.
4
Includes agriculture (excluding rural development), development finance companies, industry, technical assistance, and
nonproject lending.

Second, each national development plan
should identify the range of national and
international policies needed to assist in
meeting the basic needs of their poor people according to the country's own specific
timetable. The International Development
Strategy for the 1980s, which is currently
being formulated, should fully reflect these
policy options. In particular, it should focus on those international actions which
are vital for the success of these national
plans—whether these are additional resource transfers or changes in the prevailing international trade and monetary system.
Third, the international community
should commit itself to a much higher level
of support for the efforts of the developing
countries if absolute poverty is to be eliminated in a manageable period of time. In
fact, a coherent international development
strategy, based on the priorities of national
development plans, can give specific content to the changes in the international environment which are needed to meet certain defined development objectives,
Issues for the World Bank
What are the implications of this discussion for the policies of the World Bank itself?
Over the past 12 years, the Bank has
switched its sectoral priorities so that an
increasing proportion of its lending is now
committed to sectors directly contributing
14

to the objective of poverty alleviation. The
proportion of such projects and programs
in the total lending program has risen from
8 per cent in fiscal year 1970 to 30 per cent
by fiscal year 1980 (see table). Thus, over
the last decade, resources devoted by the
Bank to programs of increased productivity
of the poor have increased about four times
as fast as the Bank's overall rate of expansion. However, there is considerable scope
for further adjustment within sectors. For
example, only 14 per cent of the benefits
from water and sanitation projects are believed to go to the absolute poor. The share
of basic education in total Bank lending in
the education sector at present is estimated
at 25 per cent.
Greater emphasis on the objectives of
alleviating poverty and meeting basic needs
has some important implications for the
lending procedures of the Bank, particularly for operating costs and sectoral lending. It is a characteristic of many projects
and programs that are aimed at meeting
basic needs that operating costs are high
in relation to capital costs. Some financingof incremental operating costs is already
being done by the Bank. In agricultural extension projects, for example, the Bank includes the salaries of extension workers in
the costs of the projects. Practices have
varied, however, among sectors; in education, for example, this type of operational financing has been limited.
The Bank has recently generalized this
approach by making eligible for financing

any incremental operating costs required
for the implementation of education and
training projects. Specifically, this includes
financing of incremental costs of teachers'
salaries and materials, which in many instances is a more effective way of expanding or improving education than an exclusive preoccupation with buildings and
equipment. The financing of such incremental operating costs by the Bank will not
extend beyond the implementation period
of the project. The Bank will also satisfy
itself that these incremental operating costs
can be financed subsequently by the government concerned.
A greater Bank role in providing for basic
needs also suggests some movement toward sector lending. Sector lending can be
defined in general terms: it means that a
donor provides a certain amount of resources for the implementation of a set of
projects conceived within a satisfactory
sector strategy. Sector lending, therefore,
presupposes the existence of national institutions that are capable of implementing
coherent sector strategies and of handling
various aspects of project work. This condition has not often been met in the social
sectors.
The Bank will adopt an explicit policy of
creating and developing institutions in education, health, water supply, and so on,
that can, over time, be relied upon to make
good use of sector loans. At the same time,
the Bank will expand its sector lending in
the relevant sectors of education, nutrition,
water supply, sanitation, and housing in
those countries in which adequate institutional bases already exist.
Primarily a national decision
This discussion has concentrated on the
international implications of adopting basic
needs as the principal objective in national
development plans. In the final analysis,
however, the initiative for adopting such
an objective rests entirely with the developing countries. The weight they give to
this objective is their choice. The international community cannot be far ahead of
the national governments. It can offer
help. It can give the right signals in lending
policies. But it can neither define nor dictate basic needs targets. It is a national decision, in the light of each country's own
political and economic compulsions, the
accumulating pressure of their absolute
poverty, and the quiet footsteps of political
revolutions that their governments hear in
the dark distance. Without a national commitment to eliminating such poverty, no
amount of international concern can succeed in providing for the basic needs of the
world's poorest.
HD
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World Development
Report, 1980principal themes
This article presents a summary of the third in a continuing series
of World Bank reports addressing the principal issues of
development policy at the national and international levels. The
first part of this year's report focuses on adjustment and growth in
the 1980s, the second part on poverty and human development.
The World Development Report, 1980 was
prepared by Nicholas Hope, Paul Isenman
(team leader), Timothy King, Peter Knight,
Akbar Noman, Rupert Pennant-Rea, and
Adrian Wood.
In the World Development Report, 1979
industrialization, employment, and
urbanization were the main issues addressed.
The 1978 Report was concerned with the
problems and prospects of low-income Asia
and sub-Saharan Africa.

Developing countries start the decade
facing two major challenges. First, they
must strive to continue their social and
economic progress in an international climate that is less helpful than it was a decade — or even a year — ago. Second, they
must tackle the plight of the 800 million
people living in absolute poverty, who
have benefited far too little from past progress. The World Development Report, 1980
examines some of the difficulties and prospects in both areas, looking as far ahead as
2000, but paying particular attention to the
next 5 to 10 years.
One of its central themes is the importance of people in development. Adam
Smith's observation on the first page of the
Wealth of Nations that the prosperity of a
nation is determined mainly "by the skill,
dexterity, and judgment with which its labour is generally applied" has lost none of
its truth. In the difficult economic CondiFinance & Development I September 1980
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Summary of prospects for growth
(Average annual percentage growth, 1977 prices)

Population
1980

Country group

(In millions)

Low-income oil importers
Sub-Saharan Africa

(In 1977 U.S.
dollars)

Growth of GNP
(High case)

Growth of GNP per capita
Low case

1980-85

1985-90

1970-80

1980-85

High case

1985-90

1980-85

1985-90

1,133
141

168
186

4.1
3.1

4.6
3.8

0.9
0.2

1.0
-0.3

1.3
0.1

1.7
0.1

2.4
1.1

Middle-income oil importers

701

1,275

4.9

5.7

3.1

2.0

2.4

2.6

3.5

Oil exporters

456

753

6.3

5.9

3.5

3.0

3.0

3.5

3.4

Industrialized countries

671

7,599

3.3

4.0

2.4

2.5

2.5

2.8

3.5

tions of the past six years, as in earlier
years, most of the fastest growing developing countries without oil have had welleducated populations. Better health and
more education can also help the poorest
people escape their poverty.
The economic outlook
As in the two previous editions of the
World Development Report, economic projections for the developing countries have
been carried out, drawing on the World
Bank's analysis of what determines country and regional growth. This year the
analysis has been extended to provide separate estimates for oil-importing and oilexporting developing countries, as well as
by region and income level (see the table).
These projections are intended to illustrate
the likely outcome of different policies,
rather than to provide precise forecasts.
Thus, two sets of projections are presented; one—the Low case—showing an
unsuccessful adjustment to current economic difficulties, the other—the High
case—a much more successful adjustment.
Higher oil prices have improved the outlook for the fifth of the developing world's
population that lives in oil-exporting countries; their average per capita gross national product (GNP) could grow at 3 to
3.5 per cent a year in the first half of the
1980s. But for the four fifths that live in oilimporting countries, the first half of the
decade will involve slower growth. For developing countries as a whole, growth will
be substantially below that forecast in last
year's Report.
Governments of oil-importing developing countries must take steps to reduce
current account deficits and adapt to more
expensive energy—at a time when demand for their exports from industrialized
countries has slowed, not just because of
the rise in energy prices but because of
cyclical and structural problems as well. If
16

GNP per
capita, 1980

the less optimistic forecast is realized, the
growth of GNP in oil-importing developing countries could fall to 1.8 per cent per
capita a year (the Low case). Prospects for
the low-income oil importers would be
particularly bleak in this scenario: per capita income in low-income sub-Saharan Africa would decline; and the number of people in absolute poverty in the developing
world as a whole would increase.
This Low case (or an even worse outcome) could come about — but it need not.
In the High case the oil-importing developing countries would grow at 2.4 per cent
per capita a year in 1980-85, and by 1990
there would be 80 million fewer people in
absolute poverty than in the Low case.
This would require that developing countries adjust successfully — cutting their external deficits by raising exports rather
than lowering imports, while increasing
both investment and the efficiency with
which resources are used. It would also
require strong support from the industrialized countries and capital-surplus oil exporters—in stimulating demand for developing country exports, in recycling oil
surpluses, and in providing aid. But even
in the High case, the growth of per capita
income in the developing countries will not
match that in the industrialized countries.
Taking the steps needed not just to attain,
but to exceed, the High case is thus the
principal development challenge of the
next five years.
The success of the adjustment by developing and other countries to the economic
circumstances of the early 1980s will not
only largely determine their growth during
that period but will also affect the chances
of an acceleration of growth in the second
half of the decade. With recovery in the
industrialized countries and in world trade
and with continued sound domestic economic policies, the oil importing developing countries could grow almost as rapidly

(3.2 per cent) as the oil exporters (3.4 per
cent) and faster than in the 1970s. Without
recovery and successful adjustment, the
growth of the oil exporters would be almost half a percentage point lower, and
that of the oil-importing countries a full
percentage point lower. Much of the first
part of the Report is about the policy decisions that will determine the actual outcomes, in both the near term and the
longer term.
External factors
Trade. The ability of developing countries to afford the imports they need for
growth depends crucially on their exports
to the industrialized countries, which currently constitute two thirds of their market.
The industrialized countries, even those
determined to combat inflation by restraining growth, must minimize the effects this
restraint will have on the developing world.
This means expanding the volume of imports, maintaining the relatively free trading opportunities that now exist for most
products, and starting to remove the barriers against other goods of particular importance to developing countries, such as
textiles, clothing, leather goods, electronics, steel, and some agricultural commodities. To do so would increase the localized
problems of structural change in the developed countries. But there are internal
remedies for these problems, and liberalization of trade will pay off in faster productivity growth and lower inflation, as
well as in increased demand from the developing world for the exports of industrialized countries. The oil-exporting nations can also help by rapidly expanding
their imports from developing countries.
Energy. The developing countries that
import oil have been hard hit by the price
explosion of the past 12 months and can
expect their energy costs to rise further in
real terms. At the same time, the modern-
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ization of their economies will spur demand for energy; so they face a continuing
need to adapt to the rising cost of imported
oil. They will find this easier if oil-exporting
countries can avoid supply disruptions and
sharp price changes. More generally, the
world economy will perform better if oil
prices follow a smooth path; violent fluctuations play havoc with internal resource
allocation and the external payments system. Reliable supplies and smooth price
changes will be more likely if developed
countries improve their energy conservation and develop alternative sources.
Capital flows. Current account imbalances will be large in the next few years,
again requiring special efforts to recycle finance to oil-importing countries, especially
in the developing world. There is a serious
risk that reluctance or inability to finance
large external deficits will lead to lower
levels of trade, investment, and economicefficiency — hence, of growth — than anyone would wish. Even in the later years of
the 1980s, when the severity of payments
imbalances is expected to diminish, the
growth of developing countries will continue to depend on inflows of foreign capital (see Chart 1).
For the low-income countries, which can
borrow little commercially, this means more
aid. There is a real danger that the modest
aid increases projected in the Report will

not be achieved. In their own long-term
interests, as well as those of the developing
countries, both industrialized and oilexporting countries should make every effort to expand their aid relative to GNP,
even in periods of domestic stringency.
And they should concentrate their aid
even more than they do at present on
low-income countries.
Commercial capital, mainly from banks
but also from the bond market, private direct investment, and official sources, will
be available to help the middle-income
countries. But not all countries will be well
placed to borrow much more from private
commercial sources; without additional financial assistance from other sources, their
growth will slow down. In particular, there
is not enough long-term program (nonproject) finance to support the structural
changes required in many countries. Some
will benefit from the structural adjustment
lending of the World Bank and assistance
from the International Monetary Fund. Enlarged official flows of this sort, particularly from multilateral agencies, could and
should play a larger role.
Internal factors
While powerfully influenced by the international environment, the progress of
developing countries depends even more
on their own policies and initiatives.

Trade and energy. In trade, the developing countries can use pricing and other
policies to stimulate their production of internationally traded goods—both exports
and import substitutes. But they should
recognize that bias toward import substitution reduces efficiency and discourages
exports. With regard to energy, they, like
the industrialized countries, can minimize
the loss of real income caused by higher oil
prices through conservation and greater
domestic energy production.
Investment and production efficiency. In
attracting (especially commercial) finance,
and in speeding development more generally, trade and energy strategies play an
important role. So do other policies that
increase investment, improve administration, raise agricultural productivity, and
make better use of capital, labor, natural
resources, and imports.
Human development. The internal factor
on which this Report focuses is the human
one: the role not only of education and
training, but also of health and nutrition.
In addition to the important direct benefits
that programs in these areas confer, the
Report stresses another aspect, long-standing but often neglected—the role of human development as investment, contributing to growth. The importance of
technical, professional, and managerial
skills is well known. Less well known but

Chart 1
Net flows of medium-term and long-term capital
to developing countries, 1980 and 1990 (High case)
(In billions of current U.S. dollars)

1980
Total net inflow:
74.6

Private
loans
35.6

Private foreign
direct investment
10.0

1999

Total net inflow:
177.9
Private foreign
— direct investment
24.6

Official
development
assistance

Grants
Commercial
terms

Multilateral
official loans
5.0

Commercial
terms

Bilateral
loans

Bilateral
official loans
3.3

^Multilateral
loans

Bilateral
official loans
8.6

Multilateral
official loans
12.4
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firmly established by research is the im- growth. Better nutrition and health, by
portance of primary education, which af- lowering infant mortality, are essential infects the knowledge and attitudes of farm- gredients of fertility decline. So is educaers and other workers.
tion, especially of women, since it delays
Investment in human resources, like marriage, alters attitudes about family size,
other kinds of investment, can be ineffec- and makes modern contraception more actual unless it is complemented by other ceptable. Increases in income themselves
productive inputs and by policies to ensure are a cause, as well as a consequence, of
that resources are efficiently used. Pro- reduced fertility: people who are less poor
grams to develop human resources must have good reasons for wanting fewer chilalso be chosen carefully and carried out dren (including less need for their labor
efficiently. Despite these qualifications, and for support in old age). And research
there is strong evidence to show that hu- has confirmed that family planning proman development can make a valuable grams also are important in bringing about
contribution to growth.
slower population growth.
Studies at the firm, farm, and project
Human development and poverty
level have shown that better education,
Human development can thus assist
health, and nutrition can raise incomes and
productivity, and that the economic rate of growth. But the Report gives special emreturn to investment in schooling is high, phasis to its potential contribution to refrequently well above that to physical in- ducing absolute poverty.
Growth and poverty reduction. Growth is
vestment. For primary schooling, the rates
of return in a large group of countries av- vital to reducing all aspects of absolute
erage more than 20 per cent. At the aggre- poverty—malnutrition, ill health, and illitgate level, cross-country comparisons show eracy, as well as low incomes—especially
that developing nations with higher liter- in the poorest countries (see Chart 2). But
acy rates have grown faster, even when growth unaccompanied by other measures
allowances are made for other influences may neither boost the incomes of the poor
on growth and for reverse causation — the much, nor lead to much progress in comeffect of growth on literacy. This finding bating nonincome aspects of poverty. On
is reinforced by case studies and historical both counts, human development programs have a part to play.
evidence.
Raising the incomes of the poor. The Report
Population. One important way in which
human development contributes to raising discusses a wide range of policies, many
average incomes, as well as to other social of which positively reinforce growth, that
goals, is in reducing population growth. can help raise the incomes of the poor.
Reducing fertility is not an end in itself; but Support of agriculture, land and tenure relower population growth in most devel- form, policies to raise the demand for laoping countries tends to result in greater bor, and various kinds of research are four
per capita investment in physical capital important areas considered. Human deand human skills—and thus in faster velopment is an essential complement. It

accelerates the spread of new techniques
to small farms and increases the opportunities of the poor for employment in the
modern sector. And because fertility and
family size are reduced, the earnings of
adults do not have to be spread so thinly
among children and other dependents.
Nonincome aspects of poverty. The worst
aspects of absolute poverty not only include low incomes, but also malnutrition,
high child death rates, disease, and ignorance. All can be helped by human development programs. Less obviously, there is
a complex interdependence between the
different facets of human development —
as there is between human development
and increases in income. Changes in health,
nutrition, education, and fertility all affect
each other. Most striking, partly because
least expected, are the powerful effects that
education, especially female education, has
on fertility, child health, and nutrition. As
this suggests, human development is a circular process, one that can be vicious or
virtuous, according to circumstances and
policies. And it has its own momentum:
what is done (or not done) today powerfully influences what can be done a decade
or more ahead (see Chart 3).
Practical aspects of human development.
Human development is easier to advocate
than to accomplish. But much has been
learned about the comparative efficacy of
different policies and programs. In nutrition, for example, there is growing agreement that the central issue is not improving the balance between calories and
protein but increasing the amount of staple
foods the poor can afford. This involves
raising their incomes, stimulating production of these foods and, in some cases, in-

Chart 2
National incomes and national poverty

GNP per capita (in U.S dollars)'

1

18

Per cent

Years

Per cent

GNP per capita (in U.S. dollars) 2

Absolute income poverty line is the income of 45th percentile in India.

GNP per capita (in U S dollars)'

'Refers to year specified in each section of figure, expressed in the prices of that year.
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stituting special subsidies for the poor. In
health, the vital role of primary care, together with schooling and control of mass
diseases, is now generally acknowledged.
In reducing fertility there is a better understanding both of how to implement
family planning programs and of how such
programs interact with socioeconomic and
cultural conditions. In education more importance is now attached to its behavioral
effects; and in raising educational standards, the significance of class size has been
shown to be much less, and that of teaching materials much more, than was formerly believed.

Hard experience has also shown the difficulties of implementing human development and how to tackle them. Political obstacles such as urban bias and the weak
position of the poor in the competition for
resources often have to be overcome; but
efforts to improve basic education, nutrition, and health have a universal political
appeal. Although the financial constraint
on programs often appears binding, there
are frequently unexploited ways of cutting
costs and harnessing additional resources.
Human development programs can also
encounter serious administrative constraints; here it is important not only to

Chan 3
Literacy rates, selected developing countries.
1950 and 1970'

1950

(In per cent}

1970

Greece
Spain
Chile
Puerto Rico
Costa Rica
Trtnidad
& Tobago
Paraguay
Philippines
Sri Lanka
Portugal
Thailand

Venezuela
Brazil

Turkey
El Salvador
Nicaragua

Guatemala

Haiti

•Tne FMBI are (or the 20-24 age flroups and ware determined by data availability. DSIBS are close 10 1950 end 1970.

improve administration but also to choose
the most manageable combination of programs and to encourage local participation.
More paradoxical, but equally vexing, is
the gap between need and demand that
can sometimes lead to underused schools
and clinics or the underrepresentation of
girls and women in human development
programs. Experience suggests ways in
which this gap can be narrowed, and in
some cases bridged.
Trade-offs and choices. Planners have to
choose at the margin between human development and other activities, and between different human development activities. The choices are not easy, nor should
they be the same in all countries.
The economic payoff to human development eases the trade-offs between
growth and poverty reduction. But it does
not eliminate them, which means that policy decisions will still be affected by the
relative emphasis attached to increasing
growth, raising the incomes of the poor,
and attacking the nonincome aspects of
poverty. And whatever the balance of objectives, the difficulty of quantifying costs
and benefits often compounds the problems of deciding how large the human development budget should be, and how it
should be divided among education, health,
nutrition, and family planning, as well as
within each of these areas.
The way in which these dilemmas are
resolved must vary according to the circumstances of each country. Political and
social priorities are important. So are income levels and growth prospects, and
past progress in human development. In
considering human development and other
steps to reduce poverty, low-income countries, for example, must perforce put strong
emphasis on economic returns.
The Report provides a brief discussion of
human development problems and priorities in each of the major regions of the
developing world. But it gives particular
attention to the two regions in which
absolute poverty is most serious: subSaharan Africa, which not only has the
worst growth prospects of all developing
regions but also the lowest levels of literacy
and life expectancy; and South Asia, which
contains half the world's poor.
Nothing can make widespread absolute
poverty melt away overnight. And human
development at best can do only part of
the job. Without effective policies on other
fronts, and without active and enlightened
support from the rest of the world, progress will be agonizingly slow. But these
other policies will not be sufficient. The
most valuable resource any country has is
its people, the means and the end ot economic advance.
HD
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Recent increases in the deficits of the developing countries have
created a serious situation: the size of their payments gap is
becoming unmanageable, and they face the need for major
economic adjustments if their development efforts are not to be
jeopardized. This article describes how a new type of lending
evolved by the Bank is designed to assist members in introducing
important structural changes in their economies and in carrying out
difficult economic reforms.
E. Peter Wright
The problems which developing countries
face in adapting their economies to recent
changes in the international environment
vary greatly from country to country. All
are adversely affected in some degree by
the recessionary conditions prevailing over
much of the industrialized world, by the
persistence of worldwide inflation, by exchange rate instability, and by widespread
political turbulence. But the effect of these
conditions has varied widely in different
groups of countries. The impact of the abrupt rise in energy prices in real terms, for
instance, has been particularly hard for
those developing countries which are net
importers of oil, and which would have to
pay US$34 billion more this year to import
the same volume of oil as they did in 1978.
This is the main reason, along with higher
interest payments, why their combined
current account deficits are expected to rise
from an estimated US$27 billion in 1978 to
US$61 billion in 1980 (Table 1). Yet within
this group there are countries like Argentina which are largely self-sufficient in energy and have at present no serious balance of payments (BOP) problems to
contend with. Still better placed are the
countries which are major exporters of oil
and gas: Algeria, Mexico, and Venezuela
are outstanding examples. Their economies also are undergoing important structural changes, but they are not handicapped by any immediate shortage of
external resources.
The oil-importing developing countries
most seriously affected by the persistent
upward trend in energy prices and the
recession in world trade fall into two main
groups: the low-income countries of South
Asia and sub-Saharan Africa where output
per head has on average grown very little
over the past two decades (1.4 per cent and
0.9 per cent a year respectively); and the
middle-income countries, including a few

in Africa, whose economies have been
growing much faster (around 3.5 per cent
a year on a per capita basis). The first
group has little capacity to borrow abroad
on commercial terms and must rely mainly
on concessional aid to finance its external
deficits. For the second group, commercial
borrowing is much the most important
source of external capital. Neither group
has any choice but to adjust to the new
situation. (Middle-income developing
countries are defined here as those with a
per capita gross national product (GNP)
of over US$360 in 1978. The classification
is the same as that used in World Development Report, 1980, with roughly 50 countries (combined population 900 million)
falling into this group and just under 40
(population 1.3 billion) into the lowincome group.)
As in the 1974-79 period, the adjustment
is likely to take place in two phases: first,
external deficits—and borrowing—will rise
to permit a minimum level of imports to be
maintained; and second, adjustments must
be made to the patterns of production and
trade so as to reduce the deficits to sustainable levels within 3-4 years. Since energy prices are likely to rise in real terms
in the 1980s, rather than fall as they did
from 1974 to 1978, the adjustment this time
will involve real sacrifices. Constraints on
consumption are inevitable in a situation
like this if development is not to suffer.
Taking all developing countries together, lending by private banks and direct
private investment accounted for nearly
two thirds of their net imports of capital in
1979. Concessional aid and lending by international financial institutions, some of
it on near-commercial terms, supplied most
of the rest. Private bank lending to the
middle-income developing countries is an
important element in the process of recycling the surpluses of the members of the
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Organization of Petroleum Exporting
Countries which are now running at over
US$100 billion a year. However, the cost
of borrowing on commercial terms has
risen sharply, and some of the middle-income countries may be approaching their
borrowing limits, at least as the lenders
perceive them. No major difficulties are
expected in financing their deficits this
year, but there will be less and less room
for maneuver thereafter, and deficits will
have to be cut. Nor is the outlook for a real

cussed later.) To qualify for such lending,
a country must be willing to adopt appropriate changes in its policies and programs
to enable its economy to adapt over a reasonable period to the changes in the international environment without sacrificing
its long-term growth objectives. This means
reducing the current account deficit to a
level commensurate with the amount of
external capital to which the country can
expect to have access on a regular basis,
without straining its debt servicing capac-

Table 1
Current account deficits of oil-importing
developing countries, 1970-801
(In billions of U S dollars)

1973

1975

Current account deficit at current prices
Low-income
1.2
Middle-income
7.1
Total
8.3

2.3
4.4
6.7

5.4

5.7

34.2
39.6

21.4
27.1

10.0
51.0
61.0

Current account deficit at constant 1977 prices
Low-income
2.2
Middle-income
13.2
Total
15.4

3.2
6.0
9.2

6.1
38.3
44.4

5.0
18.5
23.5

7.1
36.1
43.2

2.7
2.2
2.3

3.6
4.0
3.9

1970

Low-income
Middle-income
Total

Current account deficit as percentage of GNP
1.6
2.2
3.8
2.5
0.9
5.3
2.3
1.1
5.1

1978

1980

Source: World Bank data.
1
Excludes official transfers.

increase in concessional aid at all promising when the donor countries are preoccupied with so many other pressing national and international concerns.

ity. The scope and complexity of structural
adjustment programs formulated with this
end in view will usually be such that they
will require support over a number of
years, and a series of loans may therefore
Broad objectives
be called for.
It was against this background that the
It is, of course, for each government to
World Bank's proposals for structural ad- decide how best to approach the problems
justment lending were first outlined at its it faces and whether to seek the Bank's adAnnual Meeting in Belgrade, Yugoslavia in vice and support. Circumstances will vary
October 1979. The objective is to provide widely from country to country, and no
support for member countries already in two programs of structural adjustment will
serious BOP difficulties, or faced in the be exactly alike. There will be a general
years ahead with the prospect of unman- need to improve agricultural and industrial
ageable deficits arising from external fac- efficiency, to promote the expansion and
tors which are not likely to be easily or diversification of exports on the basis of
quickly reversed. (This sort of lending comparative advantage, to develop docomplements assistance by the Interna- mestic energy resources more vigorously
tional Monetary Fund—a topic to be dis~ and improve the efficiency of their use, to

restrain consumption, and to raise domestic savings rates. The composition of the
public investment program may have to be
altered to give more emphasis to quickyielding investments and to encourage
more effective use of existing capacity. Important changes may be required in agricultural pricing to stimulate domestic production. Tariffs may need to be restructured
and import controls dismantled as part of
a long-term program for making industries
more competitive. Special incentives, or
the removal of existing disincentives, may
be necessary to stimulate exports or, in
some cases, to substitute for imports. Public enterprises may have to be reorganized
and their managements strengthened to
reduce waste and inefficiency.
Whatever the program, difficult political
decisions are likely to be involved, and its
implementation will test the government's
administrative capabilities. Continuity in
economic management is very important
from this point of view. Preparatory studies will often be needed to provide a basis
for action, and it institutional changes are
called for, they must be carefully planned
in advance. The Bank is ready to work
closely with governments in formulating
their programs and to provide any technical assistance that may be requested.
Extension of program lending
Loans for structural adjustment will be
used to pay for general imports and will
therefore be quickly disbursed—usually
within 12-18 months of loan signing, as
against more than 5 years for a typical project loan. In this respect, lending for structural adjustment will be similar to past program lending by the Bank.
In the early years of the World Bank's
operations, when much of its lending was
to developed countries for postwar reconstruction, program loans accounted for a
high proportion of its total commitments
(see Table 2). However, there is a provision
in the Bank's Articles of Agreement—and
a similar provision for the International
Development Association (IDA)—which
requires that, "except in special circumstances," its loans be for the purpose of
specific projects of reconstruction and development. Accordingly, since the mid1950s, the Bank has concentrated mainly
on project lending, including loans to development finance companies and rural
l'innna> & Development ! September 1980
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credit institutions as well as the financing
of national or regional investment programs in such sectors as agriculture and
irrigation, small-scale industry, transport,
communications, and water supply.
In fact, program lending has accounted
for only 5 per cent of the total commitments made by the Bank and the IDA together during the past 25 years, and the
greater part of this has been to South Asia.
Underutilization of industrial capacity in
India in the early 1960s prompted a succes-

will not replace the types of emergency
lending described above, but it will open
up new opportunities for member countries to obtain the Bank's assistance in introducing important policy changes and
carrying out difficult economic reforms.
By itself, of course, structural adjustment lending cannot do much to cover the
BOP gaps which the oil-importing developing countries face. Total disbursements
of the World Bank and the IDA together
in the fiscal year ending June 1980 were

In the long term, the scope for structural
adjustment lending will depend on the rate
of growth of Bank and IDA lending as a
whole and therefore on the actions taken
to increase the total resources at the Bank's
disposal. A proposal for doubling the World
Bank's capital to US$80 billion has already
been approved by the Board of Governors
and awaits legislative approval in various
member countries. The Sixth Replenishment of the IDA, covering the three years
between July 1980 and June 1983, will come
into effect as soon as the necessary action
is taken by the 33 contributing governTable 2
ments; the agreement has still to be ratified
Program lending by the World Bank and IDA, 1946-80'
by the United States, which is the largest
(In millions of U.S. dollars)
subscriber. These measures alone, however, will permit no more than a modest
1946-50
1951-55
1956-60
1961-65
1966-70
1971-75
1976-8
real increase in the level of Bank and IDA
Total Bank/I DA
lending over the next three years—of per1,508
2,857
4,861 7,177 19,089 43,603
commitments
816
haps about 5 per cent a year. This increase
Program lending by
will have to include some provision for
Bank/IDA
597
299
125
225
465
1,254 1,962
lending to China and other new members
Program lending as a
such as Zimbabwe. Meanwhile, the Indepercentage of total
pendent Commission on International De19.9
4.4
4.6
6.5
6.6
4.5
commitments
73.2
velopment Issues (the Brandt Commission)
has urged the Bank's member govern' Fiscal years, ending June 30.
ments to amend the Bank's Articles of
Agreement to change its present 1:1 "gearsion of industrial import credits designed about US$5.8 billion, and if loan repay- ing ratio," so that a larger amount of borto provide foreign exchange to pay for im- ments are deducted, the amount comes rowing and lending could be supported by
ports of materials, components, and spare close to US$4.6 billion—which represents any given capital base.
parts. Similar loans were subsequently ex- 8 per cent of the current account deficits
tended to the neighboring countries of which these countries have to finance this Relations with the IMF
Pakistan and then Bangladesh, as well as year. However, middle-income developing
The International Monetary Fund proto Egypt. Otherwise, program lending in countries which are seen to be making serecent years has been confined to special rious efforts to address their economic vides substantial financial support for BOP
circumstances created by war or natural problems will find it easier to attract capital adjustment through the extended Fund fadisaster, by a sudden fall in export earn- from private sources, and the Bank's sup- cility, as well as through its regular standings in economies critically dependent on port for structural adjustment in a country by arrangements and other forms of assisa single export item, or by a deterioration should help to catalyze other sources of tance. In general, the operations of the two
in the terms of trade resulting from a sharp external financing. Moreover, to the extent institutions complement each other, but
that structural adjustment loans are sub- each of them retains its distinctive charrise in import prices.
If the fiscal years 1976-79 are taken for stituted for project loans, the fact that dis- acter and functions. The IMF focuses pripurposes of illustration, program loans bursements will be made more quickly marily on BOP management, the Bank on
were made to 14 countries during this pe- may be of some significance for individual the longer-term development of the economy. Their staffs are in close and regular
riod, and 3 of these were qualified solely countries.
consultation, and care is taken to ensure
by reason of war or natural disaster—Guacoordinated action between them and to
temala (earthquake), Lebanon (civil war),
E. Peter Wright
avoid
conflicting advice to member govand Romania (floods in 1976 and an earthernments. The Fund pays particular attenquake in 1978 (fiscal years)). During the
tion to monetary and fiscal policies, foreign
past 12 months, loans in this category have
borrowing, and exchange rate managealso been made to the Dominican Republic
ment. The Bank is concerned with a counto repair hurricane damage and to Nicaa British subject, holds the try's development priorities, the size and
ragua and Uganda for postwar reconstrucposition of Senior Adviser
composition of its investment program, the
tion. Countries receiving program loans
in the World Bank's
efficiency with which it uses its resources,
because of a sharp fall in export earnings
Development Policy Staff.
its employment objectives, and the ways
have included Guyana (sugar), Jamaica
A graduate of Oxford
in which the benefits of economic growth
(bauxite), Peru (copper, fishmeal, and
University (U.K.), he
are distributed. The Fund is guided by the
sugar), and Zambia (copper). Higher oil served with the U.K. Treasury before joining the
Bank on development matters; the Bank is
prices were an important reason for pro- Bank as an economist in 1956. He has had wide
guided by the Fund on BOP adjustment.
experience
of
the
Bank's
operations
in
South
Asia,
gram lending to Korea in 1976 and to Tanthe Middle East, Latin America and the Caribbean,
Prior recourse to the Fund's facilities is
zania in 1977.
not a prerequisite for structural adjustment
Lending for structural adjustment is thus and most recently, West Africa.
lending, but countries in difficulty will frea natural extension of program lending. It
22
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quently wish to take advantage of the assistance available from both institutions.
Indeed, the size of the current account deficits which some of the developing countries face over the next tew years, and the
time required to effect the necessary structural changes, suggest that all available
sources of external capital will need to be
tapped if the momentum of world economic development is to be maintained.

Three loans made
The first three loans for structural adjustment made by the Bank—a loan of
US$200 million to Turkey signed in March
1980, an IDA credit of/US$55 million to
Kenya in April, and a loan of US$50 million
to Bolivia in June—illustrate the way in
which the new policy is intended to work.
All were preceded by extensive policy discussions between government officials and
Bank staff. All were accompanied by a letter from the government setting out the
policies which it was following, and specific measures that it had taken, or would
be taking, to overcome its immediate financial and economic difficulties and to
restructure the economy with a view to
achieving longer-term development objectives. However, in no case were quantitative performance targets included among
the loan conditions. Each loan is envisaged
as the first of a series of operations that
may extend over several years if the need
is there, and if the adjustment program
proceeds satisfactorily. The first loans are
to be released in "tranches"—subject to a
review of progress.
Bolivia, Kenya, and Turkey have all
drawn on the Fund's resources under recent stand-by arrangements, supplemented in the cases of Kenya and Turkey
by purchases under the compensatory financing facility. While the Fund and the
Bank programs are mutually reinforcing,
the two institutions are emphasizing rather
different aspects of economic policy. The
Turkish program which the Bank is supporting is aimed at reducing state intervention in the management of the economy, providing greater incentives for export

industries, mobilizing additional domestic
savings, and increasing the efficiency of
those public enterprises which have long
been a serious drag on the economy. In
Kenya, the Government attaches particular
importance to restructuring the public investment program, standardizing and reducing the level of industrial protection,
overhauling its system of export subsidies,
and improving the management of its external debt. The Bolivian Government,
with the support of the Fund, has already
taken a series of stabilization measures
aimed at reducing its immediate fiscal and
BOP deficits, and the main thrust of the
structural adjustment program is on
strengthening the export sector through
the reform of mining taxation, improved
agricultural pricing and marketing policies,
and the development of natural gas reserves. Steps are also being taken to improve the finances of state enterprises and
to tighten control over their expenditures
and foreign borrowing.
There is no way of forecasting with any
precision the amount of structural adjustment lending which the Bank will undertake in the years ahead, since this will depend on world economic conditions, on
the resources at the Bank's disposal, on the
interest of individual countries in approaching the Bank for assistance, and on
the detailed programs which can be worked
out as a basis for such lending. However,
a tentative estimate of US$600-800 million
for the year beginning July 1980 has been
put forward by the Bank's management,
with the Philippines and several countries
in Africa among the likely borrowers. The
middle of this range would place the
amount of such lending during the year at
about 5 per cent of expected World Bank
commitments. If other forms of program
lending were to account for the same share
of these commitments as the average for
the past five years, program lending as a
whole would rise to around 10 per cent of
the total.
Structural adjustment lending will, for
the most part, substitute for sector and
project lending and not constitute addi-

-

tional flows of external assistance. However, it may be associated with some marginal reallocation of the Bank's resources
in favor of countries that have been particularly badly hit by the rise in oil prices or
the contraction of export markets. There is,
however, relatively little scope for the redistribution of IDA lending which is already largely directed toward seriously affected low-income countries. For the
middle-income countries, the perceptions
of their creditworthiness will continue in
some cases to limit the amounts which the
Bank can lend them without exposing itself
to undue risks. This will be particularlytrue of countries which have failed to adjust satisfactorily to the problems of the
1970s and are still handicapped by inefficient industries, sluggish export growth,
low rates of investment, and high energy
use. However, in spite of the dramatic rise
in commercial bank lending to the developing countries over the past six years the
total external public indebtedness of the
oil-importing developing countries at the
end of f 979 was only moderately higher as
a proportion of their national product than
it was in 1973 (19 per cent in 1979, 15 per
cent in 1973). Many of these countries
therefore will be able to go on borrowing
on commercial terms, although probably
on a somewhat reduced scale, with the rise
in interest rates adding substantially to
their debt servicing charges.
In conclusion, structural adjustment
lending by the World Bank should be seen
as a constructive response to the difficult
situation created for many developing
countries by what looks like a lasting deterioration in their terms of trade and the
growing problems associated with the recycling of OPEC surpluses. By the end of
June 1980 three such loans had already
been made to Bolivia, Kenya, and Turkey,
and a number of others were at various
stages of processing. The Bank's Board of
Executive Directors has agreed to consider
such loans on a case-by-case basis, and it
will be for member governments themselves to decide what use they wish to
make of the new facility.
HD
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Managing external debt in
The flow of financial resources to the developing world has
increased sharply in recent years. The author reviews some
general issues raised by the resort to external finance and outlines
the Fund's role in instances where countries encounter debt
servicing difficulties.
Bahram Nowzad
Why borrow? Every student of economics
in his first semester is taught that the three
basic factors of production are land, labor,
and capital, and that the relative abundance or dearth of these factors will shape
what and how much a country may produce. This rather crude and elementary
postulate cannot, of course, tell us very
much about the actual structure of production, which depends on a host of other factors, especially once one admits the role of
international trade. But it will serve as a
point of departure.
Characteristic features of virtually all less
developed countries (the major oil exporters being the significant exception) are a
dearth of capital and a relative abundance
of land and labor. The scarcity of capital reflects, especially in poorer developing
countries, an inability to generate adequate
domestic savings. A developing country
attempting to mobilize the capital resources needed to foster economic development may try one of two basic approaches or a combination of the two: it
may opt to try to "go it alone"—depending on its own efforts to generate the necessary resources; or it may decide to supplement whatever domestic savings can be
mobilized by imported capital, that is, by
borrowing abroad.
To a large extent, the emphasis on the
first, autarkic, and the second, "internationalist," approach depends on the prevailing social and political ethos of the
country in question and its willingness to
enter into economic intercourse with other
nations. This stance will color not only
how the developing country views the role
of foreign capital but also how countries,
whose own surplus savings (or whose fi24

nancial market in the case of recycled savings) provide the supply of capital, regard
the prospects for lending to that country.
Economic aid apart, the willingness of capital exporters to provide financial resources
depends not only on narrowly quantifiable
ratios such as the expected rate of return,
but also on a broader assessment of risk
which encompasses the political and economic policies and prospects of the borrowing country.
External capital inflows supplement domestic savings and, at the same time, provide the borrower with scarce foreign exchange. Their effect on development
depends, of course, on the use to which
these flows are put. If borrowing is used
simply to satisfy some current consumption need, then it will clearly not contribute
to economic growth and may in fact retard
it. On the other hand, if borrowing is used
for investment in productive ventures, then
it could play a considerable role in the mobilization and better utilization of the
country's available resources. The foreign
exchange could, for instance, be used to
import the machinery and technical expertise needed to produce and process domestic reserves of minerals. External borrowing may also be used to meet purely
transitory problems, such as a balance of
payments (BOP) crisis brought about by a
shortfall in the country's main export commodity. In such cases, foreign borrowing
could make an indirect contribution by
helping to avoid the necessity for drastic
measures, which might interrupt its development program, in order to cope with
temporary difficulties. In such a situation,
however, a correct diagnosis of the problem would be crucial: unless the difficulties
were truly transitory and self-reversing,
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developing countries
borrowing abroad could well delay necessary adjustments.

Surge in borrowing
Recourse to external capital is not a necessary precondition for rapid economic development, and it is certainly not a sufficient one. However, borrowing abroad to
supplement domestic savings has been a
feature of most countries at some point in
their historical development, at least since
\~

phenomenon of large surpluses of oil exporting countries. The level of outstanding
public debt (including the undisbursed element) rose from $74.7 billion in 1970 to an
estimated $351.9 billion in 1978, which
represents an average annual growth rate
of over 21 per cent. To get a full measure of
the dimensions of this international financing one would have to add the short-term
debt (that is, less than one year's maturity)
as well as the nonguaranteed private bor-

debt problems during this period. Between
1974 and 1979, the number of countries
that experienced arrears on their external
debt obligations or were obliged to seek a
rescheduling of their foreign debt rose from
4 to 20. The need for borrowing by developing countries is not likely to abate in the
1980s. On the contrary, given the needs of
development, the necessity of servicing the
outstanding foreign debt, and the financial
requirements of meeting anticipated cur-

Total external public debt outstanding (including undisbursed) of 96 developing countries, by geographic region, 1970-78
(In billions of U.S. dollars)

Africa (south of the Sahara)
East Asia and Pacific
Latin America and Caribbean
North Africa and Middle East
South Asia
More advanced Mediterranean countries5
Total1

1970

1971

1972

1973

1974

1975

1976

1977

7.9
8.8
21.3
10.9
15.4
10.4
74.7

9.3
11.6
24.0
13.4
17.5
12.6
88.4

10.5
14.4
29.1
15.7
19.0
14.6
103.3

14.6
17.5
36.2
20.1
21.4
16.6
126.4

18.5
24.5
46.8
23.4
26.3
20.6
160.2

21.6
30.1
55.6
31.6
28.5
23.3
190.8

25.6
38.4
72.0
40.0
31.1
28.8
236.0

31.1
46.0
87.3
55.3
35.6
34.3
289.7

1978

Average rate of growth
(In per cent)

37.7

58.4
109.7
64.9
39.9
41.3
351.9

21.6
26.7
22.7
25.0
12.6
18.8
21.4

Source: World Debt Tables (World Bank, EC-167/79)
'9) Volume 1
1
Components may not add to totals due to rounding
19.

the industrial revolution. For example, the
United States was a net capital importer
until around the turn of the present century, and pre-revolutionary Russia borrowed extensively from Western European
countries. In our own time, flows of capital
across international boundaries have
reached unprecedented levels, spurred on
by high levels of economic growth in the
advanced countries (hence, a supply of
capital) and the conscious and deep commitment of most governments in the developing world to accelerate the pace of
economic development (hence, a demand
for capital). These tendencies were promoted and facilitated by the generally liberal climate of the international economy
since World War II, in particular the removal of restrictions on payments and financial transfers. In the decade of the 1970s,
there was a dramatic increase in borrowing
and external debt, as shown in the accompanying chart and table, brought about by
these factors together with the sudden

rowing by developing countries. This total
can only provide a rough idea of magnitude, since some countries may not report
such debt; but total nonguaranteed private
borrowing by developing countries in 1978
was thought to represent about 17 per cent
of total public and publicly guaranteed debt.
Foreign loans must be repaid, even if
this is done through new borrowing. If a
borrowing country's repayment commitments surpass its ability to service its debt
and to raise new capital, debt servicing
problems will arise. The enormous surge
in borrowing during the past decade outstripped the economic performance—in
particular, the export growth—of some developing countries, taxing the debt servicing ability of these countries, even though
in global terms, because of inflation, the
growth of exports by all developing countries has been in line with the growth of
indebtedness during the last decade. However, there has been a large increase in the
number of countries encountering external

rent account BOP deficits—particularly serious in view of the sharp increase in energy prices and the slowdown in the world
economy—the need to borrow abroad is
likely to increase. If there is a further increase in such borrowing, the prospect is
for more countries to face difficult debt
servicing situations. This enhances the need
for appropriate policies on the part of the
borrowers to avoid incipient difficulties.

Debt management
The effects of certain economic decisions
are instantaneous or short term. Decisions
regarding borrowing abroad, on the other
hand, have repercussions over a long period of time. A decision to borrow $100
million today will set in motion a stream of
financial obligations that have to be met
over, say, a period of 15 years. Put differently, a decision to contract foreign debt
involves earmarking a portion of the borrowing country's future production. Thus,
mistakes can be costly, but, because of the
Finance b Development I September 1980

©International Monetary Fund. Not for Redistribution

25

long-term nature of much debt, they may
be fully revealed only many years later
when the obligations have become burdensome—a burden probably being faced
by a different set of policymakers. Hence,
the central purpose of external debt management is to determine how much foreign
debt a country should be contracting over
time and on what terms.
There is no simple or magical formula
for determining a figure for the "optimal"
indebtedness of a country, even though,
as in other fields of economics, elaborate
mathematical approaches have been attempted. Besides, the concerned policymaker does not have the luxury of dealing
in abstract terms based on models of how
the economy supposedly functions. He has
to balance the many competing needs and
pressures of the economy, and external
debt is only one part of a much broader
macroeconomic picture.
In regard to debt management, the policymaker must take account of the longterm consequences of his decisions; his
policies will also be influenced by the repercussions of past decisions. In other
words, he must begin with the level of already contracted and outstanding external
debt, its maturity structure, and the stream
of debt service payments to which the
country is already committed. He then has
to take into account a number of other crucial factors. The most important are forecasts of the economic performance of the
country, reflected not only by the anticipated growth in the gross national product
(especially the growth in exports), but also
by factors such as inflation, the country's
ability to generate savings, and the level of
reserves. These will help him to partially
determine how much debt the country can
afford. Another aspect of this same question is the cost of new debt, namely, the
maturity and interest rate of new loans.
Bearing in mind the cost, the policymaker
must decide what is the country's capacity
to incur new debt or, in other words, what
is the sustainable rate of growth of new
foreign borrowing over time for the country in question?
If an idea of the sustainable level of debt
is one thing, the decision of how much of
the capacity to utili/e and what types of
loans to contract is a difficult matter. The
latter is a function of numerous factors reflecting the country's economic structure
and needs. The debt manager's task, however, is also to ensure a tolerable structure
of debt, that is, an adequate spread of
maturities; diversification of borrowing
sources; maintenance of a margin of
borrowing capacity for unforeseen developments, such as emergency borrowing
for BOP; and so on.
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One of the key difficulties of debt management is that neither the policymaker
nor his country has control over many of
the main determinants of the factors in the
evaluation. For example, the growth of exports for most developing countries is subject not only to the vagaries of climatic conditions (for agricultural products) but also
to the changes in the level of economic activity in industrial countries (for mineral
products): both of these factors are entirely
beyond the control of the developing
country in question. Similarly, the terms
on which new debt can be contracted are
exogenous; they cannot in general be influenced by any particular developing country: they are determined by forces in international capital markets which reflect
overall supply and demand conditions. Too
much must not be made of these points,
however. One of the basic arguments for
borrowing abroad is that it will allow additional investment and thus promote the
growth of exports. This implies that export
growth is not entirely exogenous, beyond
the reach of a country. On the contrary,
external borrowing can provide the ingredient essential for export growth; but it
must be accompanied by proper national
policies essential to ensure that it is fruitful.
If a principal goal of external debt management is to keep the growth of debt
within the country's capacity to service it,
a second objective would be to take actions
to anticipate and avoid potential debt crises.
If one occurs, officials should undertake timely rescheduling of the debt on appropriate terms. To some extent these crises are
engendered by outside forces beyond the
country's control. For example, a country's ability to service debt may be suddenly and sharply affected by an export
shortfall, and this danger will be greater
the larger the country's exposure to foreign
borrowing. Here the task would be to
overcome a short-term "cash squeeze"
problem. More fundamentally, domestic
and external policies—such as rapid mon-

etary expansion or an overvalued exchange
rate—may cause BOP problems, which, of
course, will create difficulties for external
debt management. The task of forecasting
potential debt servicing difficulties would
be easier if there existed readily identifiable
warning signals. This, unfortunately, is
not the case. Not only can debt problems
arise very suddenly, but also they can be
due to a variety of factors, many of which
cannot be predicted with any useful degree
of accuracy. (Nor is a knowledge of past
debt problems of much use in forecasting
the future.)
A third, more mundane, but nonetheless
important, aspect of debt management involves a satisfactory system of monitoring,
registering, and approving of foreign debt.
Indeed, without a satisfactory system—that
shows the country's debts, who is borrowing, and how much—the other objectives
of external debt management cannot be
adequately met.
When debt crises do occur, the debtor
country has to enter into negotiations with
its creditors on the rescheduling of its debt,
to stretch the forthcoming repayments over
a longer period than originally agreed. Here
again, prompt debt management action is
important. A rescheduling is relatively easier when the debt crisis involves "bunching," where the principal cause of the
problem is one of maturity structure, with
an excessive number of repayments falling
due in a relatively short period of time. Far
more difficult are the cases where, in addition to excessive borrowing and bunching, there is a more basic cause of the debt
problem—a deeper BOP crisis whose origin must be sought in monetary and fiscal
policies, inflation, an overvalued exchange
rate, stagnation of exports, or an excessive
growth of imports. In such cases, a rescheduling of the debt repayments will
bring short-term relief, but, unless the underlying causes of the problem are addressed, the debt problem is merely post
poned and renewed negotiations become
necessary a year or two later.
The Fund and external debt
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The International Monetary Fund is involved with the external debt problems of
its members in two important respects: first,
in cases where Fund resources are made
available in support of a stabilization program, the stand-by arrangement often includes provisions regarding new borrowing during the period covered in the
arrangement. Second, the Fund plays an
important role in cases where its members
face debt rescheduling situations.
The Fund's Executive Board adopted
new guidelines in August 1979 for performance criteria relating to external debt lim-
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External public debt outstanding
(including undisbursed) of
96 developing countries,
by type of creditor, 1970-78
{In billions of U.S. dollars)

Source: World Debt Tables (World Bank, EC-167/79) Volume 1.

itations in IMF-supported stabilization
programs as part of a general review of the
conditionally attached to the use of Fund
resources undertaken earlier. The core of
the guidelines is that, when the size and
growth of external debt in a member country is a relevant factor in the design of an
adjustment program, limitations may be
placed on new foreign loans with maturities of over one year, up to a limit deter-

mined by conditions in international capital markets; at present, the upper limit
includes loans with maturities of from 10 to
12 years.
The rationale for the inclusion of debt
ceilings as an integral part of stabilization
programs is twofold. First, it may be assumed that there is considerable substitutability between domestic and foreign
sources of credit. As one of t h e i r f u n d a -

mental features, stabilization programs invariably contain limitations on the expansion of domestic credit. These limitations
could be evaded and hence exceedeci if potential borrowers were able simply to substitute foreign for domestic credit. Second,
apart from, or in addition to, the need to
attain the objectives of the credit program,
it may be desirable to set debt limitations
in cases where a country is facing an actual
or imminent debt servicing problem. In the
case of maturity bunching, for example,
the purpose of the limitation would be to
improve the maturity profile of the country's debt by restricting the number of new
debts with relatively short maturities.
The second aspect of the Fund's role relates to the renegotiation of existing foreign
debt between a member country and its official creditors. Typically, these negotiations take place in Paris and are referred to
as "Paris Club" renegotiations. The Fund
plays the role of a neutral middleman, its
task being to assist both sides to achieve a
satisfactory solution. For the developing
debtor country, the Fund provides technical assistance and support in preparing the
necessary documentation and the analytical review to be presented at the creditors'
meeting. For the creditors, the Fund pro
vides an assessment of the economic situation and prospects of the debtor country.
A Fund representative, who takes part in
these negotiations, may provide additional
details to creditors regarding the economic
performance of the country in question, including an assessment of the BOP implications of alternative proposals for debt relief made by creditors. Frequently, the
creditors make the granting of debt rescheduling subject to the conclusion of a
stand-by arrangement between the member country and the Fund.
This brief survey suggests that, while ex
ternal borrowing can make an important
contribution to economic development by
increasing the resources available for development, it cannot simply be left to itself
under the assumption that somehow the
debt will refinance itsell for an indefinite
period. The m a n a g e m e n t of external debt,
which in essence involves m a t c h i n g ,1
country's borrowing capacity to its ero
nomic performance, is an i m p o r t a n t com
ponent of economic policy. I t is not an easy
task, since some of the major determinants
of economic performance, and hence bor
rowing capacity, are beyond the control of
the national authorities. Nevertheless, the
control of foreign indebtedness and the
avoidance of debt crises, does lend itself to
prudent management. In the longer run
such management would assist rather than
hamper the course of economic develop
ment.
HQ
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Double-digit
inflation:
a
wasteful
tax
for the
developing
world

Is it tenable to argue for high inflation rates as a way of garnering
revenue for the national exchequer? The author finds the
arguments both unrealistic and technically flawed.
George M. von Furstenberg
Over a dozen years ago Stanley Please
wrote an article for this journal asking
whether increasing government saving
through taxation was a "reality or mirage"
for the developing world. He concluded
that while increased taxes would in theory
raise national saving if governments did
not use the additional revenue on consumption, in practice they generally do.
Hence his thesis that it is unrealistic to
support policies which aim to increase fiscal revenues as a way of bolstering saving.
This article will show that saving through
inflation is likely to prove just as much a
mirage as saving through taxation for improving economic welfare in developing
countries.
Leaving aside the question of whether
governments in developing countries do in
fact put additional revenues into productive investment, can high inflation rates be
justified on economic grounds? There is a
school of thought which argues that, beyond a certain point, inflation is the only
practicable way of transferring command
over resources from consumers to the public sector—particularly in countries where
the public sector is small, taxpayers few,
and fiscal systems inefficient. However,
the argument is based on assumptions that
are too restrictive, particularly if governments are viewed as having no option to
raise national saving and economic growth
other than to maximize their receipts from
inflation. The counterargument depends in
part on the proposition that, technically,
high inflation is inefficient as a tax. Furthermore, even in situations where there is
no other way to raise revenue, high inflation rates require very high net benefits
from government investment to be justifiable economically. Thus, both the assumptions and the line of argument are subject
to question.
Inflation as a tax
Inflation can be thought of as an implicit
tax that lowers the real value of unindexed
and noninterest-bearing types of money
held by the public. As prices rise, the demand for nominal money balances increases above the amount previously held,
and the authorities sustain this process by
issuing more money through the central
bank. For instance, if central bank money
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demanded were equal to 10 per cent of the
gross domestic product (GDP) under conditions of price stability but only 3.7 per
cent when inflation is expected to be 33 per
cent per annum, this inflation rate would
yield seigniorage profits equal to 1.2 per
cent of GDP. In this way, the authorities
can finance some additional government
expenditures merely by creating new
money. The economic justification fordoing
so is evident only if money financing is ultimately more efficient than explicit taxation and distorts the allocation of resources
less. (Debt financing of government deficits is usually not regarded as a feasible alternative, as the ability of private investors
to absorb government debt is severely limited in most developing countries.)
The technical question of how to achieve
a given transfer of resources to the government efficiently has been explored in the
recent literature on optimal taxation. Under certain conditions, the principles are
quite simple: if the existing distribution of
resources between the public and private
sectors and the structure of production of
an economy are optimal but revenue has to
be raised, taxes should be imposed in such
a way that the costs are minimized. In
technical terms, this implies that the additional net "welfare" losses (or marginal excess burdens) involved should be equalized for all types of taxes. What this means
is that, if taxes are balanced in this way,
the welfare losses incurred—which include
the collection, compliance, and administrative costs inevitably associated with
raising a given amount of taxes—are reduced to a minimum. Judging inflation on
this basis and using reasonable estimates
of the various costs imposed by rising
prices, an economist can argue that when
inflation rates rise above 2 per cent per annum, the costs become higher than those
of other taxes. This calculation is based on
the common, but still unsupported, assumption that the costs of levying other
taxes amount to 7 per cent of the additional
revenues they raise—that is, their marginal
proceeds. Even if this marginal excess burden were as high as 30 per cent, annual inflation rates of 7 per cent or more would be
inefficient. Thus, all but very low annual
rates of inflation would make inefficient
taxes if one accepts the tax substitution
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Developing countries: changes in consumer prices, 1967-791
(In per cent)

Oil exporting countries
Non-oil developing countries
By area:3
Africa
Asia
Europe
Middle East
Western Hemisphere

Average'
1967 72

1973

1974

1975

1976

1977

1978

1979

8.0
9.3

11.3
20.4

17.0
27.1

18.8
27.9

16.6
24.2

15.4
27.1

9.7
236

11.0
294

4.5
5.5
7,9
3.9
13.3

9.7

15.3
27.5
18.0
22.1
35.3

15.2

13.2

16.9

14.7

15.0
13.2
12.7
32.2

20.1
10.3
29.5
26.8
48.7

106

0.1

7.9

5.9

15.1
23.3
52.0

12.8
20.7
55.1

16.6
18.7
51.1

22.9
21.0
41.7

the money supply adjusts slowly to tbe
level consistent with permanently higher
inflation rates and the price level does not
jump immediately to raise velocity to its
new equilibrium level. The amount of real
balances available to tax would then at first
be somewhat larger than it otherwise would
be, and this would justify a higher inflation
rate than the one that would yield maximum tax proceeds in the long run. In any
case, no matter how they are calculated,
tax-maximizing inflation rates are likely to
imply large annual price advances.

The growth rationale

Excluding
six high inflation
countries"

7.8

13.3

23.3

16.2

13.5

19.3

16.2

21.1

Africa
Europe
Middle East
Western Hemisphere

4.0
8.0
2.7
12.5

9.5
12.5
8.9
13.8

14.9
18.8
13.4
25.4

14.5
13.5
14.4
23.2

11.0
10.9
16.0
27.6

14.3
12.2
12.1
34.5

12.5
12.3
10.6
29.0

15.6
16.3
12.5
36.6

Source: IMF.
' Geometric averages of country indices, weighted by the U.S. dollar value of GDP in the preceding year.
2
Compound annual rate of change
-1 The coverage of the country groups shown here conforms to the classification used in International Financial Statistics.
which is published by the IMF.
• Excluded here are Argentina, Chile, Ghana, Israel, Turkey, and Zaire which have estimated rates of inflation at least twice
as high as the respective averages for the areas in which they are located for any of the years covered in this table.

framework of analysis (see von Furstenberg, 1980 for the technical background to
this argument).

Maximizing revenues
However, this framework assumes acceptable existing economic conditions with
no overriding constraints or priorities. Inflation rates much higher than 2 per cent a
year have frequently been proposed when
the government's goal is to raise maximum
revenues rather than to minimize the welfare losses from raising a given sum of
taxes. The theory goes that a government
can raise its revenues in real terms by inflating the money supply until the value of
the real balances raised by explicit taxes
shrinks as rapidly as the inflation tax rate
grows. Technically, maximum proceeds are
obtained from inflation taxes alone when
the elasticity of demand for real balances
with respect to the inflation rate has reached
a value of -1. It is estimated that this will
generally not happen until the annual inflation rate has reached around 30 per cent.
The rate at which inflation must grow to
extract maximum revenues from explicit
and implicit taxes combined may be somewhat lower than 30 per cent per annum. In
some developing countries, inflation itself
may erode the real value of explicit taxes
because there are inefficiencies in the sys-

t e m - s u c h as lags in tax collection or incomplete indexation of tax liabilities. However, this effect may not be as widespread
as is often assumed, since tax collection
systems have tended to become more efficient at coping with inflation, and tax
structures themselves have tended to become more progressive—to keep up with
prices and incomes.
On the other hand, the inflation rates
that yield maximum revenues are higher
than 30 per cent per annum under specific
conditions: for example, if the velocity of
George M.
von Furstenberg
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The high inflation rates prevailing in
many developing countries at the moment
have often been justified on the grounds
that they maximize tax receipts. But this
rationale is no more valid as an economic
objective than maximizing anything else in
isolation, that is, without a specific review
of costs and benefits. It is interesting to explore how this case is argued in the literature. First, it is assumed that the proceeds
of implicit taxes are used entirely for increased capital formation, principally by
the government—for building a dam, for
instance. Thus the increase in forced saving leads to government capital formation,
which has a long-term value as an investment in future production. The argument
neither considers that the added receipts
might induce a decline in other types of
saving and investment, nor that they might
be absorbed in additional government consumption. Governments in developing
countries do not necessarily use tax proceeds solely for socially productive capital
formation or for generating increased government saving that would be available for
productive investment by others. (For a
broader discussion of the concept of government capital formation, see International Monetary Fund, A Manual on Government Finance Statistics (Washington, D.C.,
International Monetary Fund, 1974, especially page 135).)
The argument then proceeds to another
unrealistic assumption: that the additional
government investment is always at least
as efficient as private investment. Even
where governments have put the extra
revenues into capital investment, these
projects may often be less efficient than an
equivalent amount of investment made by
the private sector. A third assumption of
the argument is the suggestion that the
government is unable to raise explicit
taxes—an unproven, even an unprovable,
contention.
finance d Development I September '1980
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This tight and ill-fitting corset of assumptions is then forced onto a specific situation: a developing country with a public
sector initially too small for any substantial
development to take place will be found
therefore to need additional sources of revenue. Because, it is asserted, the authorities are unable to raise explicit taxes, they
resort to inflationary finance to raise revenues for immediate capital investment. In
other words, the argument runs, the maximum tax proceeds that can be obtained
from inflation also contribute to additional
growth. In this way, high inflation is therefore regarded as desirable. It should be
stressed, however, that the thesis assumes
that there are no other measures that might
raise fiscal revenues or augment public
sector efficiency, or stimulate private saving and investment—such as financial or
fiscal reforms or the liberalization of interest rates. Once these alternative possibilities are dismissed, it follows by default that
the raising of the rate of inflation toward
its tax-maximizing level is the only tool left
for fostering higher rates of capital formation and economic growth.
There remains one further question. How
reasonable is the assumption that raising
the maximum amount of taxation through
inflation in developing countries is the only
way of increasing government investment?
Even if revenues can be raised in no other
way, are there net benefits that would justify raising the rate of inflation and imposing all the welfare losses that this form of
taxation entails? Consider a case favorable
to the argument—that for a particular government investment the present value of
the returns (appropriately discounted) is
twice as large as its present cost—that is,
that government investment will actually
turn out to be highly profitable: in this situation, inflation may be driven to the point
where its cost to the consumer is twice as
high at the margin as the additional resources acquired by the government—but
no more. Accordingly, a cost of 100 per
cent of the amounts collected would be
compensated by net investment benefits of
TOO per cent of that same amount invested.
In this analysis, this balance would be
reached already at an annual inflation rate
of around 15 per cent, which is half as large
as the tax-maximizing rate of inflation. If
government investment yielded "only" a
30 per cent excess of benefits over costs,
inflation taxes should be no higher than
what can be raised at 6 per cent inflation
per annum. (The calculations yielding these
results are shown in von Furstenberg,
1980.) The case for the economic justification of double-digit inflation rates in developing countries would seem to depend
on two untenable propositions: (1) that in30

flation is the only mechanism by which the
authorities can raise added revenue; and
(2) that government investments yield unrealistically high net benefits.
An inefficient tax
It is never sufficient to justify a particular
tax by the net benefits of the government
expenditures it may yield. Rather, a much
broader set of alternatives must be considered in determining how to raise the required amount of revenue. Less productive
government expenditures could be reduced, for instance, to make room for adding to other government expenditures.
Taxes should also not be raised where the
explicit or implicit taxes have marginal excess burdens that more than offset the
marginal benefits on the expenditure side,
even if net additional government expenditures would be more efficient than private
expenditures in these situations.
Other alternatives to be considered include tax reform. In some situations, the
costs of levying existing faxes can be reduced, for instance, by lowering tax rates
and broadening the tax base to include
more taxpayers and more of their income
or consumption. When taxes are inefficient, the public sector should be smaller
than when they are more efficient.
In some countries, too, measures could
be taken to make the real proceeds of explicit taxes more inflation-proof. However,
as has already been mentioned, this is no
longer a widespread problem, since in
many developing countries fiscal revenues
have tended to become progressively more
responsive to changes in the inflation rate.
In fact, if this evolution continues, inflation
may soon be automatically increasing the
real value of explicit taxes in a growing
number of developing countries, as it does
in many developed countries.
The arguments against a deliberate attempt to adopt a policy of double-digit inflation should therefore not be based on
the fact that, under inflation, receipts would
not be forthcoming but on the inefficiency
of inflation as a tax. If there were a situation where inflation was the most efficient
form of taxation in a particular country at
its present margins, it could still be desirable to raise inflation taxes even if the proceeds from other taxes declined. Normally,
however, substituting inflation taxes for
other taxes would be inefficient.
No economic brief
Since inflation rates are higher in many
developing countries than could possibly
be justified on efficiency grounds, "the less
inflation the better" is the proposition appropriate for policymaking in most of them.

From the economic point of view, the concern in much of the academic literature
about raising government expenditures and
involuntary private saving through more
inflation appears misdirected. How to control the growth of the public sector and
how to raise explicit taxes so as to lower
budget deficits and thereby reduce inflationary pressures appear to be more appropriate concerns. There is nothing in the
economic evidence that would show that
reduced inflation rates are any less beneficial in developing countries than they are
in developed countries with double-digit
inflation rates.
Developing countries are more exposed
to variations in their export earnings and
in the cost of imports than developed
countries—mostly because their external
receipts depend on a few export commodities and because of the high import content of their consumption and domestic investment. Their incomes and tax receipts
may be equally variable, while government
expenditure commitments are likely to be
less adaptable to changing levels of resources. Disturbances from foreign sources
can disrupt government budget planning
by creating tax shortfalls or expenditure
overruns—on a scale comparable to disturbances that occur in developed countries only during times of war. In such circumstances, resort to inflationary finance
is understandable; but even this argument
cannot be used to support a policy of double-digit rates of inflation in developing
countries as a matter of deliberate policy
choice.
HQ
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Tax-base erosion and inflation:
the case

Many developing countries have attempted to contain rising prices
and excess demand by controlling imports and the prices of certain
key products, while maintaining an overvalued exchange rate. This
article discusses how such controls can lead to an erosion of the
tax base in an inflationary environment in the developing world,
using Ghana as an illustration.
Charles Mansfield

The impact of inflation on tax revenue is a
timely subject in public finance, given the
current rates of inflation in both developed
and developing countries. Study of the
subject has so far obtained no "general"
result; the impact of inflation on nominal
revenue has been found to depend on institutional aspects of the tax structure and
the economy. In the United States and the
United Kingdom, for example, the real
burden of taxation automatically increases
as individuals are forced into higher tax
brackets. Three conditions are necessary
for inflation to increase tax revenues in this
way: (1) earnings need to rise with inflation; (2) the tax structure must be geared to
collecting more as earnings increase (that
is, it must be progressive); and (3) collection must be prompt. In some developing
countries, however, tax systems are generally not progressive, nor is collection efficient, so real tax revenues tend to decline
under inflationary conditions. A recent
analysis of Argentina's experience focused
on the collection lag between a taxable
"event" (for example, earning of income
or sale of a commodity) and the time when
the tax payment is actually received by the
government. If inflation is accelerating, this
collection lag results in a decline in real tax
revenue.
Between these two examples of inflation
increasing and decreasing real tax revenues, a "neutral" tax system might be
imagined, in which tax rates would adjust
to real incomes and collection would be
immediate; in this case, the tax burden
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would remain constant—insofar as it depended on elements of the tax structure.
But experience shows that it cannot be
taken for granted that adjusting the tax
structure can neutralize the impact of inflation on tax revenue. This argument assumes that tax bases (the type of income,
expenditure, production, or asset on which
the tax is levied) grow proportionately with
inflation. In many countries, however, tax
bases may grow systematically at different
rates than the general increase in prices.
This is particularly true in developing
countries, which often respond to excess
demand by maintaining an overvalued exchange rate on the one hand and by controlling imports and certain key prices on
the other. In countries where foreign trade
and taxes on a few products provide the
bulk of tax revenues, controlling the prices
on these goods can lead to a substantial
erosion in the tax base, without reducing
excess demand. This article will discuss
how inflation can erode the tax base and
show how this happened in Ghana during
the 1970s. Although Ghana provides a particularly clear example of tax-base erosion,
the same pattern is discernible in a wide
variety of economies in the developing
world.
The mechanism of erosion
In dealing with the question of how inflation affects tax bases in developing
countries, it is useful to examine the institutional setting. In a "free-price economy,"
prices of all goods and money (that is, the
Finance iy Development I September 1980

©International Monetary Fund. Not for Redistribution

31

price of money in terms of foreign exchange) change automatically in response
to excess demand, and each tax base retains a constant share of nominal gross domestic product (GDP). Many developing
economies, however, are "controlled," in
the sense that certain key prices—which
also tend to be important in determining
certain tax bases—are often set by the authorities and may rise much more slowly
than the general price level. Certain sectors
of these economies, moreover, typically
bear a heavy burden of taxation. Taxes on
foreign trade, for example, and sales and
excise taxes are important sources of revenue—with the bulk of excise revenue often
coming from a few products, such as beverages, tobacco, and fuel. Even corporate
income taxes are frequently derived from a
few easy-to-tax sectors, such as sugar, coffee, or minerals.
Since the prices that are controlled may
well affect tax bases that are important
sources of tax revenue in developing countries, such control will reduce the real value
of the tax revenu -s they yield. The thesis
that key prices and sectors do not maintain
their value in developing countries in inflationary circumstances rests on two propositions. First, that inflation is often accompanied by an overvalued currency and thus
by a decline in the foreign trade tax base;
and, second, that inflation is accompanied
by domestic controls and thus by a decline
in the sales and excise tax base.
If a floating exchange rate is adopted, or
if a currency is depreciated as domestic inflation increases, then inflation will not
cause the foreign trade tax base to decline
in real terms. But in many developing
countries the authorities are reluctant to
depreciate the currency to the full extent of
domestic inflation for a variety of reasons.
Some of these reasons may be economic.
They may believe, for instance, that the
supply of export goods will not respond to
the incentive of exchange rate depreciation; and they may also believe that an increase in the local price of imports will further intensify inflation. If imported goods
weigh heavily in the cost of living of large
segments of the population, depreciation
of the currency may be perceived as "politically" difficult. It may also be noted that
a change in the official exchange rate is a
discretionary measure that calls for action
by the authorities. For this reason alone,
movements in the rate may tend to lag behind the general increase in domestic
prices.
Thus, a typical policy response to domestic inflation may be, first, to maintain
an overvalued exchange rate. Overvaluation alone would tend to expand the foreign trade tax base by encouraging im32

ports, which are generally more heavily
taxed than exports in developing countries. However, given the relative absence
of capital inflows characteristic of the developing world, imports are limited by the
export trend, which in turn is slowed because the overvalued exchange rate discourages production for export. The authorities will then tend to impose controls
on imports, often through a foreign exchange licensing scheme. It is the combined impact of the overvalued rate and
import controls that leads to a decline in
the foreign tax base, as inflation accelerates
and as the authorities continue to manipulate the official price of foreign exchange.
The second proposition concerns the relationship between excise and sales taxes
and domestic output or sales. A common
response to inflation in developing countries, as elsewhere, is to control the prices
of certain necessities—generally in order to
control the consumer price index and
thereby, it is hoped, to control wages and
limit further inflationary increases. As inflation accelerates, price controls are extended to a wide variety of domestic goods.
Since excise and sales taxes are typically
based on "official" rather than "market"
prices, and since the prices of controlled
items by definition rise at a lower rate than
general inflation, it may be expected that
excise and sales tax revenues will also become smaller as a share of GDP.
The primary effects of tax-base erosion in
a controlled economy are on foreign trade
and sales and excise tax bases. But there
are secondary effects: taxes on income and
profits may also be eroded as price controls
and import licensing alter the distribution
of domestic income, shifting incomes
earned from "taxable" to "nontaxable"
sources.
This process begins as excess demand
creates parallel markets in which goods
imported at the official exchange rate and
scarce foreign currency command more
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than their official prices. The extent of such
parallel markets depends on the degree to
which the exchange rate is overvalued, and
on the will and ability of the authorities to
enforce official prices. The growth of these
markets tends to transfer income from those
who are obliged to sell at official prices to
those who are able to sell at parallel prices.
Since price controls are often more effectively administered at the factory or wholesale level, profits of domestic producers
may be effectively reduced, particularly
those of larger enterprises which tend to be
more effectively taxed. (Importers may also
be expected to report profits on the basis of
official prices.) While the taxable incomes
and profits of producers are reduced, middlemen who buy at official prices for resale
in parallel markets—and who typically fall
outside the limited tax net of developing
countries—gain higher income and profits.
Ghana: trade-base erosion
The mechanism of tax-base erosion is
widely applicable; many developing economies experience inflation without depreciating their exchange rate proportionately
and attempt to suppress excess demand
through import and price controls.
As an illustration, Ghana experienced
chronic excess demand between 1972 and
1978, which was reflected in an accelerating rate of domestic inflation, fueled by an
increase in government expenditure that
was financed by bank borrowing. In addition, relative price distortions slowed the
growth of exports and placed a constraint
on imports, leading to shortages of imported inputs and finished goods. Instead
of allowing the price mechanism to absorb
excess demand fully at a time of rapid
growth in money and credit, as well as
shortages on the supply side, the authorities attempted to maintain a system of price
controls on domestic goods and a fixed exchange rate, supported by an import licensing system. Thus, while part of the demand for goods and foreign exchange was
met at officially controlled prices, as the
disequilibrium persisted, the larger part
was satisfied in parallel markets.
Given Ghana's setting of excess demand and inflation in a controlled economy, what happened to government revenue? Estimated data for national accounts
between 1969 and 1978 indicate that total
revenue as a share of GDP fluctuated but
showed a definite downward trend. Revenue reached a high of 20.5 per cent of GDP
in fiscal year 1970/71, fell to 15.5 per cent in
1974/75, and dropped more sharply in the
period of accelerating inflation after 1974/
75. The data show that this fall in the tax
ratio was largely due to the slower rate of
growth of tax bases tied to controlled prices
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Chan 1
Ghana: rates of change in foreign trade tax base,
GDP and consumer price Index
{F'iKsl YU»r ending June 30)

Consumer price index

GDP
Foreign trade tax base

while GDP and consumer prices tended to
rise after 1970/71, the annual changes in
revenues from foreign trade were irregular
but distinctly lower, particularly after 1974;
75.
Since export receipts in local currency,
as well as the ability to import, are affected
by factors other than the level of the exchange rate, it is not always easy to prove
the correlation between an overvalued exchange rate combined with import controls
and a relative decline in the foreign trade
tax base. However, the data for Ghana
demonstrate the link on two fronts: both
the foreign trade ratios to GDP and the
annual rates of change indicate that foreign
trade tax bases have not kept pace with
GDP and that the downward trend has
been particularly clear in the recent years
of accelerating inflation.
Sales, excise erosion

Source: Bureau of Statistics. Miniilry at Finance and Coco* Marketing Board, Accra. Ghina.

on domestic goods and import prices set at
a fixed official exchange rate.
Since taxes on foreign trade account for
30-40 per cent of government revenue, the
foreign trade tax base (imports plus cocoa
exports) can be examined first. National
accounts data show that imports expressed
as a ratio of GDP tended to fall in the period from 1967/68 to 1972/73, to rise in the
next two years, and to fall sharply in the
years from 1974/75 to 1977/78, when domestic inflation began to accelerate rapidly
(see Chart 1). Cocoa bean exports (of the
official marketing board)—which represent
about 45 per cent of foreign trade in this

formulation of the foreign trade tax base—
followed a somewhat similar trend, particularly in the sharp fall associated with the
last four years of the period. In 1976-77,
world cocoa prices rose sharply, and this
is reflected in the rise in the foreign trade
tax base in the chart.
An alternative method of showing relative movements between the foreign trade
tax bases and GDP---since national accounts data may be unreliable—-is to compare the annual percentage changes in
GDP, in the consumer price index, and in
the foreign trade tax base (exports plus imports). This comparison demonstrates that,

In studying the trends in revenues from
sales and excise taxes, an initial difficulty is
the lack ot reliable production or sales data
such as exist for official exports and imports. However, a large proportion of the
revenue from excise and sales taxes comes
from three categories of goods: beverages,
tobacco, <ind petroleum products. In addition, excise and sales taxes are levied at the
factory stage, where prices on tobacco and
beverages are effectively controlled. Petroleum products are produced by a state monopoly that sets internal prices on which
taxes are levied. Thus, the wholesale price
index tor beverages and tobacco and for
tuel and electricity is used as a proxy for
the tax base on these products. The assumption of a constant level of real output
is probably realistic because shortages of
imported inputs led to a stagnation in production over the period as a whole. Using
these indices as proxy tax bases, the rates
of increase in wholesale prices for beverages and tobacco and for fuel and electricity can be compared with the rate of increase in the consumer price index and in
GDP (see Chart 2).
For the period 1968/69 through 1973/74,
the controlled prices for the major excise
products generally kept pace with increases in average consumer prices and
GDP. But in 1975, as inflation continued to
accelerate, increases in the prices of excise
products began to lag behind. As in the
case of imports and exports, the excise tax
base failed to keep pace with inflation in
the rest of the economy.
Resource allocation
In addition to its impact on total government revenue through the erosion of tax
bases, a dual price system, such as the one
in effect in Ghana, may also have a povvf iiiamv &• Den'hfimeiit I September 198(1
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Ghana: increases in prices of excise products,
GOP, and consumer price index
I Fiscal year ending June 30}

Consumer price index
GOP
Beverages and tobacco price index (proxy base)
Fuel and electricity price index (proxy base)

Source 1 Bur«u of Statistics. Ministry of Finance. Accra. Ghana.

erful impact on the allocation of resources.
As noted above, the primary impact of the
maintenance of an overvalued exchange
rate combined with import controls is to
reduce the foreign trade sector relative to
the rest of the economy. Domestic production as a whole may then be reduced because of its dependence on imported inputs.
In Ghana, the effect of the dual price
system that resulted from official price
controls was felt most strongly in the cocoa
and manufacturing sectors. Ghana has traditionally supplied about one fourth of the
world's cocoa production; cocoa is the
34

foremost source of foreign exchange and a
major source of tax revenue. The dual price
system means that a farmer can sell his cocoa at the official producer price to the Cocoa Marketing Board or at an unofficial
price to the neighboring countries of Ivory
Coast and Togo.
How different were these prices? Trends
in Ghana's official producer price may be
measured by deflating this nominal price
by the consumer price index to obtain a
"real" producer price. The producer price
may then be compared with that of neighboring countries, using both the official
and the parallel market rates for the cur-

rency. Using the first measure, a downward trend in the real producer price in recent years was apparent, reflecting a similar
trend in farmers' real incomes. The official
producer price fell by about 44 per cent in
real terms between 1967/68 and 1977/78. A
comparison of Ghana's producer price
converted at both official and parallel market rates shows that Ghana's producer
price in 1976 was below those of its neighbors by both measures. Increases in
Ghana's producer price in September 1978
raised it above those of both neighboring
countries when expressed at the official
rate of exchange. At the parallel market
rate of exchange, however, the producer
price in neighboring countries was much
higher than the price in Ghana.
Given the low official (producer) price,
the cocoa farmer could in theory respond
by devoting less effort to cocoa crops,
switching to other crops, or smuggling cocoa to neighboring countries. There is evidence that all three effects took place. Official sales to the Cocoa Marketing Board
fell from an average of 430,000 metric tons
in the 1969-72 period to 277,000 metric
tons in 1977/78. Prices of other crops, such
as rice and maize, were allowed to rise
freely, and farmers seem to have substituted these crops for cocoa. The output of
maize, for example, was estimated to have
risen from 286,000 metric tons in 1976 to
408,000 metric tons in 1978. An important
aspect of the shift for public finances is that
cocoa is heavily taxed, while maize is completely untaxed. The amount of cocoa
smuggled into neighboring countries is
difficult to quantify, but smuggling in
1977/78 was estimated to have amounted
to a minimum of 10,000 metric tons.
A less dramatic impact of the dual price
system occurred in the manufacturing sector. Since ex factory prices were more effectively controlled than retail prices, profits of farmers were held down, and
production and investment tended to decline. As in the case of agriculture, output
shifted from a relatively highly taxed activity (manufacturing) to a lower taxed activity (retailing).
Tax-base erosion occurs in a wide variety
of conditions in developing countries trying
to cope with excess demand pressures by
using similar measures. In too many cases,
the resulting tax-base erosion may exacerbate the problem of containing excess demand by contributing to a vicious circle in
which the fall in real tax revenue tends to
widen the fiscal deficit, itself a major cause
of disequilibrium. Policy changes intended
to forestall the erosion of the tax base that
would otherwise occur can therefore make
an indispensable contribution to the stabilization efforts of such countries.
HD
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Community health care
in developing countries
Many of the health problems of the developing world can be
alleviated relatively easily, yet they continue to be responsible for
widespread disease and ensuing loss of life and economic
productivity. Often it is not only the amount spent on health care but
also the way it is spent that is to be blamed. This article reviews
recent experience with community-based primary health care—an
efficient, low-cost method of reaching great numbers of people in
developing countries.
Fredrick L. Golladay

Few developing countries have formulated
health policies based upon detailed assessments of the socioeconomic costs and benefits of different approaches to health care.
As a result, expenditures for health care in
many cases are not as effective as they
could be. This realization has produced renewed emphasis on the need to evaluate

health care policies and programs in the
developing world in order to make them
more appropriate to the prevailing needs
and resources. Studies, conducted by the
countries themselves and agencies such as
the World Health Organization (WHO)
and the World Bank, have concluded that
health care systems need to be expanded
and improved at the community level in
order to reach the great majority of people
who presently do not have access to adequate health care.
Although countries differ in their level of
development and in the magnitude of their
investment in health, health care systems
in many developing countries share certain
major characteristics:
• Government expenditures on health
in low-income countries are very low.
• The. overwhelming majority of people,
especially the poorest, cannot easily reach
a modern health care facility.
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• Most spending is for curative medicine, high-cost hospitals, and highly trained
medical personnel.
• Existing programs of health care are
frequently inefficient in their use of financial and human resources.
Government expenditures on health in
low-income countries seldom exceed 2 per
cent of gross national product (GNP). Almost half of the 86 developing countries for
which data are available spend less than
$2 per capita a year on health care; 22

public hygiene add to the problems of
health maintenance. Undernutrition frequently makes people more susceptible to
disease and lessens their chance of recovery.
Inadequate coverage
An estimated 70 per cent of people living
in developing countries do not have easy
access to a modern health care facility for a
number of reasons. Lack of roads and public transportation prevent vast numbers of

Health expenditure as percentage of gross domestic product1
Developing countries (1970)

Ghana
Honduras
India
Pakistan
Philippines
Sri Lanka
Sudan

Developed countries (1973-75)

Government

Private

1.1
1.9
0.4
0.9
0.4
1.8

2.9
3.2
2.1
1.5
1.5
1.2
1.5

2.2

Government

Private

5.0
4.2
5.1
5.1
6.7

1.5
0.8
1.7
2.2
0.6
0.6
3.9

Australia
Belgium
Canada
Netherlands
Sweden
United Kingdom
United States

4.6
2.4

Source: Richards, P. J., Some Distributional Issues in Planning for Basic Needs Health Care: A World Employment
Research Working Paper, Provisional Draft, Income Distribution and Employment Programme, International Labour Office,
Geneva, June 1979, p. 3.
1
These figures must be taken as approximate, since major items may be missing from the public and private side.
Comprehensive and accurate data are rarely available; there are often numerous, disparate, and not easily quantifiable
sources of finance for health care services within a country. Sources may include the central government, state and local
governments, insurance plans, private households, voluntary organizations, employers, lotteries, etc.

countries spend less than $1 per capita. By
comparison, in 1976 the average per capita
government expenditures for health were
$550 in Sweden and $171 in Japan. There is
an emphasis in developing countries on
high-cost, individual, curative medicine—
for example, the operation of expensive,
well-equipped hospitals staffed by highly
trained medical personnel—and these facilities are concentrated in urban centers.
In Ghana, for example, 62 per cent of physicians in 1969 resided in urban areas,
where 15 per cent of the population lived.
The limited data available suggest that private expenditures for health in developing
countries are often considerably greater
than the amount spent by governments. In
fact, the ratio of private expenditure on
health to government expenditure is generally far larger than that in the developed
countries (see the table). However, much
of the private expenditure is for the services of traditional healers and for drugs of
controversial value.
The health problems of developing
countries are typically those associated with
poverty. However, they are generally more
severe than those in industrialized countries and often occur in the form of multiple diseases because the tropical environment encourages the growth of diseasecarrying insects and the transmission of
disease among the population. In addition,
the inadequate housing, clothing, and
36

rural patients from obtaining health care.
Pregnant women and small children—those
whose needs are greatest—typically find
travel especially difficult. An Indian study
showed that the proportion of the community attending a dispensary was found
to decrease by 50 per cent for each additional half mile between the community
and the facility. (H. Frederiksen, Maintenance of Malaria Eradication, World Health
Organization, Geneva, February 1964.) Research in Africa has concluded that utilization there declines by half for each two
additional miles of travel. Where health
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services are available, supplies of drugs,
pesticides, and other essential materials
are often unreliable. The resulting interruptions in the services frustrate patients
and discourage them from relying on local
health facilities. In many cases, the services
provided are not adequate. Charges for
services or drugs are often not affordable,
and people in the subsistence sector frequently do not have the cash to pay for
them. Even where care is consistently
available, costs of transportation to a health
facility and the loss of income that results
from absence from work frequently exceed
the economic resources of many of the
poorest people.
Providing health services nationwide will
not be easy for any government. Even the
most developed countries find that assuring ready access to care is typically too
costly and difficult. Developing countries
have an acute need for low-cost, self-sustaining, and effective health care systems
that can be established and operated within
scattered communities.
The state of health
The urgent need for better health care is
quite obvious from a review of the state of
the health of the developing world.
About 16 million children under five
years of age died in 1979 in developing
countries. Five million of these deaths could
have been prevented by immunization
against the six most common diseases of
childhood—measles, polio, tetanus, diphtheria, whooping cough, and typhoid.
Nearly 6 million children—all under the
age of one year—died as a consequence of
the mother's undernutrition during pregnancy. In addition, those who reach adulthood in the poorest countries sacrifice up
to a third of their potential working lives
by succumbing to fatal diseases.
Much greater human and economic costs
are imposed by nonfatal illnesses. Reports
are very sketchy, but, even so, the numbers are staggering. At least 5 million children are blinded or permanently crippled
in the developing world each year—most
of them as a result of polio, a disease for
which safe, effective vaccines are available.
The WHO estimates that 2-3 million children are severely retarded each year by
readily preventable diseases.
The tragedy of disease in developing
countries is that many of the most serious
health problems are either preventable or
curable by simple, inexpensive, and safe
methods. For example, a recent World Bank
study of health conditions in Mali, West
Africa, found that 90 per cent of infant
deaths resulted from faulty care of pregnant women and insanitary delivery practices. Similarly, infant "weanling diarrhea"
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is a major killer of children in most of the
world, yet its prevention or cure is inexpensive and simple. The problem can be
avoided by good hygiene and adequate
nutrition. Alternatively, body fluids lost
because of diarrhea can be restored cheaply
at home by administering a solution of
boiled water, salt, and sugar by mouth.
However, in much of the developing world,
ample supplies of safe water and adequate
facilities for the sanitary disposal of human
wastes are not yet available. Where clean
water and sanitation are provided, poor
hygienic practices often negate any potential reduction of diarrheal disease.

Chan 1
Organization of a community baud health system serving about 1 million people

National or regional referral hospital
Staffed by: specialists, subspecialists, large number of support staff.

Community health services
Since on the whole it is the poor and neglected, living mainly in the rural areas in
the developing world, who lack essential
health care and an understanding of the
importance of nutrition and hygienic practices, the problem becomes one of how to
serve them best. Many countries are responding by establishing community-level
health care facilities that make use of community health workers rather than doctors.
But the practical difficulties of too few and
too hastily trained health workers, of limited transport, and of inadequate and erratic supplies are compounded in most
countries by widespread reluctance to rely
upon community health workers. These
problems do not mean that the approach
itself is incorrect, but rather suggest that in
most countries sustained efforts to adapt
and strengthen it are required. A large
number of developing countries are now
implementing a second generation of community health programs that incorporate
the lessons of experience from the first.
In order to bring health care closer to
people who have been underserved in the
past, a three-tiered pyramidal approach to
the provision of health services is being
used (see Chart 1). The first level is the
community health center, the second is the
rural or urban polyclinic, and the third is
the referral hospital (often at a district level).
Community health facilities are being constructed all over the world. These facilities
are usually described as health posts, dispensaries, mini-posts, or community health
centers. They are typically staffed by locally recruited persons who have been
given six months to two years of training.
The buildings are typically of local design
and materials and are very modestly
equipped. These facilities are intended to
extend the coverage of the health care system rather than to supplant it. They rely
upon existing polyclinics, district hospitals, and health centers for logistical support, supervision, and, in many instances,
training. They seek to provide two thirds

4-5 District hospitals, each serving about 200,000 people.
Staffed by: general practitioners, physicians, obstetricians, pediatricians, general surgeon,
administrative staff, sanitary inspectors, nurses, and midwives.

20-25 Rural health centers or urban polyclinics, each serving about 40,000-50,000 people.
Staffed by: nurse/midwife/family planning aides, health auxiliaries, sanitarian aides.

300 Local health posts, each serving about 2,000-5,000 people.
Staffed by: community health workers,
Source: Health Sector Policy Piper (World Bank. 1980).

or more of health care, including supervision of pregnancy, midwifery, care of newborn children, immunization, treatment of
endemic diseases (such as malaria), and
emergency care for injuries. Tasks requiring complex equipment, such as laboratory
diagnosis and surgery, are conducted at
higher levels after referral of patients by
community health workers. Health and
hygiene education are also major responsibilities of community health workers.
Nearly a decade of experience with lowcost health care—in countries as diverse as
Botswana, Brazil, the People's Republic of
China, India, Iran, Jamaica, and Sudan—is
now available. This experience shows that
the achievements at recently constructed
local health facilities have often been disappointing. One problem has been matching the supply of their services with demand for them. Particularly in Southeast
Asia, rural health centers and community
health posts are virtually unused—by-

passed by patients who prefer to attend
larger, more sophisticated facilities. In other
areas of the world—most notably subSaharan Africa—large numbers of people
use community health facilities but receive
only minimal attention from staff. In East
Africa, many village health workers see up
to 90 persons an hour.
Efforts to provide accessible low-cost care
have also been frustrated by lack of supplies and personnel. Drugs, dressings, and
other materials are often exhausted a few
days after receipt. This is sometimes due to
poor planning; however, more often the
quantities ordered are adequate for several
months, but run out because of improper
use—patients may hoard drugs at home or
medical officials may overprescribe, for example. Such activities waste funds and
may even injure, rather than promote,
health. In addition, the sale of drugs on
the black market is a common problem.
Because dispensers, nurses, medical assisFinance & Development I September 1980
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Chart 2
Sample diagnostic flow chart for use by community health workers
Jaundice in first four weekt of life
Refer
to
hospital

Admit to
the nearest
health canter
or hospital

Treat in
outpatient
clinic

diseases. This undermines a community's
confidence as well as the workers' own
confidence in their professional ability. Inservice and continuing education, and referral of difficult problems to more sophisticated facilities can minimize this problem.
New methods for training health workers
are being devised to improve their competence (see Chart 2).
Improvements

Source World Health Organization (19781. Flow Chens developed by Dr. 8 Euu.

tants, and even physicians are ill paid, they workers prescribe three or more drugs to
may supplement their government salaries patients when in doubt about the cause of
illness, hoping to cover the most common
by illegal sales of drugs.
A number of countries—especially the ailments. This practice not only wastes the
smaller, poorer countries—confront severe drugs and supplies but also promotes reproblems in financing salaries and pur- sistance of disease organisms to drugs such
chasing drugs. Health budgets are too as penicillin, which are widely available at
small, and workers most distant from the low prices. The type of training given to
capital are the least likely to be paid. Be- these health workers also causes problems
cause pharmaceuticals often must be pur- in many countries. Patients expect health
chased from abroad, foreign exchange con- workers to render instantaneous diagnostraints are also serious. One Saharan sis, and they distrust the systematic apcountry has been forced to turn to increas- proach of Western health care. Rural health
ingly expensive suppliers as its credit rat- workers are sometimes influenced by coming with pharmaceutical manufacturers has munity leaders and traditional healers to
abandon the practices they have been
declined.
The performance of community health taught. Since these workers are typically
workers, too, has often not been as effec- young and of modest social status, they are
tive as expected. The need for health care often unable to resist such social pressures.
Yet another reason community health
in some countries has put so much pressure on health workers that they are almost workers are not as effective as they should
prohibited from providing careful diagno- be is that they are not trained in the disis and precise treatment. Many health agnosis and treatment of locally important
38

Experience from these early efforts in
community-level health care provides a
basis for improving the second generation
of programs now being initiated. Many of
the improvements center on the relationship between the health worker and the
community he serves. If the health worker
is to gain the respect essential for him to be
effective, he must be given sufficient training, equipment, and supplies so that he is
not forced to refer more than a minimum
number of patients to higher levels. Very
high referral rates undermine the community's confidence in the health worker and
also increase the probability of patients'
bypassing him. For the same reason, the
health worker should be mature enough to
enjoy the respect of the community. Early
programs exaggerated the importance of
formal education for health workers; it is
now clear that it is more important for
them to have had children themselves and
personal experiences with the health crises
experienced by the people they will be
treating.
Other improvements to existing rural
health systems concern supervision. It has
been found that, if at least part of the
health worker's salary is paid by the government, the operation is more susceptible
to discipline than it would otherwise be,
since a government salary increases the
possibility of sanctions from health officials. Only a very few countries (including
the People's Republic of China) have succeeded in making the community responsible for the salary of the health worker
without sacrificing efficiency. Moreover,
relying solely on local finance tends to favor high-income communities.
Frequent supervision of the community
health worker is essential—both to provide
in-service training and to ensure that performance meets minimal standards. The
isolated, modestly trained health worker is
rarely confident of his or her skills and
often confronts problems for which he was
not trained. Each health worker should be
visited regularly by staff from neighboring
dispensaries, health centers, and hospitals, as well as from the office of the regional medical officer. Written reports
should be used sparingly, but the infor-
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mation that is collected should be promptly
analyzed and followed up. Supervision
should provide numerous contacts with
supervisors to compensate for the inevitable breakdowns in transport, to ensure that
a broad range of issues (from clinical care
to drug management) is considered, and to
reduce the crisis character of visits from the
outside. Establishing standards for the use
of drugs and supplies and then carefully
monitoring the demands of individual
health workers are necessary to avoid misuse and/or misappropriation of drugs.
Further, health workers must be made
accountable to the community, especially
through recognized organizations, such as
the local council or village development
committee. The community can monitor
such aspects of performance as the hours
of service, the use of drugs and materials,
and the care provided. But how far the
health worker should be made formally accountable to the local authorities has to depend on the local situation. In some cases,
supervision can be successfully exercised
by the community. In others, program directors argue that complaints are resolved
most rapidly and effectively if health authorities at a higher level deal with them.
Priorities
Building effective systems of low-cost
health care will require sustained efforts,
continuous modification of approaches, and
experimentation. However, the gains in
human welfare are potentially dramatic,
and the financial costs are relatively mod-
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est. The overwhelming importance of good
health to individual well-being and to economic performance implies that governments should assign high priority to improving services that contribute to the
control of disease.
A simple infrastructure for local health
services employing community health
workers is important. This primary health
care approach would not only extend the
effective coverage of basic health care but
would also afford a mechanism for surveillance of disease, health education, promotion of family planning, monitoring of sanitation, and targeting of disease control
programs. The acceptance of community
health workers hinges on their ability to
meet a substantial part of the needs of the
community. Thus, they must be integrated
into a system of supervision, logistical support, and referral. These parallel, supportive programs must be introduced concurrently with the program of community
health care.
But community health services should
only be part of a wider system. Perhaps the
most basic step for most countries is to
strengthen programs to control endemic,
vector-borne parasitic diseases—especially
malaria, sleeping sickness, and schistosomiasis (bilharzia). These programs can
be made efficient and be effectively operated without significant changes in the
habits and practices of the people who
benefit. The basis for such disease-control
programs already exists in most of the affected countries.

Change
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A second priority is to expand the coverage of childhood immunization programs. These activities require very little
effort on the part of those who benefit and
generally may be organized without an extensive local infrastructure. Sierra Leone,
for example, does this well by employing
teams of recruiters, who enlist the assistance of local leaders in gathering together,
immediately before the vaccinators arrive
in a village, all persons who should be immunized.
Improvements in nutrition, hygiene, and
sanitation are also necessary in order to
reach the full health potential of most communities. Major investments in these areas
will generally be required to improve the
quality of services significantly. Moreover,
the benefits of greater availability of nutritious foods and safe water will be realized
only with marked improvements in the
practices of individuals and households. In
view of the large investments necessary to
improve services, it seems preferable to coordinate these outlays with the expansion
of effective primary health care.
HD
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Reflections on the
international monetary system
Albert S. Gerstein

The main speaker at the 1980 Per Jacobsson Lecture was
Guillaume Guindey, former General Manager of the Bank for
International Settlements (BIS). Charles A. Coombs, a former
Senior Vice President of the Federal Reserve Bank of New York,
provided commentary on Mr. Guindey's address. The Lecture was
held at the BIS headquarters in Basle, Switzerland on June 8.

Guillaume Guindey began by assessing the
highlights of the existing international
monetary system and the flexible, realistic,
and pragmatic way in which it has been
able to adapt and evolve.
He noted that while par value changes
are no longer subject to the approval of the
International Monetary Fund, and deficit
countries can obtain credits through the
private sector without having recourse to
the Fund, the latter continues to exercise
influence. He observed that we tend to
overlook what members might be tempted
to do but for the Fund's existence.
Moreover, Mr. Guindey argued, the
existence of other forums for monetary cooperation neither emasculated the influence of the Fund nor weakened the system. The BIS, now celebrating its 50th
Anniversary, offers a special vehicle for cooperation among central banks, and works
in harmony with the Fund. Indeed, the late
Per Jacobsson, Managing Director of the
Fund from 1956 to 1963, and the late Gabriel Ferras, General Manager of the BIS,
had moved from one organization to the
other to positions of important responsibility. Other forums in the international community, such as the Organization for Economic Cooperation and Development
(OECD) and the European Monetary System (EMS), and small working groups in
Basle, all serve in a complementary way to
solve problems arising in particular countries or in relations between countries. Mr.
Guindey observed that in all these inter-

relationships the Fund is in a position to
ensure that nothing is done within those
other forums to run counter to the Fund's
fundamental objectives.
He observed, furthermore, that neither
floating exchange rates nor fixed exchange
rates should in reality have a negative impact on the functioning of the international
monetary system. The recent measures
adopted by the United States to avoid erratic fluctuations in exchange rates for the
U.S. dollar and the ability of the EMS
member countries to make adjustments in
parities as needed have resulted in a reduction in the difference between managed floating rates and fixed but adjustable
parities.
Finally, he discussed the controversial
issue of the role of gold in the existing system. In his view, gold must necessarily
play an important role because of its particular qualities. He was pleased to note that
the system had adopted a pragmatic approach to the issue of gold, namely, to treat
it like any other commodity. The official
price, as previously prescribed in the Articles of Agreement in the Fund, has been
deleted. This new approach permitted central banks to choose any method for accounting for their reserves in gold.
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Suggested improvements
Mr. Guindey then addressed unresolved
problems. He thought that too much of the
burden for meeting economic problems
has been placed on the monetary authori-

ties and argued that there should be greater
recourse to fiscal measures, especially in
the field of budgetary policy. He recalled
the OECD report of the mid-1960s on this
issue, and thought more attention should
be paid to the recommendations of that report than in fact has been paid, although,
he added, monetary policy is a good vehicle in the fight against inflation and as a
way to stem the tide of depreciating currencies.
Mr. Guindey paid particular attention to
the "vulnerability" of the dollar. He noted
that this vulnerability stems, at least in
part, from an "overpessimistic appraisal of
the external accounts of the United States."
He pointed out that, of the total volume of
balance of payments (BOP) deficits over
the past 20 years, only one sixth resulted
from current account deficits. The remainder was accounted for by deficits in the
capital account. The latter, he suggested,
represented substantial overseas investment which added to income from abroad
and potential for substantial capital gains.
A proper evaluation of the true value of the
dollar must take such considerations into
account. On the other hand, it should be
recognized that the accumulating "overhang" of foreign-owned U.S. dollars, subject to political and economic pressures,
leads to instability and vulnerability. Instability and erratic behavior of the exchange
rate for the dollar, especially in light of the
existing inflation, has been a source of concern. Mr. Guindey observed with satisfac-
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tion that, beginning in 1978 and later in
1979, the United States showed that it was
prepared to take measures to deal with the
instability of the dollar at the same time as
it sought cooperation among central banks.
In his view, the problem of the continuing
vulnerability of the dollar, because of the
overhang, should be dealt with by actions
that supplement the 1978 and 1979 measures.
This could be done through "proper cooperation between the principal creditors
and the debtor country itself," in the form
of loans by foreign central banks denominated in their currency to the central bank
of the debtor country. This would ensure
the financial support by the central banks
and, in the case of the dollar, would lessen
its vulnerability to possible speculative attacks. He noted that some might argue that
the foregoing proposal would have little
chance of acceptance in the United States.
However, there is ample precedence in the
Roosa bonds, the swaps with certain central banks, and the issue of Carter bonds in
the Federal Republic of Germany and
Switzerland, In his view, common sense
dictates the validity and therefore the acceptability of this approach. It affords the
necessary financial support and, at the same
time, places the burden of intervention and
the exchange risk on the debtor country.
In addition, he felt that consideration
should be given to "ad hoc agreements between central banks" that would allow
those wishing to diversify their reserves (in
the form, for example, of accumulations of
dollars as a result of past intervention) "to
buy Roosa bonds denominated in currencies other than the dollar, directly from the
Federal Reserve System." This would reduce the overhang and would not be likely
to lead to a stampede, as the bonds would
yield "a much lower interest rate than dollar assets." Moreover, the very existence
of such an arrangement "would help increase the confidence of all dollar holders
in the world." In addition, Mr. Guindey
recalled that the increase in the price of
gold has provided the U.S. Treasury with
"a huge capital gain in dollars" that was
"large enough amply to offset the merely
contingent exchange losses which might be
incurred on account of some indebtedness
to other central banks in currencies other
than the dollar." His recommendation, in
short, was for a new reserve instrument
(in addition to such existing instruments
as the dollar and the special drawing right),
namely, "claims on the Federal Reserve
System (or perhaps on other central banks)
denominated in currencies other than that
of the debtor."
In his concluding remarks, Mr. Guindey
observed that "in addition to the intrinsic

vulnerability of the dollar unfortunately resulting from domestic inflation in the
United States, there is an artificial vulnerability which it should be possible to remedy by rather simple means. In other
words, 1 believe that the illness of the dollar is to some extent illusory."
As for the international monetary system, he concluded that, aside from what
governments might suggest by way of additional changes in the Articles of Agreement of the Fund, his suggestions for improvements through adaptation to the
present system should be considered. In
this regard, he stated " . . . we live in a
viable system which, though not perfect,
has very positive aspects, and which could
be improved from the standpoint of effectiveness in particular if a number of arguable views were to be corrected."

Comments by Charles Coombs
In his commentary, Mr. Coombs expressed basic agreement with the suggestion of more liberal use of exchange rate
guarantees by debtor countries in connection with international financing in the effort to stabilize the international monetary
system. In effect, he thought that Mr.
Guindey's proposal resembled the operational procedures that had been devised in
the 1960s for similar objectives.
Mr. Coombs, however, noted that the
circumstances of the 1980s, namely, the
absence of parity for the U.S. dollar, were
different from those of the 1960s when the
principal intervention in support of the
dollar was by foreign central banks in their
own markets. With the dollar subject to its
present wide fluctuations, the U.S. authorities would want to take the major intervention decisions themselves rather than
have them made by the foreign central

Albert S. Gerstein

a U.S. citizen, joined the
Legal Department of the
Fund in 1948 and was
Deputy General Counsel
from 1964 until his
retirement in 1975. He
received his undergraduate degree from Howard
College and his LL.B. degree from Harvard Law
School (U.S.A.). He is Vice President of the Per
jacobsson Foundation.

banks. In his view, the Federal Reserve
could, on occasion, seek a foreign central
bank to support a certain exchange rate
level with the understanding that the resultant dollar receipts would "be mopped
up by the Federal Reserve through a drawing on the swap line and consequent provision of an exchange guarantee." An enlarged scale of exchange guarantees should
involve prior, informal, and bilaterally negotiated agreements with selected central
banks rather than an agreed formal principle to initiate support operations. Those ad
hoc, agreed arrangements should not preclude acceptance of uncovered dollars by
foreign central banks, or uncovered foreign
currency by the Federal Reserve, in support of the stability of the international financial system. As for reserve diversification, this should be handled by the BIS
through flexible arrangements among a
small number of countries.
Moreover, whereas such international
credit facilities as Roosa bonds, swaps, and
so forth, were unconditional during the
1960s, conditionality should now be accepted as an element in the negotiated arrangements. Conditionality was applied in
the mid-1970s "when the dollar temporarily shifted to creditor status." Mr. Coombs
felt that by the same token, the United
States "can hardly object to the same
standards of discipline that it has required
of others." Recourse to conditionality, in
his view, would give creditor countries
some assurance against an inflationary impact as a result of the use of the credit facility.
With respect to gold, Mr. Coombs agreed
with Mr. Guindey on the benefit to be derived from defusing the controversy around
the issue. He added that while he would
not favor a return by the United States to
official convertibility of the dollar into gold
at a new, official, fixed price, he saw no
case for getting rid of gold as a monetary
reserve asset. In this regard, he observed
that the efficiency of the international
monetary system would be enhanced if the
United States sold gold in support of the
dollar to foreign central banks in exchange
for their respective currencies. He expressed the hope that certain central banks
would "become sufficiently confident of
the future of gold as a monetary reserve
that they might stand ready to supply their
currency in exchange for U.S. gold at a rate
not too far off prevailing gold market price
levels." He concluded by stating: "Such
gold sales to foreign central banks at U.S.
initiative would be the most effective way
of mobilizing the enormous strength of the
U.S. gold reserve position in support of an
orderly functioning of the international
monetary system."
ED
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Book
notices
Robert Z. Aliber

Exchange Risk and Corporate
International Finance
Halsted Press, a Division of John Wiley and Sons, Inc.,
New York, N.Y., U.S.A., 1978, ix + 164 pp., US$21.95.

The strength of this book is that it attempts
to provide a single consistent framework for
international corporate finance decisions
based on a specific model of the behavior of
interest rates and exchange rates. Its weakness stems from its attempt to provide simple answers to questions that remain unresolved. Specifically, while there seems to be
considerable consensus among economists
on the underlying long-term behavior of these
variables—particularly that of the relationships between exchange rate variations and
interest rate differentials, intense controversy continues to exist over the causes and
effects of their short-run behavior. Aliber's
framework does not go far in explaining the
areas of disagreement. The book is technical, and although accessible to anyone with
minimal familiarity with financial markets, it
is designed for readers with an advanced
level of knowledge and interest in the subject.
The backbone of the book consists of a
simple, concise explanation of the general
relationships between expected exchange
rate changes on the one hand and interest
rate differentials, actual exchange rate
changes, and price levels in different countries on the other. The primary determinants
of exchange rate changes are seen to be
the relative growth rates of countries' money
supplies adjusted for differences in the
growth of their money demand. Although
this "monetary approach" has, in recent
years, received widespread attention as the
most systematic explanation of exchange
rate behavior, alternative analyses place
greater emphasis on such factors as overall
portfolio allocation decisions, the current account, and developments in the real economy, none of which Professor Aliber directly
incorporates into his theory. Furthermore,
although the role of expectations in exchange rate determination is discussed, the
limitations on exchange rate forecasting
posed by the enormous difficulties in measuring expectations also deserve more emphasis than they receive.
The second aspect of the author's framework deals with the question of whether asset markets in general, and foreign exchange markets in particular, are "efficient"
in the sense that assets denominated in different currencies can be expected over time
42

to earn identical returns for a given degree
of risk. This view implies that current asset
prices, including exchange rates, fully incorporate all expectations about future price
movements. The operational implication of
this approach is that without " inside" information about future changes in asset prices,
market participants cannot make larger than
average profits systematically overtime. The
question of whether asset markets are efficient has been the subject of considerable
empirical work, especially among doctoral
students in international finance. Despite
the substantial volume of recent literature on
this topic, and the quite sophisticated character of much of this work, no clear answers
have emerged. While one could not reasonably expect the question to be answered in
this book, the author might have made
clearer than he does the inconclusive nature
of the current evidence.
The exposition of the analytical framework presented in the book is tested against
a brief, but very useful, examination of the
relationship between price level and exchange rate movements and interest rate
differentials and exchange rate movements
for up to 50 countries over 25 years. One
general conclusion reached is that purchasing power parity holds among the currencies
examined over periods longer than five
years but not consistently over shorter periods. Furthermore, both long-term and shortterm interest rate differentials between
countries are found to have a tendency to
reflect actual exchange rate changes with
a sufficient degree of accuracy as to imply
that differences are statistically insignificant.
Finally, some evidence on political risk in
foreign investments is examined.
The comprehensive framework for evaluating international financial decisions is followed by a stimulating and tightly reasoned
attempt to develop a modus operand! for
financial decision making based upon these
principles. There is a brief description of
methods that a firm could use to alter its
exposure to foreign exchange risks and political uncertainties, with a consideration of
the costs and returns of each. There is also
a very interesting discussion of the difference between a firm's exposure to risks in
accounting terms and in terms of the economic framework developed in the first part
of the book; this analysis highlights the possible distortions to the firm's methods of
handling exchange risk when it seeks to
satisfy accounting rather than economic
criteria.
Susan M. Schadler

M. S, Mendelsohn

Money on the Move:

The Modern International Capital Market
McGraw-Hill Book Company, New York, N.Y., U.S.A.,
1979, x + 291 pp., US$16.50.

In this valuable book, Mendelsohn tells us
what the modern international capital market is, how it arose, how it works, and where
it seems to be going. The framework for his
analysis is how the market has handled a
very large part of the international imbalance between savings and investment—between national economies in current balance of payments (BOP) surplus and those
in BOP deficit—since the late 1950s.
This broad framework and the exposition
of the market's role and origins in Part One
are particularly useful compared with the
overly dramatic and manifestly ephemeral
articles on the Eurocurrency market of which
one has seen so many. Mendelsohn, rightly,
does not ascribe the early growth of the
market to any one cause. He gives a broad
view of the interaction of a number of
events: the end of the dollar shortage, the
establishment of convertibility, the emergence of a dollar glut, and the final years of
the Bretton Woods era. This reviewer would
have added to the list of causes the growth
of multinational corporations and the migratory movements—first of U.S. and then of
other transnational corporations, followed
by their domestic banks. Mendelsohn's estimates of the size of the international market are particularly useful. He also relates
the size to the international financing of investment—the relevant measure even if
data limitations make the comparison necessarily impressionistic.
The author concludes that the market
seems to have filled a political vacuum as
well as to have met an economic need.
There was the need for an international
monetary system in the late 1960s and in
the early and mid-1970s. During much of
this period, national politicians and their officials were at loggerheads over the creation
of a system. Meanwhile, the private institutions in the market were a substitute for it
and dealt effectively with the grave disturbances of 1973-75 and, in this sense, provided an efficient international financial
mechanism based upon the international
banks. Mendelsohn goes on to caution us
that the market cannot "solve" the problems
created for the world economy by higher energy costs and rapid changes in the location
of industrial production from North to South.
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notices
But it can provide temporary financing to
give countries time for national policies to
be made more effective and for international
arrangements to be put into effect. By 1980
there was promise of both but no certainty
of either.
Part Two is an account of the mechanics
of the market. There is a step-by-step description of how Eurocredits are arranged
and for whom, what costs are involved, and
the advantages and disadvantages of this
form of borrowing. There is a similar review
of the Eurobond market (distinguished here
from foreign issues on national markets,
which are far more closely regulated) with
information on the amount and nature of
borrowing by countries, divided into familiar
groups: the industrial countries; Eastern Europe; oil exporters; developing countries,
with one addition— the"Newer Industrialized Countries" (NICs).
The author rightly points out in Chapter 17
that there is a great deal of confusion about

how to classify countries. As he says at the
outset, the market has generally drawn savings from industrial economies in BOP surplus and lent them to those in deficit, mostly
developing countries. Certainly, this has
been the case for many years. But most
"mature" national economies—and, more
and more, industrializing countries—both
borrow and lend abroad. Moreover, the net
position of these (and other) economies may
change from year to year. Witness Italy, Japan, and the United States; remember the
"oil surplus" countries which had a surplus
for only one year (such as Indonesia); and
keep in mind the "maturing" NICs.
In two most interesting short chapters at
the end of Part Two, Mendelsohn deals with
such topics as the portfolio choices of investors, the equity cult, and the effects of inflation on investors' choices. The reviewer must
add that, although the equity cult is by no
means dead, it may prove to have been
brought back to life by rapidly rising prices

(rather than by an encouragement of stable
economic growth as the author suggests).
But that remains to be seen.
Part Three—on the background of individual markets, the characteristics of the securities and the "managers," and the costs,
risks, and rewards involved—may seem less
obviously attractive to those mostly interested in the broader aspects of international
banking. They should persevere because it
is a remarkably concise and informative account. Finally, in short appendices, there is
a chronology, a very useful summary of the
size of the main financial centers, a very
good annotated bibliography of basic information and analysis—particularly the official
sources (Appendix 3, Sources of Market Information), and an International Market
Glossary.
It is unusual to read a concise, accurate,
and technical analysis within such an enlightening broad historical and economic
framework.
Jo Saxe

Other books received
Assar Lindbeck

Richard A. Easterlin

Dan Usher

Inflation:

Global, International and National Aspects

Population and Economic Change in
Developing Countries

The Measurement of Economic
Growth

Louvain University Press, Louvain, Belgium, 1980,
BF340.

University of Chicago Press, Chicago, II., U.S.A.,
viii + 581 pp., US$38.00.

Columbia University Press, New York, N.Y., U.S.A.,
x + 306 pp., US$22.50.

117pp.,

Four lectures presented in March 1980 at the
Catholic University of Louvain dealing with (i) inflation as a global problem; (ii) the international
transmission mechanisms between national
economies; (iii) the national autonomy of macroeconomic policy in an integrated world economy,
and (iv) a study of alternative policies against inflation in the context of post-World War II inflationary experience. Of advanced academic interest.

Edward K. Y. Chen

1980,

1980,

A number of papers presented at a conference
sponsored by the National Bureau of Economic
Research are collected in this volume. The quality
is well above average, although several of the
contributions do not break much new ground. Of
particular interest are a paper by Easterlin, which
analyzes the various determinants of preferences
for children; one by Kuznets which investigates
empirically the effects of demographic changes
on income distribution; and one by Lee on the
possible existence of a balancing mechanism between population and resources in premodern
England.

Economists have long known that such' commonly used measures of economic welfare as
changes in gross national product had serious
shortcomings, but the systematic investigation of
these deficiencies and attempts to construct alternative measures of social welfare are relatively
recent. Usher presents the theory that growth can
be determined mainly by measuring technical
changes in the means of production. This very
useful book goes some way toward bridging the
gap between national income texts and technical
articles analyzing various measures of growth.

Ian Steedman

Hans M. Gregersen and Arnoldo H. Contreras

Trade Amongst Growing Economies

Economic Analysis of Forestry
Projects

Hyper-growth in Asian Economies:
A Comparative Study of Hong Kong, Japan,
Korea, Singapore and Taiwan
Holmes & Meier Publishers, Inc., New York, N.Y., U.S.A., 1979,
241 pp., US$36.00.

This study of export-led growth in five East Asian
countries attempts to identify common patterns of
development, causes of rapid growth, and the
consequences of economic expansion particularly on income distribution. A number of hypotheses are tested empirically, using time-series
data for the period 1955-70.

Cambridge University Press, New York, N.Y., U.S.A., 1980,157 pp.,
US$21.50.

A theoretical study that examines the role of capital in the growth of a small economy. A useful
book for a student of international economics who
wishes to broaden his or her theoretical horizons
without wading deeply into advanced mathematics.

Food and Agriculture Organization, Rome, Italy, 1980,2 vote.

A pragmatic manual for project analysis, in two
parts: Volume I deals with the cost-benefit analysis of forestry projects with some alternative approaches; Volume II includes six case studies,
four of which are drawn from the World Bank's
experience.
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©International Monetary Fund. Not for Redistribution

43

Other books received
William Dtatdd, Jr.

Rene-Francois Bizec and Yves Daudet (editors)

OECO

Industrial Policy as an International
Issue

Un code de conduite pour le
transfer! de technologic

Monetary Targets and Inflation
Control

McGraw-Hill Book Company, New York, N.Y., U.S.A., 1980,
n< + 305pp., USJ9.95 (US$6.95 paperback).

Economics. Paris, France, 1980, xi + 217 pp.

OECO Monetary Studies Series, Organization for Economic Cooperation and Development, Paris, France, 1979,101 pp., US$9.50.

Economic policies pursued in one country often
clash wittj those (A another, resulting in disputes
in areas sued) as trade and employment. The author discusses why these problems persist, and
makes specific proposals for improving the way
governments can deal with structural change at
Uie national and international level without damaging the world economy and international cooperation. An overview of the subject.

Josaptl A. PoctuDan {editor)

What Should Be Taxed:
Income or Expenditure
The BrooWngs Institution, Washington, O.C., U.S.A., 1960,
xi + 332 pp., US$14.95 (US$5.95 paperback).

For close to two decades, specialists on taxation
have debated the merits of taxing consumption
expenditure. Although many are convinced that
such a levy would be significantly superior to a tax
on income, few countries have experimented successfully with expenditure taxes. Interest in such
taxes was recently revived by the Meade Committee report in the United Kingdom and in a proposal for tax reform issued by the U.S. Treasury.
The five studies In this volume are thus very timely. The first article is devoted to the measurement and determination of savings that contribute
to the supply of loanable funds. Richard Goode
then puts forward the case for income taxation,
which is countered by David Bradford's piece on
the relative advantages of a personal consumption tax. The two remaining contributions deal
with questions of design and the possibilities of
employing an expenditure tax in the United States.

Jacques Richardson (editor)

Integrated Technology Transfer
Lomond Publications, Inc., Mt. Airy, Md., U.S.A., 1979,
«l + 162 pp., US$12.75.

Both books are collections of articles on the transfer of technology from developed to developing
countries. The first addresses only the problems
arising In the formulation of the code of conduct
for the transfer of technology. The authors—a
group of French civil servants and scholarsdraw essentially from the work of UNCTAD V
(1979, Manila), the UN Conference on Science
and Technology (1979, Vienna), and other UN
conferences on the code.
Fourteen international scholars and UNESCO
staff have contributed to the second book. The
collection of essays—reprinted from UNESCO's
journal, Impact of Science on Socfery—deals
with all aspects of technology transfer to the developing countries, including technology management, research funding, the role of the university,
and the formulation of suitable public policies.
Country and sectoral cases are discussed.

Rudiger Dombusch and Jacob A. Frenkel {Editors}

International Economic Policy:
Theory and Evidence

Syracuse IWvarsJfy Prnss, Syracuse, N.Y., U.S.A., 1979, xx» +
293 pp., US$27.00.

A comprehensive treatment of issues discussed
in connection with the UN Conference on the Law
of the Sea that concern these countries. Discussion of the legal, economic, and political ramifications of these issues for 16 Arab states recommends Ms book to a wide audience of legal,
economic, and political experts, students, and
businessman interested in that region.
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Frank Cancian

The Innovator's Situation:
Upper Middle Class Conservatism In
Agricultural Communities
Stanford University Press, Stanford, Calif., U.S.A., 1979,159 pp.,
US$12.50.

The ability to assimilate new technology has been
and will continue to be one of the major determinants of agricultural production in the developing countries. Cancian's useful study is based
upon an analysis of 23 sample surveys previously
conducted in eight developed and developing
countries, including India, Mexico, Pakistan, and
the United States. He hypothesizes that the willingness to innovate depends upon a farmer's
ranking within a social hierarchy. The richer farmers are the first to adopt new farming methods;
the poorer farmers generally follow them. Once
the innovation has been extensively tested, it is
taken up by those in the middle-income position.

Johns Hopkins University Press, Baltimore, Maryland, U.S.A.,
1979, xiv + 342 pp., US$18.50 (doth), US$7.95 (paperback).

Papers, prepared for a conference under the auspices of the University of Chicago in 1977, which
attempt an overview of the professional literature
in nine major problem areas in the fields of international trade theory and international finance. Of
advanced academic interest.

Ali A. El-Hat™

The Middle Eastern States and the
Law of the Sea

A technical study of changes in monetary policy
techniques during the period 1974-78 for the
seven largest OECD member countries and for
selected smaller members, with an emphasis upon
the widespread adoption of official targets for the
growth of monetary aggregates or of credit supplies as a key element in the control of inflation.

Hamish S. Murison and John P. Lea (editors)

Housing in Third World Countries:
Perspectives on Policy and Practice
StMartWsPwss,NewYork,N.Y.,U.S.A,,imi82pp.,US$27.50.

The topics in this conference volume range from
the planning and the provision of low-cost housing to site development, indigenous building materials, and the rehabilitation of housing stock.
The emphasis throughout is on the practical aspects of housing, and the exposition is not overly
technical.

Martin Mayer

The Fate of the Dollar
Truman Talley Books, Times Books, New York, N.Y., U.S.A.,
1980, 376 pp., US$15.00.

An historical account, organized in terms of the
six administrations in the United States from
President Eisenhower to President Carter. The
account is lively and anecdotal: U.S. policy actions, in the author's view, are largely responsible
for the long decline of the dollar. Mayer finds that
the weakness of the dollar is partly technical,
partly systemic, and partly an expression of
worldwide political and economic change that
cannot be escaped and should not be fought; but
it is a self-indulgence in the American policy which
makes the condition so difficult to treat. In his
view, "the dollar will not be almighty ever again;
but it can be sound" if the United States implements appropriate policies and, with other countries, works to wring the excess liquidity out of the
world's monetary system. For the general reader.
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International Monetary Fund
Announcing publication of:

Government Finance Statistics Yearbook
Volume IV, August 1980
A standard reference work on governments and their finances
This Yearbook contains descriptive and statistical
information for 118 countries needed to answer such
questions as:
Are the taxes a government collects in line with
taxation patterns in other countries?
What shares of a government's spending are devoted
to housing, health, defense, economic services, and
social security? How have the shares changed over time
and how do the trends compare with those of other
countries in the region and that for the world as
a whole?
How large is a government's outstanding domestic
and foreign debt compared with total government
outlays each year? How does this ratio compare with
those for other countries?
How many enterprises and financial institutions does
a government own and control and in what fields do
they operate?

What are the sources of data on government financial
operations in each country?
Approximately 550 pages.
Price: US$13.00 a copy; US$5.00 for university
libraries, faculty, and students; US$32.00 for a combined
subscription to all Fund statistical yearbooks including
the International Financial Statistics Yearbook, Direction of Trade
Yearbook, and Balance of Payments Yearbook, Advice on
payment in currencies other than the U.S. dollar will be
given upon request. To subscribe or for further
information write to:
Publications Section
International Monetary Fund
Washington, D.C. 20431
U.S.A.
Standing orders for continuing subscription are
accepted.

Staff Papers
Published by the International Monetary Fund in March, June, September, and December.
Summaries of each paper in French and Spanish, as well as in English.

Vol. 27

June 1980

Fiscal Content of Financial Programs Supported by
Stand-By Arrangements in the Upper Credit Tranches,
1969-78
W.A. Beveridge and Margaret R. Kelly
Monetary Shocks and the Dynamics of Inflation
Mohsin S. Khan

The World Model of Merchandise Trade: Simulation
Application
Duncan M. Ripley
Short-Run Effects of Exchange Rate Changes on Terms
of Trade and Trade Balance
Erich Spitaller
Gasoline Taxation in Selected OECD Countries,
1970-79

Alan A. Tail and David R. Morgan

No. 2

The International Monetary Fund, 1978-79: A Selected
Bibliography
Anne C.M. Salda
Subscription: US$9.00 a volume; US$3.00 a single
issue. Special rate to university libraries, faculty, and
students: US$4.00 a volume; US$1.00 a single issue.
Advice on payment in currencies other than the U.S.
dollar will be given upon request. To subscribe or for
further information write to:
Publications Section
International Monetary Fund
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World Development Report, 1980

Malaysia

Adjustment and Growth in the 1980s—
Poverty and Human Development

Growth and Equity in a Multiracial Society
Kevin Young, Willem C. F. Bussink, and Parvez Hasan
Reviews the performance of the Malaysian economy since 1960,
discusses current issues, and assesses the outlook for the future.
368 pages. Cloth US$25.00; paperback US$7.95.

This is the third in a series of annual World Bank reports designed to
present to the public a continuing assessment of world development
issues. This year's report looks at two important challenges facing
developing countries at the start of the decade: to continue the
economic and social progress of the past 30 years, but under more
difficult international conditions, and to relieve the plight of the 800
million people still living in absolute poverty. World Bank staff examine
important aspects of the difficulties and prospects in both areas, looking
as far ahead as 2000, but paying particular attention to the next five to
ten years.
Contents: Introduction—The Outlook for Developing Countries—
International Problems and Policies—Poverty, Growth, and Human
Development—Human Development Issues and Policies—Implementing Human Development Programs—Priorities and Progress in Regional
Perspective—Summary and Conclusions—Annex: World Development
Indicators.
172 pages. Cloth US$13.50; paperback US$5.75.
The report is published for the World Bank by Oxford University Press
and is available from booksellers; directly from the Press (200 Madison
Avenue, New York, N.Y. 10016, U.S.A., or Press Road, Neasden, London
NW10 ODD, United Kingdom); or from Oxford branches and distributors
throughout the world.

State Manufacturing Enterprise in a Mixed Economy
The Turkish Case
Bertil Walstedt
Traces the roots of "etatism" in Turkey and reviews the performance of
six important state industries.
408 pages. Cloth US$25.00; paperback US$9.95.
The World Rubber Economy
Structure, Changes, and Prospects
Enzo R. Grilli, Barbara Bennett Agostini, and
Maria J. t'Hooft-Welvaars
Assesses the recent changes in the rubber economy and their likely
consequences for the world's natural rubber industry.
About 200 pages. Paperback (only) US$6.50.
The above three books are published for the World Bank by The Johns
Hopkins University Press and are available from booksellers; directly
from the Press (Baltimore, Md. 21218, U.S.A., or 2-4 Brook Street,
London W1Y 1AA, United Kingdom); or from Press distributors
throughout the world.

Commodity Trade and Price Trends
A 125-page, annual statistical handbook that presents historical
information on the export trade of developing countries and market
quotations for 51 commodities, including food, nonfood items, metals, and minerals that figure largely in international trade will be
published for the World Bank by The Johns Hopkins University
Press on a subscription basis.
All commodity prices in the 1980 edition of COMMODITY TRADE
AND PRICE TRENDS are shown in a single currency (the US dollar),

Payment is required before issues can be shipped, and must
be made by check payable in US dollars through a US bank
or by International Money Order or Unesco coupon in the
amount of US$15.00 for each subscription.
Issues will be sent by book rate in the United States and
Canada and by air mail to all other countries. There is no
extra charge for postage.
To order "Commodity Trade and Price Trends" fill in this form
and mail it, with payment of US$15.00 for each annual subscription, to:
The Johns Hopkins University Press
Journals Division
Baltimore, Maryland 21218
U.S.A.

in terms of both current, or nominal, dollars and 1979 constant, or
real, dollars, and in both tabular and graphic form. These data are
presented in English, French, and Spanish. Selected data on ocean
freight rates are also featured, as most of the price series are
based on c.i.f. quotations at the major consuming markets.
Students of economics, economists, commodity traders, bankers,
and government officials all will find the handbook to be of particular value in their work.
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