New from the World Bank
Migration in West Africa: Demographic Aspects
K. C. Zachariah and Julien Conde

Agroindustrial Project Analysis
James E. Austin

Recent censuses and surveys in the Gambia, Ghana, Ivory Coast,
Liberia, Mali, Senegal, Sierra Leone, Togo, and Upper Volta provide
data for this first study of population movements in the region. The
flows of millions of people both across and within national boundaries
have important consequences for the distribution of resources and the
social and economic development of the countries affected. The
volume and direction of migration, as well as the socioeconomic
characteristics of the migrants, are discussed.
Approximately 304 pages. Cloth US$16.95; paperback US$6.95.

An agroindustry is an enterprise that processes agricultural raw
materials. Agroindustrial projects have often been evaluated as either
agricultural or manufacturing projects. This book, however, presents a
framework for project analysis that treats agroindustries as one
component in a larger system of related stages, from seed to consumer.
The proposed methodology encompasses this systems approach and
the traditional tools of financial and economic analysis. It also
considers the nutritional consequences of the ways in which
agroindustrial projects are designed.
Approximately 224 pages. Cloth US$16.50; paperback US$6.50.

Models of Growth and Distribution for Brazil
Lance Taylor, Edmar L. Bacha, Eliana A. Cardoso,
and Frank J. Lysy

Egypt: Economic Management in a Period of Transition
Khalid Ikram

The experience of Brazil in the past 15 or 20 years provides a classic
case for the study of economic change. Following years of stagnation,
there was almost a decade of rapid growth, but it was accompanied by
increased income inequality. This book explores the Brazilian
experience from the point of view of political economy, using
computable general equilibrium distribution models. The investigation focuses on the interactions of growth and income distribution and
points to fruitful lines of future research.
368 pages. Cloth US$18.95; paperback US$7.95.

The Egyptian economy has considerable potential for long-term
growth, but its realization will require policy reforms and structural
changes. This study is the most detailed examination of the Egyptian
economy to appear since the mid-1960s and the first to emphasize
management and policy. It examines issues related to population,
human resources, and the main productive sectors; reviews the
evolution of financial resources; and describes issues of the physical
infrastructure and infrastructure investment.
464 pages. Cloth US$32.50; paperback US$10.50.

The above two books are published for the World Bank by Oxford
University Press and are available from booksellers; directly from the
Press (200 Madison Avenue, New York, NY 10016, U.S.A., or Press
Road, Neasden, London NW10 ODD, U.K.); or from Oxford
branches and distributors throughout the world.

The above two 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, U.K.); or from Press distributors throughout the
world.

POVERTY AND BASIC NEEDS SERIES

ENERGY PAPERS

1. Meeting Basic Needs: An Overview

Energy in the Developing Countries

Meeting basic needs as part of the goal of eliminating absolute
poverty, the sectoral priorities and linkages necessary in achieving this
goal, and the compatibility of meeting basic needs with accelerating
economic growth.

Outlines the prospects for tapping energy reserves of oil, gas, coal,
hydroelectric, and forest resources; managing the demand for energy
among various sectors; and World Bank plans for expanding lending
for the energy sector. (August 1980.)

2. Shelter

Alcohol Production from Biomass in the Developing
Countries

An attempt to define the basic shelter needs of the poor, an analysis of
the problems related to providing the poor with adequate shelter, and
an outline of a strategy for meeting this need, including a discussion of
the World Bank's role in this field.

Evaluates the prospects of ethanol production from sugar- and
starch-based raw materials for use as a gasoline blend or substitute.
Discusses the potential conflict in the use of land for food, export, or
energy crops. (September 1980.)

3. Water Supply and Waste Disposal
An assessment of the size and significance of the problem, the aims of
the United Nations International Drinking Water Supply and
Sanitation Decade, what has already been done, and what the World
Bank can do toward meeting the basic need for safe drinking water
and sanitation.

Orders and inquiries for these and other free publications should be
addressed to the World Bank Publications Unit, 1818 H Street, N.W.,
Washington, D.C. 20433, U.S.A.
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Fund & Bank activit
Summary of Fund operations in the
General Resources Account,
January 1,1977-September 30,1980

Transactions

1978

Total purchases
Reserve tranche
Credit tranche
of which, supplementary financing
Compensatory financing
Extended facility
of which, supplementary financing
Buffer stock

(In millions of SORs)

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

2,587.5
104.7

4,215.o
-2,372.5

2,795.2
-207.7

306.9

785.2

1,142.1
1,422.6

587.9
2,218.3

679.7

-1,787.4

-2,499.3

3,744.3
2,535.5
421.0

(-)
240.5
208.8

(-)
577.7
174.0
(-)
36.1

2,936.5
488.1

4,845.2
-1,100.9

1,730.0

777.3

1,468.2

January 1September 30,
1980

1,842.8
147.1
853.1
(205.4)
572.0
233.0
(101.5)
37.7

80.0
2,895.3

261.8

1979

1,397.5
(748.5)
958.6
126.7
(36.7)

105.5

Source:
IMF Treasurer's Department. Note: Components may not add to totals due to rounding.
1
(-) indicates net repurchases. * Includes Swiss National Bank. ' (-) indicates net repayment.

Flow of Fund resources
to member countries,
1977-801
(In millions of SDRs)

Gross drawings2
Trust Fund loans
Gold distribution3
Profits of gold sales
distributed to
developing countries
Allocations of SDRs
Total

1977

1978

1979

September 30
1980

1977-80

3,344.6
152.9
416.9

1,208.8
688.1
213.0

1,695.7
526.6
202.9

2,482.8
1,256.0
41.4

8,731.9
2,623.6
874.2

—

260.1

3,914.4

2,370.0

27.9
4,032.6
6,485.7

688.4
4,033.2
8,501.8

976.4
8,065.8
21,271.9

Memorandum item: undrawn balances under stand-by arrangements and extended
arrangements as of December 1977- September 30, 1980
2,759.2

Dans approved
uarter
4HB4
of fiscal year 1981

2

Amount
(In millions of
U.S. dollars)

Purpose

Algeria
Brazil
Chile
Honduras
India
Indonesia (2)

Highway
Power
Agricultural credit
Highway
Watershed and area development
University development, smallholder
coconut development
Power
Urban development
Land schemes rehabilitation, rural credit
Agricultural credit
Technical assistance
Watershed management and erosion
control, structural adjustment loan
for industrial development, livestock
Inland waterways and coastal ports

1

3,930.7

Source: IMF Treasurer's Department. Note: Components may not add to totals due to rounding. ' Calendar years.
Excluding drawings in the reserve tranche. * Distributed in U.S. dollars converted into SDRs at the prevailing rate.

Country1

Thailand
Total

1,376.0

2

(Ended September 30, 1980)

Ivory Coast
Jordan
Malaysia (2)
Mexico
Peru
Philippines (3)

3,175.1

110.0
125.0
36.0
28.0
30.0
91.0
33.0
21.0
55.0
325.0
5.0

283.0
53.0
1,195.0

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

IDA credits approved
during first quarter
of fiscal year 1981
(Ended September 30, 1980)

Country'

Purpose

Bangladesh
Burundi
Guinea
Madagascar
Mauritania
Nepal (2)

Small-scale industry
Telecommunications
Livestock
Development banking
Irrigation
Grain storage, water supply and
sewerage
Fertilizer imports
Telecommunications
Technical assistance
Education , technical assistance

Pakistan
Rwanda
Senegal
Tanzania (2)
Yemen Arab
Republic

Rural development

Total
1

Amount
(In millions of
U.S. dollars)

35.0
7.7
17.5
1.1.5
15.0
33.2
50.0
7.5
5.3
36.0
17.0

235.7

Figures in parentheses are the number of credits approved for the respective country.
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International monetary stabilitychallenges and response
Two main challenges faced the Fund and its member countries as
they gathered for their 35th Annual Meeting in Washington during
September 30-October 3 this year: persistent global inflation and
the large and mounting payments deficits of the non-oil developing
countries. The Meeting endorsed several policy and operational
initiatives proposed by the Fund to meet the exigencies of the
situation.
Avinash Bhagwat
The 1980 Annual Meeting of the Board of
Governors of the International Monetary
Fund affirmed again the willingness of the
Fund to evolve, under its charter, to meet
new circumstances; but in some ways there
was a departure from the past. Two substantive problems dominated the Meeting:
the persistence of high inflation as a worldwide problem and the large payments deficits engulfing the non-oil developing
countries. There was general agreement
that these were the immediate threats to
international monetary stability. The Meeting also indicated the concrete ways in
which the Fund would respond to these
challenges. The difference from the past,
though more a matter of degree than of
kind, was that the proceedings also included a lively debate regarding the Fund's
approach in dealing with the problems of
the developing countries. In itself, this was
not new. But the impact was greater because of the difficult plight and prospects
of the low-income developing countries,
which made many of the other participants
more sympathetic and attentive to their
predicament and point of view. In practical
terms, this served to increase the attention
given to the endorsement of the important
policy reorientations being implemented
by the Fund in recent months and to further adaptations that deserved serious examination.
The main concern of the participants remained with the two urgent threats to international monetary stability and the appropriate responses by the Fund to these
challenges. In this area of the Fund's basic
responsibility, the following main policy
guidelines could be identified from the deliberations of the Interim Committee and
from the Plenary speeches by Governors.
• The battle against inflation must continue to have top priority and the imple;/; far detailed nmem tf the Amval Meeting,
imitate of the Development ,«wf Interim COJ»BW>
V tees, and the Croups of JO and 24 see fe IMF
®utyey for October 13, I960.

mentation of effective energy policies was
an essential part of this.
• The dramatic increases in the payments deficits of non-oil developing countries underscored the great and urgent
need for more official development assistance to them and for unhampered access
for them to export and capital markets.
• Endorsement of an enhanced role for
the Fund in financing payments imbalances and in promoting adjustment. In this
regard, the Interim Committee endorsed
a substantial enlargement of members' access to Fund resources up to an annual
limit of 200 per cent of quota for a total of
up to 600 per cent of quota over a threeyear period, in support of appropriate adjustment programs.
• To enable the implementation of this
policy of enlarging access to its resources,
the Fund received a clear mandate to make
the arrangements to borrow the necessary
resources.
• Affirmation that quotas should remain
the primary source of finance for the Fund's
operations and that the size of the Fund
and of members' quota shares in it were of
central importance.
• Support for putting into effect a subsidy account to reduce the cost of using the
Fund's supplementary financing facility.
• Agreement that prompt consideration
should be given to an arrangement for
Fund assistance for countries adversely affected by higher food import costs.
• Endorsement of concrete measures to
strengthen the reserve asset role of the
special drawing right (SDR), including, in
particular, further allocations by the Fund
in the period beginning in 1982.
Many of the themes and policy directions had been debated at previous meetings, and in other forums; several, for instance, were included, in the Program of
Immediate Action endorsed a year ago by
the Group of Twenty-Four at the Annual
Meetings in Belgrade, Yugoslavia. In effect, the policy directions and responses
emerging out of the Annual Meeting will

form the core of the Fund's current work
program to be implemented under the
stewardship of its Managing Director, Mr.
Jacques de Larosiere.
A notable development this year was
that the People's Republic of China occupied China's seat and participated in the
Meeting for the first time. Three new countries, St. Lucia, St. Vincent and the Grenadines, and Zimbabwe, joined the Fund
during the past year, thereby bringing the
total membership to 141 countries.
A special factor this year was the concern
on the eve of the Annual Meeting that their
traditional concentration on financial matters might be affected by the question of
the application of the Palestine Liberation
Organization for Observer status. Thanks
to the skillful diplomacy of the Chairman
of the Board of Governors for 1980, Amir
H. Jamal, Tanzania's Minister of Finance,
as well as to the cooperative attitude
adopted by interested member countries,
the matter was discussed outside the Plenary sessions and a Committee of Governors was appointed to deal with certain
questions of legal interpretation that had
arisen.

Inflation-growth dilemma
A year ago, during the Annual Meeting
in Belgrade, inflation was without question
at the top of everyone's agenda. Subsequent developments have vindicated this
concern, as during 1979 and the early part
of 1980 inflation accelerated worldwide. In
the industrial countries in 1980, it will be
at its worst since 1975, and in the non-oil
developing countries it will have reached
an unprecedented annual rate of 35 per
cent. However, consumer prices were beginning to slow down perceptibly during
1980, indicating some success for the antiinflationary policies followed in the major
industrial countries. But the cost in many
countries has been a weakening of industrial activity, rising unemployment, and
slower economic growth. The human suffering and social cost associated with unemployment and slow economic growth
create a dilemma for national economic
policymakers, and anti-inflationary policies now face a difficult test.
Nevertheless, many Governors expressed their conviction that top priority
must continue to be given to the fight
against inflation. This conviction was based
on the realization that any premature refinance &• Development I December 1980
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taxation of fiscal and monetary policies
would only lead to short-lived gains in
output and employment; thereafter, rising
inflationary pressures and larger external
payment imbalances would again force
countries to contract and risk another sharp
recession. Moreover, several years would
have been lost for the fight against inflation. In fact, the Interim Committee was
endorsing a widely-held view when it
stressed that the control of inflation and
the defeat of inflationary expectations were
a prerequisite for insuring sustained economic growth and improved employment
prospects over the longer run.
In his comments the Managing Director,
Mr. Jacques de Larosiere, stressed the importance of the energy situation. He emphasized that the core of the energy proble.n is quite simple: the present level of oil
consumption greatly exceeds rates of production that can be sustained in the long
run. The implications of this for national
and international policies are obvious and
of great importance. It is essential to recognize that oil had become an expensive
product and is bound to remain so. Mr. de
Larosiere asserted that "no anti-inflation
effort, no sustained policy of growth, no
plan to organize the world's monetary system could succeed if the present energy
situation were to persist."
These policy priorities will be of importance in the coming year in the Fund's dialogue with its member countries, and in
particular for the annual consultation discussions with members. These regular discussions are one of the means through
which the Fund fulfills its responsibilities
for exercising surveillance over exchange
rate policies of members and for overseeing the international monetary system.
Non-oil LDC payments imbalances
The greatest threat to the international
monetary system at the present time is
from the recent large shifts in the current
account payments balances of the major
groups of countries. The combined current
account deficit of industrial countries is estimated to increase from US$13 billion in
1979 to $55 billion in 1980; the deficit for
the" non-oil developing countries, already
unsustainably large at $56 billion in 1979,
is now expected to increase further to over
$70 billion in 1980. Not only that, but Fund
staff projections indicate that the deficit
for the industrial countries will be nearly
halved in 1981. The prospect for the nonoil developing countries is for a further
increase to $80 billion.
The non-oil developing countries have
steadily run relatively large current account deficits throughout the period since
1973, when the first large oil price increase

4

Payments balances on current account,
1973-81
(In billions of U.S. dollars)

Oil exporters

Non-oil developing

took place. Thus, during 1974-79, they had
an annual average deficit of about $40 billion and a cumulative deficit on the order
of $240 billion. (The comparable annual
figure, prior to 1974 was roughly around
$10 billion; see the chart.) Much of this was
financed more smoothly than had been anticipated through the international capital
markets, particularly the commercial banks.
But now the prospect exists for further financing needs of perhaps $150 billion during 1980-81 alone; even more serious is the
realization that such large deficits are not
likely to disappear easily during the next
several years. As a result, policymakers
have become convinced that it is now essential for international financial institutions, and in particular the Fund, to play
a much larger role in the recycling process.
During the turbulent 1970s, Fund policies have been continuously adapted in response to the needs of the emerging international payments situation. The principal
features of the most recent reorientations
have been a substantial enlargement in the
amounts that members can borrow from
the Fund in relation to their quotas; an extension of the time period during which
members are expected by the Fund to restore their external payments position to
a sound footing; and greater emphasis on
supply-oriented and'structural adjustment
policies in the designing of adjustment
Avinash Bhagwat

a national of India, is an
Advisor in the Secretary's
Department of the Fund.
After graduating in
economics from the
University of Bombay
(India) and Yale University (U.S.A.), he taught at
the University of Pennsylvania (U.S.A.) before
joining the Fund in 1967.

programs to be supported by the use of
Fund resources. Thus, the conditionality
that is incorporated in the adjustment programs that the Fund and the borrowing
countries jointly work out is being adapted
to the new international payments environment; adjustment programs will also,
as always, take into account the particular
situation of individual countries. The underlying principle continues to be that financing and adjustment must go hand in
hand; for the inescapable reality is that
with or without Fund resources, adjustment must take place when a member
country has an unsustainable payments
deficit. The availability of larger resources
from the Fund can make this unavoidable
adjustment less harsh; and adoption of
Fund-supported programs can have a catalytic effect in improving a country's access
to financing from other sources. There was
a wide endorsement of this overall approach by Governors in their speeches and
also by the Interim Committee.
The new policy of enlarged access to
Fund resources provides that for an individual country amounts up to an annual
limit of 200 per cent of quota for a total of
600 per cent of quota over a three-year period would be a reasonable guideline in the
present circumstances. What exactly does
this guideline mean and how much of a
change does it imply? A country X with a
quota of SDR 100 million (at present SDR
1=US$1.32, approximately) has the possibility of borrowing under this policy up to
SDR 200 million a year and up to SDR 600
million over a period of three years (this
excludes borrowing under special facilities)
so long as this use of Fund resources is in
support of adequate adjustment programs
addressed to the balance of payments
problem of the country. Until seven years
ago, the comparable overall limit for country X would at any given time have normally been SDR 100 million. With the introduction of the extended Fund facility in
1974, this limit was increased to SDR 165
million. Subsequently, when the supplementary financing facility came into operation in 1979, the comparable limit increased to about SDR 200 million and then
to 300 million. Thus, the new guideline implies a substantial jump indeed in the
amounts that member countries can look
forward to borrowing from the Fund under
appropriate circumstances.
The Executive Board of the Fund and the
Managing Director have recently been
working on two initiatives intended particularly to benefit low-income countries.
One of them has been agreed: a subsidy
account for the purpose of reducing the interest cost to low-income members of borrowing under the existing supplementary
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As regards the appropriate size of the problems of a substitution account should
Fund, many Governors, including the be reappraised. Accordingly, the Interim
Ministers of the Group of Twenty-Four (on Committee reiterated its intention to conInternational Monetary Affairs), noted that, tinue the study of the subject.
In the meanwhile, several important
at a time when there was such an acute
need for the Fund to increase its resources, steps have already been taken, or are unthe size of its quotas in relation to the vol- der active consideration, to realize the goal
ume of imports and financial needs had of an international monetary system relyshrunk sharply over the years. They urged ing on the SDR as a principal reserve asset.
that this erosion in the relative size of quo- For the last several years, the SDR has
Financial resources for the Fund
tas should be countered. It was agreed ac- been based on a basket of 16 selected curThere was consensus among Governors cordingly that work on the next General rencies. This summer the Fund decided
that the new policy of enlarged access to Review of Quotas should be taken promptly that, effective January 1, 1981, the size of
Fund resources would make it necessary in hand. This forthcoming Review would the SDR basket would be reduced from
for the Fund to supplement them. It was also provide an occasion for the examina- sixteen to the five major currencies, namely,
also the overwhelming view that the pri- tion of three related matters: a review of the U.S. dollar, the deutsche mark, the
mary source of finance for the Fund's op- the criteria by which quotas are calculated, French franc, the Japanese yen, and the
erations should be quotas. At the present the appropriateness of existing quotas in pound sterling. It is expected that this simtime, member countries are acting on a res- relation to the changing importance of plification would greatly enhance the atolution that would increase the size of the members' positions in the world economy, tractiveness of the SDR as a unit of account
Fund (that is, the sum of the quotas of all and also the demand by the developing in which commercial banks and other fimember countries) from about SDR 40 bil- countries that their participation in the de- nancial institutions would accept deposits
lion to about SDR 60 billion. The larger size cision making in the Fund be strength- Or acquire earning assets. In turn, this
should increase its potential as an interof the Fund was expected to become effec- ened.
national medium of exchange. In recent
tive late in 1980. However, as many of the
Special Drawing Rights
months
there has also been an increase in
currencies in which members will pay
A year ago, a great deal of attention and the number of official institutions that can
quota subscriptions will not be usable by
the Fund in its lending operations, the ac- priority was given to the idea of establish- hold and deal in SDRs.
The Interim Committee asked the Exectual increase in the Fund's liquidity will not ing a substitution account for the purpose
utive
Board to give early attention to two
be anywhere near the increase in the size of exchanging U.S. dollar-denominated
further
questions. One was to adjust the
of the Fund. Hence, in order to implement assets into SDR-denominated assets in the
SDR
interest
rate to the full market rate.
absence
of
exchange
market
transactions
the policy of enlarged access, it is essential
for the Fund to raise borrowed resources as a step in the direction of shifting to an Such an adjustment would naturally make
either from member countries bilaterally or SDR-based system. However, one thorny the SDR a more attractive asset to hold.
by recourse to the private markets, if this issue on which potential participants could The other was to eliminate the so-called
were indispensable. It was therefore gen- not agree in April in Hamburg was the reconstitution requirement for SDRs. The
erally agreed during the Annual Meeting manner and proportion in which the po- reconstitution requirement, adopted at the
that arrangements should, as soon as pos- tential ultimate financial risks inherent in time when the idea of the SDR was at the
sible, be made to enable the Fund to do such a substitution account would be conception stage, laid down that countries
this. It can be expected that this matter will shared amongst the various groups of par- receiving allocations of SDRs should, over
also have a very high priority in the Fund's ticipants. As the monetary system evolves, a period of time, hold in their international
the contribution as well as the remaining reserves at least a certain minimum specicurrent work program.
fied portion of their SDR allocations. It is
a
sign of the coming of age of the SDR that
The Board of Governors
it
is possible now to consider dispensing
is the highest authority of the Fund. The membership of the Board consists of a Governor and
with the shackle of the reconstitution rule.
an alternate Governor representing each of the 141 member countries. Usually, Governors are
Many Governors expressed the view
ministers of finance or central bank governors.
that following the end of the present series
The Interim Committee
of SDR allocations, further allocations
(on the International Monetary System) held its 15th meeting in Washington on September 28
should continue during the next period,
this year. The Chairman was Mr. Hannes Androsch, Vice-chancellor and Minister of Finance
which begins in 1982, and that these alloof Austria, who acted in the absence of Mr. Pandolfi, Minister of the Treasury of Italy. Each
cations should be at a higher rate than the
constituency on the Executive Board of the Fund is entitled to appoint a member of the
present SDR 4 billion per year. The creacommittee, which meets more than once a year.
tion of a link between SDR allocations and
The Interim Committee was established by a resolution adopted on October 2, 1974 at the
development assistance was also pressed
Annual Meeting of the Fund:
• To advise the Board on the management and adaptation of the international monetary system; again by the developing countries. The Interim Committee agreed that the Executive
• To review developments in the transfer of real resources to developing countries;
Board should carry out a more comprehen• To consider proposals to amend the Articles of Agreement; and
• To advise the Governors in dealing with monetary disturbances.
sive study of a possible link.
These and other policy issues emerging
The Development Committee
from the 1980 Annual Meeting will now be
which is a joint ministerial committee of the World Bank and the Fund on the transfer of real
actively dealt with by the Fund's Executive
resources to developing countries, held its 14th meeting in Washington, D.C. on September 29, Board during the period up to the next
1980, under the chairmanship of Mr. Cesar E. A. Virata, Minister of Finance of the
meeting of the Interim Committee, to be
Philippines.
held in Gabon on May 21, 1981.
HI

financing facility. The other initiative envisages arrangements under which the
Fund would be enabled to provide financial assistance to member countries who
have been adversely affected by increases
in the costs of importing food, especially
cereals. Both of these ideas will be actively
pursued by the Managing Director and the
Executive Board in the coming months.
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Currents of change
As world economic conditions put increasingly severe pressure on
the economies of developed and developing countries alike, the
Governors at the 35th Annual Meeting of the World Bank Group
addressed novel ways of easing constraints.
Monica Cruder
A willingness to seek new approaches to
supplement existing policies for solving
global economic problems characterized
the 1980 Annual Meetings of the World
Bank and its Affiliates, as Governors from
139 countries met in Washington to discuss
the Bank's role in reshaping the world's
economic and financial order into a pattern
reflecting the realities of the 1980s.
In his thirteenth and last address as
President of the World Bank Group,
Robert S. McNamara made it clear that developing countries need a greater flow of
resources to assist them in making the difficult but necessary adjustments to the
changed global economic equation. He also
stressed that the long-term efforts to eradicate absolute poverty should not be deferred or diminished because of short-term
concerns about current account deficits
and budgetary constraints.
In this context, Mr. McNamara envisaged the Bank expanding its activities in
four main ways: by increasing its lending
programs to cushion the effects of inflation; by financing structural adjustment; by
assisting in financing an expanded program for developing energy sources; and
by accommodating the needs of the People's Republic of China. For the Bank to
achieve these goals without cutting back
on its existing programs and without becoming an undue burden on the budgets
of its member countries, Mr. McNamara
suggested that the Bank might take one or
more of the following actions: (1) make
fuller use of its potential for lending
through changing the statutory limitation
that the Bank's outstanding loans cannot
exceed its equity (one-to-one gearing ratio); (2) establish a separately capitalized
6

energy affiliate; and (3) increase its subscribed stock without additional paid-in
capital.
Economic conditions had deteriorated
since the Annual Meeting in 1979, and
Governors recognized this development as
a key factor affecting deliberations at the
Meeting. The potentially catastrophic effects of what Japanese Finance Minister
Michio Watanabe called "the 'trilemma' of
inflation, recession, and payments imbalances" were repeatedly stressed, as was
the importance for the developing countries to adjust their economies to higher
prices and lower export prospects and for
the developed world to battle inflation and
resist the temptations of trade protectionism.
Governors endorsed Mr. McNamara's
call for more resource transfers to the developing countries and supported his proposal that the Bank explore the means to
finance an expanded lending program, including the possible establishment of an
energy affiliate.
Spokesmen for more than 90 countries
echoed the appeal of the Chairman of the
Annual Meetings, Tanzanian Finance Minister Amir H. Jamal, who exhorted the industrialized and capital surplus countries
to scrutinize the recent report of the Brandt
Commission. In Mr. Jamal's view, the Report's subtitle—A Program for Survival—
was not "a flight of rhetorical fancy but a
candid statement about present reality."
Noting that the Bank's 1980 World Development Report "unequivocally places man
at the center of economic purpose," Mr.
jamal urged developing societies to channel their efforts into the provision of food,
education, health, and shelter for their
people.

Many Governors shared the hope expressed by Indian Finance Minister R.
Venkataraman that the Brandt Commission's recommendations would receive the
earnest consideration they deserved and
the positive political support they needed,
since the Commission had provided "a
framework for international economic cooperation based on the premise of mutual
interdependence between the South and
the North and the need for appropriate
policies for the interconnecting range of
issues of food, energy, international trade,
and development assistance."
Difficult circumstances
Spotlighting the altered patterns of economic relationships brought about by the
higher, and rising, price of oil, Governors
stressed the pressing need for each nation
to come to grips with its domestic energy
situation and for the community of nations
also to do so internationally. United States
Treasury Secretary G. William Miller cautioned that there was "no prospect of
avoiding repeated oil shocks unless the oil
importing world recognizes and adjusts
deliberately to a radically altered global
economic and energy balance."
Strong support for energy conservation
measures and appropriate energy pricing
policies in industrial countries themselves
was voiced by Sheikh Mohammad Abalkhail, Minister of Finance and National
Economy of Saudi Arabia. Speaking on
behalf of Arab Governors, Sheikh Abalkhail said: "The reorientation of industrial
countries' policies in this direction, while
beneficial to themselves, would also be
globally constructive and helpful to developing countries." The spokesman for the
African Governors, Liberian Minister of
Planning and Economic Affairs Togba-Nah
Tipoteh, also pleaded for cooperation between the oil exporting and oil importing
groups of countries; in his view, it was essential for "developing a basis for more
stable conditions in world oil markets and
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for a more orderly evolution of the price of
oil in real terms."
Appreciation was expressed to certain oil
exporting countries, such as Iraq, Mexico,
Trinidad and Tobago, and Venezuela, for
providing special assistance to their less
fortunate neighbors and regional partners
to finance their oil imports. In welcoming
these special measures, Sri Lanka's Minister of Finance and Planning Ronnie de
Mel urged other oil exporting nations to
consider similar rebates or long-term loans
to help finance the increased costs of oil
for developing countries—a plea that was
echoed by a number of other Governors.
Bank's changing focus
The growing responsibilities of the World
Bank Group as the world's largest and
most influential development institution
were widely recognized.
In his address, Mr. McNamara said that,
although the Bank had grown into one of
the most constructive instruments of human aspiration and progress, it had only
barely begun to develop its full potential
for service and assistance. Furthermore,
the assumptions underlying the Bank's
planned lending program for fiscal years
1981 to 1985, had been invalidated by the
economic events of the past year.
Several Governors supported his view
of the urgent need for additional resources
to expand Bank lending. Liberia's Tipoteh
called on the Bank to increase its five-year
lending program to compensate for the full
effect of inflation; he pointed out that the
African countries' current annual real
growth rate of about 3 per cent—the lowest
among developing countries—was hardly
sufficient to meet the basic needs of their
peoples, and that vastly increased financial
assistance from bilateral and multilateral
sources was required to supplement their
own resources.
Another concern about the effect of serious constraints on the Bank's planned
lending program was expressed by Jaime
Garcia Parra, Minister of Finance and Public Credit of Colombia, who said, on behalf
of a group of Latin American and Caribbean nations, the Philippines, and Spain,
that "a lower percentage share [for these
countries] in total Bank lending commitments and disbursements would have an
unfavorable impact on their growth rates,
and by extension on their social and economic progress."
The question of structural adjustment
was widely discussed. German Finance
Minister Hans Matthoefer stated that it
was a matter not of "whether, but how,
adjustment will occur: either without delay
and in an orderly process, or under disruption and confusion if it is put off too

long." In this connection, Mr. Matthoefer
and numerous other Governors welcomed
the Bank's speedy and flexible response to
the new financing requirements of the developing countries by the addition of structural adjustment loans to the panoply of
lending facilities.
However, A. G. N. Kazi, Governor of
the State Bank of Pakistan, cautioned
against attaching excessively harsh conditions to the Bank's structural adjustment
loans, noting that "it would be wrong to
insist upon doctrinaire approaches, especially those meant for advanced countries
operating under stable equilibrium conditions."
Energy affiliate
Given the long-term challenges of higher
oil prices to the oil importing developing
countries and the enormous investment
needs to meet the opportunities for developing domestic energy sources—needs estimated to total about US$185 million for
the period 1981-S5—the Bank had begun
to consider how it might improve and increase its lending program for energy development. The possibility mentioned in
the August 1980 Bank paper, Energy in the
Developing Countries, of establishing a new
affiliate or facility to finance such assistance received widespread support at the
Meeting from officials representing oil exporting, developing, and industrial nations
alike.
France's Minister of Economy Rene
Monory said that, while the modalities of
operation of such an affiliate remained to
be defined, it was already clear that such
"an institution can come into being and
grow only if it brings together the efforts
of all those in a position to help and if it
appears from its characteristics to be sufficiently independent of each of them." He
reiterated the hope expressed during the
Development Committee meeting prior to
the Annual Meetings that the energy affiliate initiative would rapidly come to fruition.
However, Saifur Rahman, Finance Minister of Bangladesh, pointed out that the
low-income countries would not benefit
significantly from an energy lending facility unless there was provision for interest
subsidies for poor borrowers. He urged
members of the Organization for Economic
Cooperation and Development (OECD)
and the Organization of Petroleum Exporting Countries (OPEC) "to extend their
full support in this field, including additional resources to support interest subsidy
for lending to low-income countries."
Saudi Arabia's Sheikh Abalkhail stated
that his group was "fully prepared to participate . . . in a discussion" of all aspects of

a proposal for an energy affiliate, but
added that any such facility "should reflect
the economic realities of the present world
in its capital and voting structure."
Other proposals
Reactions to the other suggested actions
to increase the Bank's lending capability
were more mixed. Many Governors, including those representing the African and
Latin American countries, expressed the
view that the Bank's excellent credit standing in the capital markets would not suffer
if its gearing ratio were modified. A more
conservative stance, however, was adopted
by a few Governors, notably the United
States' Miller and the Federal Republic of
Germany's Matthoefer. The latter acknowledged that the proposals were
tempting at first glance, in that they would
avoid imposing additional payments obligations on member governments, but he
reminded his listeners that "the Bank can
borrow on the international capital markets
only as long as it maintains its sound financial structure and remains a Ijlue chip'
issuer.... The confidence of the international capital markets in. the World Bank
determines ultimately whether or not
higher lending targets can be attained."
Considerable interest was expressed in
the possibility of making fuller use of the
Bank's existing resources by attracting additional funds through cofinancing operations. As Vaovasamanaia R. P. Phillips,
Finance Minister of Western Samoa, put it,
"Provision for increased cofinancing by the
Bank should result in additional resource
flows to the developing countries." Bank
of Israel Governor Arnon Gafny suggested
the establishment within the World Bank
of a "fourth window" aimed at bringing
commercial banks and development institutions together in cofinancing operations.
Mr. Garcia Parra, of Colombia, and Mr.
Tipoteh, of Liberia, particularly supported
the Bank's initiative and its catalytic role in
the sphere of cofinancing.
By the close of the Meeting, Mr. McNamara was able to conclude that there
was a consensus for an expansion of the
Bank's present approved lending program
and an exploration of all possible means of
financing such an expanded program. He
stated that the Bank would begin formulating specific proposals for financing this
expansion and would present them to the
Executive Board for action before the end
of the fiscal year in June 1981.
Needs of the poorest
The very special and urgent needs of the
world's poorest people and of the poorest
developing countries received much attention. The Development Committee had
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called for a major expansion in concessional flows to low-income countries to
help them manage their economic adjustments during the 1980s without unnecessary penalties to their economic growth
and social progress.
Describing the gloomy outlook for official development assistance (ODA), Mr.
McNamara castigated the poor ODA performance of most OECD countries and
urged them to increase their ratios of aid
to gross national product, to direct more
of their individual aid allocations to lowincome countries, and to consider full cancellation or rescheduling of the past debt
of the poor and least developed countries.
He also stressed the major responsibility
of the capital surplus oil exporting nations
to maintain and improve their high levels
of ODA and thereby make a big contribution to easing the developing countries'
adjustment problems.
Illustrating the seriousness of the situation, Mr. Tipoteh said that, "for low-income African countries, development assistance is often the only source of external
finance." He added that "the African Governors believe that an expansion of development assistance is an essential aspect of
the international adjustment process. Such
an expansion would contribute to a growth
in economic activity in the industrial countries. . . ."
The responsibility that, among others,
the oil exporting countries have toward the
poorest countries was emphasized by Pierre
Werner, Prime Minister of Luxembourg,
speaking on behalf of the European Community. He called on the oil exporters to
adopt responsible policies on oil pricing
and on investing accumulated financial
surpluses, adding that "a larger redeployment of the investments of oil exporting
countries in favor of the other developing
countries—particularly by an increase in
direct aid and by contributions on concessional terms to the international financial
institutions—would seem vital."
References were also made to the particularly acute problems faced by geographically disadvantaged small island economies. Dominica's Prime Minister Mary
Eugenia Charles pointed out that these
economies are often regarded as unable to
absorb financing on the scale customarily
used by the Bank and IDA, and that more
and more use is being made of regional
financial intermediaries to channel funds
to them. She urged that this approach
serve to augment regional aid flows but not
be considered as an exclusive means of
channeling aid to small island states.
In a development welcomed by spontaneous applause, Mr. McNamara announced in his closing remarks that the
8

bridging arrangements for the US$12 bilIn another development, the application
lion Sixth Replenishment of the Interna- of the Palestine Liberation Organization for
tional Development Association (IDA), ne- Observer status, which had been placed on
gotiated last year had become effective the agenda of the Meetings, was not deduring the course of the Meeting, with 14 bated at length in the Plenary sessions. Incountries agreeing to provide advance con- stead, intensive efforts led by Chairman
tributions in excess of US$1.2 billion. Jamal behind the doors of the Joint ProNonetheless, the numerous pleas for a cedures Committee resulted in a resolution
more stable channeling of resources to the being adopted by the Governors during
poorest countries through IDA retained the closing Plenary session.
their immediacy and importance.

Institutional change

Praise for McNamara

Throughout the Meeting, Governor after
Governor extolled the dynamism and extraordinary leadership abilities of outgoing
World Bank President McNamara. Chairman Jamal said: "Above all, Robert McNamara has been a voice of compassion,
of conscience, and of competence. He has
persevered with tenacity in the struggle to
persuade both rich and poor to make sustained efforts to mobilize resources for development and to utilize them efficiently."
Perhaps the most ringing endorsement
of all came from the Deputy Prime Minister
and Minister of Finance of the Bahamas,
Arthur D. Hanna, who stated: "While
[President McNamara's] accomplishments
are significant, perhaps his greatest contribution lies in the fact that he has brought
a sensitivity to the philosophy of this institution which should better serve the
welfare of its constituents far beyond his
term of office. The vastly expanded role of
the World Bank over the years can be attributed- to the leadership of a man who is
deeply sensitive to the needs of developing
countries and particularly to the most severely affected segments of their populations . . . Mr. McNamara's closing remarks
were filled with emotion, not so much that
he was leaving the Bank, . . . but also that
he, who became so deeply involved in the
plight of mankind and knew what ought
to be expected of the industrial and developed nations, was saddened that his
dreams may not be realized."
Mr. Jacques de Larosiere, Managing Director
of the International Monetary Fund,
Monica Cruder
in his concluding remarks, called Mr.
McNamara "a man of great understanding
and total dedication to our common goals
and a man of openness to new ideas ..."
adding that he had learned from his exa U.S. citizen, was a news
perience and benefited from his judgment,
reporter in Washington,
his intelligence, and his friendliness.
D.C. (U.S.A.) before she
The mood of this year's gathering was
joined the Secretary's
accurately summarized by Italy's Minister
Department of the World
Bank in 1977. She has a
of the Treasury Filippo Maria Pandolfi,
B.A. from Tufts University (U.S.A.), and an M.A. when he observed: "The outcome of our
in International Relations from the Johns Hopkins
deliberations in these Meetings is a first inSchool of Advanced International Studies (Bologna
dication that we can indeed blend the urge
and Washington).
for change and the desire to preserve into
a viable and progressive line of polky."HD

In a bold challenge to his audience to
exercise its political will, Chairman Jamal
asked: "Why are the Ministries of the
North dealing with finance and economic
affairs giving the appearance of being the
last bastion of an existing system unwilling
to change except most grudgingly, slowly
and marginally? . . . Why not accept that
the world is a vastly different place from
the time of Bretton Woods, and that the
most needed structural change today is in
the Bretton Woods institutions themselves?"
Petar Kostic, Federal Secretary for Finance of Yugoslavia, and Mr. Rahman, of
Bangladesh, were of the opinion that a
greater role for the developing countries in
all stages of the institutions' decision-making processes, including their representation in managerial and staff positions, was
warranted. Other Governors favored more
decentralization of the Bank's operations
to regional offices.
But the clearest calls for institutional reform came from the Arab Governors,
whose spokesman, Sheikh Abalkhail noted
that: "Although representing 85 per cent
of the membership, the developing countries have no effective say in policies [of
the institutions]." He joined Swedish Undersecretary of State for International Development Cooperation, Hans Blix, speaking for the Nordic countries, in urging
reform of the voting structure.
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Managing
the demand
for energy
in the
developing
world

In an era of rising energy costs, oil importing developing countries
must look both to expanding their own energy resources and to
making more efficient use of the energy they have and import. The
author discusses the potential for conservation in the main energy
using sectors of their economies.
Raymond Goodman
It is now generally accepted that the en- power. Traditional energy is derived from
ergy problem of the 1970s was no passing materials commonly used in preindustrial
phenomenon but marked the end of an era societies, such as wood, charcoal, agriculof cheap coal and oil, and the transition to tural residues, and animal or human
high-cost energy. In real terms the price of wastes.
Developing countries consume a small
oil is now more than five times what it was
in 1972, and seems likely to continue to share—12 per cent—of the world's comrise. Now that energy is no longer cheap, mercial energy. However, their economies
it ranks in importance with the classical are growing faster than those of the infactors of production—land, labor, and dustrial countries, and the rapid growth of
capital—and its supply and cost must be cities, industries, motorized transport, and
given due weight in the plans of economic other energy-intensive developments, has
managers at all levels. These considera- in the past caused their demand for comtions apply not only to forms of energy that mercial energy to grow faster than their
are traded internationally but also to en- gross national product (GNP). Much of the
ergy that is produced and consumed do- increased demand has been met by oil, and
mestically, and to traditional as well as the great majority of developing countries
commercial energy, because the prices, must import all or a portion of their oil reavailability, and consumption levels of all quirements (see Tables 1 and 2).
forms of energy are closely related. Commercial energy includes coal, oil and natThis article is based on a more detailed report
ural gas, and electricity generated by burnon Energy in the Developing Countries
ing one of these fuels, or obtained from
(August 1980), available from the World Bank.
hydroelectric, nuclear, or geothermal

Table 1
Developing countries: primary commercial energy balances, 1980 and 1990
(In millions of barrels a day of oil equivalent)
1980
Less developed
countries
Consumption

Production

Consumption

3.0
2.5
1.9
0.1
0.3

9.2
2.1
2.6
1.9
0.1
0.8

2.0
1.5
2.4
1.5
0.1
0.3

6.5
1.4
2.5
1.5
0.1
0.4

21.0

16.7

7.8

12.4

Production

Oil
Gas
Coal
Hydro
Nuclear
Other2

Total

1990
Oil importing
developing countries

13.2

Less developed
countries
Production

Oil importing
developing countries

Consumption

Production

3.7
4.1
1.2
1.9

15.4
3.0
3.8
4.1
1.2
3.1

3.61
2.6
3.3
3.2
1.0
1.5

35.5

30.6

19.4
5.2

15.2

Consumption
11.4

2.6
3.4
3.2
1.0
1.2
22.8

Sources: World Development Report, 1980 and Bank staff estimates.
' Production level projected in Case 1 . The production level in Case 2 is 4.8 million barrels a day of oil.
Includes alcohol, other nonconventional primary energy sources, unallocated energy, and exports of gas.
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Table 2
Oil importing developing countries: oil Imports, 1970-90
1990
1970

Net imports4
(In millions of barrels a day)
Cost of Imports9
(In bttUons of 1980 U.S.
dollars)
Middle-income countries
Low-income countries

1975

1980

1985

Case 1'

Case 2*

Case 3J

5.5

1.8

4.4

4.5

6.0

7.6

6.4

5.4
4.2
1.2

31.5
27.9
3.6

49.3
43.8
5.5

76.6
67.7
8.9

111.0
99.3
11.7

93.4
84.6
8.8

80.3
72.7
7.6

Source:
World Bank staff estimates.
1
Assumes * continuation ol present trends of production and consumption.
'3 Assumes o» produoKon increases to 4.8 mffion barrels a day of oil by 1990.
Assumes Case 2 production levels backed by vlgbrous demand management.
• Includes ol u»ed as fuel as Wei as lubricants, feedstock for ferUBzer and petrochemicals, and other Industrial uses. Fuel
use
9 typically accounts tor 90 per cent of the total.
Average costs per barrel, 1970 and 1975, in 1980 dollars. 1980 price is $30 per barrel, assumed to increase at 3 per cent
a year in real terms.

The oil importing developing countries
face severe problems in maintaining their
economic progress in view of the higher
cost of energy. As well as having to adapt
their long-term investment plans, many of
them are finding acute difficulty in financing their present imports of petroleum,
which this year will cost nearly US$50 billion. Unless a major effort is made to reduce dependence on oil imports, the cost
(in constant dollars) is expected to more
than double by 1990 (see Table 2). Commercial energy consumption in these
countries is projected to grow from 12.4
million barrels of oil equivalent per day in
1980 to 22.8 million barrels in 1990, while
their production, based on present estimates, is expected to grow from 7.8 million
barrels of oil equivalent per day to 15.2
million barrels (see Table 1). Unless this
widening gap can be narrowed, economic
growth will have to slow down.
However, rates of oil consumption and
import growth could be significantly reduced if both energy production and conservation measures were carried out to
their full potential. With a maximum effort
to exploit their ultimate recoverable oil reserves (Case 2), oil importing developing
countries could be producing an additional
1.2 million barrels a day by 1990, saving
about $18 billion worth of imports (in 1980
dollars) as compared with the continuation
of present trends (Case 1). The World Bank
intends to help these countries achieve this
higher level of petroleum production as
well as increase their production of natural
gas, coal, and other forms of domestic energy. (See the box for a review of its most
10

recent energy program.) A major conservation effort could substantially increase
these savings (Case 3). Even these massive
efforts would still leave the oil importing
developing countries with a larger real import bill in 1990 than they have now. However, the claim of oil imports on export
earnings would be held at about the present level, namely, 25 per cent.
This article will discuss policies which
would lead to a more efficient use of energy in the major consuming sectors of developing economies. Improving the efficiency of energy use means using each
source of energy in such a way as to increase the value of energy output from a
given volume of resources, and reducing
waste in each energy using activity. At the
national level this means setting priorities
among the principal uses of energy—for
example, industrial versus commercial or
household activities, public versus private
transport, energy-intensive versus nonenergy intensive activities—and ensuring
that government policies generally are
consistent with these priorities. Energy
efficiency must be considered as a principal
element of economic planning, and energy
demand management must take its place
with other forms of economic management.
Conservation policies
In most countries the distribution of energy among the principal uses has been influenced by taxes, subsidies, price controls, and other forms of regulation to
ensure different prices for particular uses

or types of consumer. An essential tool in
most countries, developing and industrial,
for increasing energy efficiency is a pricing
policy which ensures that, as far as possible, the price of energy in various uses reflects its real economic cost. For most energy products this means the opportunity
cost, that is, the highest price for which
these products could be sold elsewhere, or
the cost of an equivalent amount of energy
in another form, for example, oil delivered
to the site. It is only when the product cannot be traded, or cannot be substituted for
another energy product which is traded,
that its economic price is its cost of production or replacement. In many cases, the
economic pricing of energy products requires either the removal of inappropriate
government-imposed pricing restrictions
or adjustments in government policies.
A government can tax some or all energy
products to encourage conservation or the
substitution of other fuels. Where uncertainties exist in the supply of energy from
abroad, a government may also allow a
premium over economic prices in assessing
the viability of developing indigenous energy resources. Governments can also use
a variety of nonprice controls, such as import restrictions, rationing or quotas, for
selective short-term intervention in the
market for certain energy and energyrelated products, while fundamental price
adjustments are being made. Finally, it
may be necessary to impose on government agencies, which are often insensitive
to—or insulated from—market forces, various forms of budgeting or rationing to ensure that the energy consumed in public
projects and services also reflects its real
cost. Administrative and pricing policies
need to be backed by education programs
for the general public and for particular
kinds of energy consumers, to help overcome political resistance to realistic prices
for energy and to inform them of available
technologies. Training in good energy
practices should be encouraged for all who
operate equipment that produces or consumes energy.
The energy situation and programs for
demand management vary widely among
countries. But in spite of the varying uses
to which different types of energy are put
in the developing world, and the uneven
potential for conservation, there are some
issues which are generally relevant for
policymaking everywhere. The following
sections discuss the potential for energy
conservation in the main energy using sectors—private households, industry, and
transport. Substantial improvements in efficiency are also possible in the generation,
transmission, and distribution of electricity. Agriculture is not a major consumer of
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World Bank energy program
Beginning early in 1979 the World Bank
adopted an accelerated program for fossil fuel
development in response to the urgent need
of developing countries to exploit as fully as
possible their domestic energy resources. The
program included for the first time financing
of exploration as well as production. Since the
inception of the program the Bank has financed 18 petroleum projects in 16 developing
countries; lending for petroleum in fiscal years
1979-81 (ending June 30) will amount to
US$1,350 million and an additional $300 million will be lent for coal projects. Based on this
experience, a larger program is planned for fiscal years 1981-85, but even this will be far
short of the need. The possibility is therefore
being explored of establishing a new energy
affiliate of the Bank, with separate financing,
which would permit an even larger program
to be mounted.
Lending for the generation, transmission,
and distribution of electric power, which has
always formed a large part of the Bank's total
program, increased substantially in fiscal year
1980 to $2,392 million, about twice the average
of the previous two fiscal years. In view of the
high and rising price of oil, power projects
have shifted increasingly from oil-fired to coalfired and hydroelectric plants. In fiscal year
1980 alone the Bank financed almost 5,000
megawatts of new hydropower capacity, and
no oil-fired thermal plants at all. Cofinancing
is a feature of electric power projects, especially the larger ones, and provides additional
financing for a sector to which the Bank, despite its considerable program, contributes
only a small share of the total investment.
The current program for FY 1981-85
World Bank lending for energy (including
IBRD loans and IDA credits) during the next
five years is planned at a level of some $13
billion, about 17 per cent of total Bank lending
during the period. Electric power accounts for
about 58 per cent of the total, a substantially
smaller share than in earlier years. The biggest
increase is planned for oil and natural gas projects—almost $4 billion—but there will be a
substantial increase in lending for coal and lignite projects which are expected to require
$840 million during the five years. Renewable
energy resources in the form of fuel wood
planting programs and the production of ethyl
alcohol from agricultural materials account for
most of the balance.
The total cost of the projects to be financed
in part by the Bank is expected to exceed $57
billion. When completed, they will produce
(or save) energy equivalent to about 1.6 million
barrels of oil a day, over 5 per cent of the projected consumption of commercial energy by
the developing countries in 1990.

A larger program

tified. About 30 per cent would be for geological surveys, exploratory drilling, and other
predevelopment work, and the rest for production facilities. The additional lending for
coal, including exploration and project preparation, would permit a near doubling of output in the developing countries by 1990. Electric power projects requiring an additional $3.5
billion (for total lending of $11 billion) have
been identified. The larger program would enable the Bank to more than double its lending
for fuel wood projects—one of the most urgent
needs in Africa and in the poorer countries in
other regions—to expand work on alcohol production from biomass, and to help member
countries make better use of their energy resources by building or improving oil refineries,
and investing in energy saving devices and
more efficient processes in industry (for example, retrofitting).
Under both the current and the desirable
programs, the Bank would assist the oil importing developing countries in drawing up
national energy plans and in strengthening institutions in the energy sector. An expanded
program of energy sector reviews is planned,
and by the end of the five-year period virtually
all 60 countries believed to be in need of such
assistance will have been covered.

The World Bank is by far the largest public
source of support for energy development in
the developing countries, but its financial contribution falls a long way short of the investment needs of its members. A much larger
lending program is both desirable and feasible.
An additional $12 billion of lending in fiscal
years 1981-85 would be justified, for a total
program of $25 billion during that period. The
total cost of projects financed under such a
program would amount to about $92 billion;
on completion these projects would produce
(or save) energy equivalent to 2.9 million barrels of oil a day, or 9.5 per cent of the projected
consumption by the developing countries in
1990. This desirable program, and the Bank's
current program for fiscal years 1981-85, are
summarized in the table. Since the Bank would
be unable to finance the desirable program
without displacing projects in other important
sectors, the possibility of establishing a new
energy affiliate of the Bank, with substantial
resources of its own, is being actively explored.
Projects that would permit a doubling of the
present provision for oil and gas development
(about $4 billion) have been tentatively iden-

Current and desirable World Bank energy lending programs , fiscal years 1981-85
(In millions of current U S dollars)

Lending
program

Coal and lignite

1

Oil and gas
Predevelopment
Oil development2
Gas development3
Refineries
Renewables
Fuel wood
Alcohol
Electric power
Industrial retrofitting
Total
Bank share of total cost
(in per cent)

Current
Total project
cost

Lending
proo/nm

Desirable
Total project

cost

840

4,270

2,000

7,350

1,020

1,755
1,210
3,985

2,610
5,900
3,250
11,760

2,410
3,320
2,270
8,000

5,850
12,150
5,875
23,875

150

400

1,000

3,100

425
200
625

850
2,100
2,950

1,100
650
1,750

2,200
4,550
6,750

7,590

37,950

11,000

47,450

57,330

1,250
25.0004

3,825
92,350

4

13.190

23

27

Source:
World Bank
1
Indudns coal gasification projects.
*3 Includes heavy oil projects.
Includes methanol
' Does not provide for any Innriing to China.
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energy (typically accounting for about 5
per cent of commercial energy consumption) and it is therefore not discussed in
this article. However, careful management
of energy demand in the sector will be
needed to sustain yield increases during a
period when the cost of petroleum-based
fertilizers and other chemicals is likely to
rise faster than the prices of basic foodstuffs.
Households account for an average of
about 45 per cent of the developing countries' total energy consumption, but only
10-20 per cent of their commercial energy
consumption. In low-income countries,
these shares are 75 per cent and 10 per
cent, respectively, and in middle-income
countries, they are 20-40 per cent and 1020 per cent, respectively. Much of the noncommercial energy consumed by households has limited marketability. Households in developing countries use energy
mainly for cooking. Space heating and
cooling become significant only at the
upper-income levels, except in countries
such as Korea and Turkey which have severe winters. (In the United States, by contrast, the heating and cooling of residential
buildings alone accounts for 22.5 per cent
of total energy consumption.)
Firewood, charcoal, crop residues, and
animal dung account for virtually all of the
energy used in many rural areas and for
about 25 per cent of total energy consumption in developing countries. Africa is most
dependent, Asia somewhat less, and Latin
America least dependent on such sources.
About two billion people, or about 75 per
cent of the population of the developing
countries, presently use traditional fuels
for cooking.
As a result, developing countries have
been consuming their wood supplies far
more rapidly than they can be renewed,
with grave environmental, social, and economic consequences. Resolving this problem by encouraging a shift to commercial
fuels would simply increase the import bill.
On the other hand, the availability of traditional fuels in most developing countries
complicates the problem of charging costbased prices for commercial fuels. In many
developing countries townspeople use
wood or charcoal for cooking, and in the
countryside these fuels may appear to be
a free good. Thus, raising the price of commercial fuels to limit the growth of demand
for them will make traditional fuels more
attractive, adding to the pressures on forests. In fact, the poverty of both rural and
urban households has meant that many
governments subsidize kerosene and provide "life-line" electricity tariffs to ensure a minimum supply for poor people at
a price they can afford. However, it is dif12

ficult to confine these benefits to consumers who really need them. Moreover,
subsidies discourage efforts to find alternatives, including the planting of more
trees.
Governments in these countries, therefore, face exceedingly difficult choices in
preserving their natural resources and promoting the more efficient use of energy in
households. Promoting the use of improved cooking stoves, for which simple
designs exist, would help considerably, as
would the exploitation of agricultural
wastes to provide liquid or gaseous fuels
and other renewable energy devices. Opportunities for constructing small hydroelectric plants also exist in many places.
Specific measures to address the energy
needs of rural households need to be conceived as part of a rural development strategy that includes systematic reforestation
and the planting of trees on marginal land
in cultivated areas.
Industry
Industry is a major user of commercial
energy in the developing world. In the
countries for which data are available, the
industrial sector accounts for one fifth to
two thirds of total commercial energy consumption, with an average probably at
around 35 per cent. Of the developing
market economies' total consumption of
commercial energy and liquid fuels in 1978,
14 countries accounted for 70 per cent and
65 per cent, respectively. (The addition of
China, Romania, and Yugoslavia brings
these ratios up to 85 per cent and 73 per
cent.)
The potential for improved energy efficiency in industry varies among countries
according to energy costs and pricing policies. Conservation programs may call for
broad policy changes in energy pricing, fiscal incentives for energy saving investRaymond Goodman

a. citizen of the United
Kingdom, joined the
World Bank in 1956. He
has held a number of
senior appointments,
including Director of the
East Asia and Pacific Department, Director of
Financial Policy, and Assistant to the Senior Vice
President, Operations. In the latter capacity, he
was responsible for a series of Executive Board
Policy Papers on minerals and energy which have
shaped the Bank's activities in these sectors.

ments, government-supported technical
assistance programs, and the provision of
financing on attractive terms. World Bank
experience with industrial projects in developing countries indicates that significant energy savings can be achieved within
two or three years by improved and efficient management, personnel training in
maintenance, and relatively simple changes
and improvements in existing production
processes, such as the recovery of byproducts or the installation of waste heat
boilers, better insulation, and better bearings. Further energy saving measures (often
known as retrofitting) involving somewhat
more investment in energy saving devices,
more efficient processes, a different type
of boiler, and so on, are often unique to
the processes in the industry or plant concerned. (Examples include coke plant dry
quenching or improved preparation of raw
materials in the steel industry.)
A combined program of more efficient
management and changes in equipment
and processes might enable the developing
countries to reduce their energy consumption per unit of industrial output by 10 per
cent by 1985 and 15 per cent by 1990. For
oil importing developing countries, assuming that the industrial sector will account for 35 per cent of their total commercial energy consumption., this would
imply energy savings equivalent to about
1.3 million barrels a day of oil in 1990, reducing their oil import bill in that year by
about $19 billion (in 1980 dollars) or over
17 per cent.
Policies toward industrial development
need to take account of the higher direct
cost of energy in industrial production
(now 20-35 per cent of total product cost
in steel, 30-35 per cent in cement, and 4050 per cent in ammonia, for example). This
does not imply that developing countries
should necessarily move away from investments in energy-intensive industries.
Considerations other than energy, such as
the comparative advantage conferred by
natural resources, the extent of value
added, the size of the domestic market,
and the indirect costs of energy as an element in transport costs, will obviously
continue to be important and their implications included in the evaluation of particular industries or industrial processes.
Electric power
The use of electric power has grown
along with the development process, at a
rate of 10 per cent a year from 1950 to 1974,
and 8 per cent a year since then. The
growth in power consumption is projected
to continue at an annual rate of 8-9 per
cent during the 1980s. A continually greater
proportion of developing countries' com-
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Table 3
Developing countries: potential savings in commercial energy consumption, 1990
(In millions of barrels a day of oil equivalent)
Savings from
Projected
consumption1

Pricing
policies

Electric power*
Agriculture
Households
Transport
Industry
Other

6.5
1.5
5.9
7.5
8.7
0.5

0.1
(.)
0.3
0.1
0.2
0.1

Total

30.6

0.8

Taxes and
regulations

Retrofitting and
technical
improvements

Interfile!
substitution

and

Total

scale economies

reduction

0.1
(.)

0.2

0.5
0.1
0.1
0.6
1.1

0.7
0.1
0.9
1.0
1.8
0.1

0.4

2.4

1.0

0.1
0.1

0.4
0.2
0.3

4.63

Source: World Bank staff estimates.
(.) Less than 0.05 million barrels a day of oil equivalent.
' Based on "High Case" projections of GNP and 3 per cent yearly increases In oil i
Report, 1980; a ratio of energy consumption to GNP growth of 1:1.2; and a price elasticity of energy consumption of -6.3 per
cent.
' Includes electric energy consumed in generation, station use, losses in transmission, and distribution. Electrical energy
(based
on thermal value) is distributed among the various sectors in the table.
3
Potential savings for oil importing developing countries would be 3.4 million barrels a day of oil equivalent.

mercial primary energy consumption has
been for the production of electricity: until
the 1950s this share was 10 per cent, and
by 1980 it had reached 25 per cent. Conservative projections indicate that it will
surpass 30 per cent by 1990.
Worldwide, utilities have made a dramatic shift in policy away from the use of
fuel oil to coal and gas. Nevertheless, in
1980, developing countries will use nearly
1.5 million barrels of oil a day, at a cost of
around $16 billion, to generate electric
power. Their oil consumption for generating electricity is projected to increase to
over two million barrels a day at a cost of
$30 billion (in 1980 dollars) in 1990.
Most developing countries urgently need
to increase the efficiency of their energy
use in electric power generation, transmission, and distribution. All power systems
inherently incur energy losses in generating stations, and resistance losses in transmission and distribution networks. More
efficient operations and a reduction in
losses might realistically reduce the requirement for new capacity in 1990 by 7
per cent, corresponding to a saving of $20
billion (in 1980 dollars); the potential fuel
saving might be as much as $2 billion a
year.
Substitution of fuels provides additional
possibilities for reducing oil import requirements in the power sector, depending
on the technical characteristics of the existing plants. The development of national
and regional grids could also increase the
efficiency of primary energy use in the developing countries. Large power systems
permit economies; in thermal generation,
for instance, larger unit sizes have lower
capacity costs, greater efficiency, and
cheaper maintenance requirements. An-

nual fuel savings resulting from larger integrated systems could be equivalent to
about 12 million tons of oil by 1990.
Transport
In many low-income countries, transport accounts for only 10-20 per cent of
total consumption of commercial energy,
but its share is growing. (It accounts for
15-25 per cent of total direct energy use in
industrial countries, and for a similar or
slightly higher proportion in middleincome developing countries.) Road transport (cars, trucks, and buses) accounts for
70-85 per cent of the energy directly consumed in the transport sector; rail and air
transport typically consume about 3-5 per
cent and 5-10 per cent, respectively: Except in a few countries where railways are
still fueled by coal or are electrified, mainly
on the basis of hydropower, the transport
sector depends almost entirely on petroleum, and in many countries uses more
than one half the total petroleum products
consumed. Some countries, notably Brazil,
have begun to use alcohol fuels produced
from grains as motor fuel substitutes. Others, such as Korea, are experimenting with
liquid propane gas-powered vehicles. Attempts to improve energy efficiency in the
transport sector by such means as raising
standards of vehicle operation and maintenance, especially public bus and truck
fleets, improved traffic flow and control,
driver training, and better road maintenance are therefore particularly desirable.
Shifting freight traffic from road transport
to coastal shipping, river, and rail systems,
which are several times more energy efficient when heavily loaded, will also increase energy efficiency. For passenger
transport, improvement of the public

transport services would also help in diverting part of the traffic from private cars
to more efficient bus or rail services.
Bank staff estimates suggest that total
energy savings in the transport sector could
be between 20 and 25 per cent. As the energy use in transport comes overwhelmingly from petroleum products, this represents potential savings of about one
million barrels of oil a day at present levels
of consumption, costing about $11 billion
in 1980. Based on the estimated consumption and oil price in 1990, the potential savings in that year would be about $25 billion
(in 1980 dollars). For the oil importing developing countries, even if only about one
half of the potential savings were actually
achieved, the 1990 oil import bill would be
reduced by about 10 per cent.
Substantial benefits
Developing countries could achieve substantial benefits by a broad program of demand management designed to increase
the efficiency of their use of energy. Their
energy consumption in 1990, presently
projected at 30.6 million barrels of oil
equivalent a day, could be reduced by as
much as 15 per cent by such a program. A
summary of potential savings in the main
economic sectors, based on Bank staff estimates derived from country, sector, and
project analyses is given in Table 3. For the
oil importing developing countries, even
if only half the potential savings were
achieved by 1990, oil imports in that year
would be about $13 billion (in 1980 dollars)
lower than they otherwise would be (compare Cases 2 and 3 in Table 2). Not only
could some of the benefits be derived
within a short time but many of the measures involved require little or no investment: one example is the removal of government price regulations which in many
countries prevent the economic pricing of
energy products. The greatest scope for
curbing the growth of energy demand is
in the industrial sector, which is a major
consumer of electric power as well as of
mineral fuels, mainly through the planning
of industrial development, technical improvements in industrial processing, and
retrofitting. Sizable energy savings could
also be achieved in transport (particularly
savings of oil), in the electric power industry, and in the household sector. Programs
of this kind call sometimes for difficult political decisions on the part of governments, as well as administrative and technical skills which are very scarce in many
of the developing countries. This is an area
where the international community, including both aid agencies and private industry, could be particularly helpful. ED
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It is estimated that over the decade 1973-83 oil price increases
will have led, directly and indirectly, to a doubling of the real price
of energy to consumers. Actual expenditures on energy in 1979
were already massive, representing one tenth of gross national
expenditure in industrial countries. This article traces recent
developments in energy prices and the progress made in energy
conservation and oil substitution, and outlines the implications Tor
policy decisions in industrial countries.
Peter J. Quirk

Developments in the energy market have
played a major role in shaping the economic events of recent years. The sudden
increases in the price of oil during 1973-74
had significant inflationary and deflationary effects and produced large imbalances
in the balance of payments (BOP) positions
of many countries. Similar developments
have emerged again in the wake of the
1979-80 oil price increases. Adjustment to
(as opposed to financing of) the macroeconomic effects of increased oil prices
may take three major forms—absorption,
deflation, and conservation. The higher
costs of oil can be balanced on an international level (1) by the oil exporting countries increasing their imports, thus absorbA more detailed treatment of this topic and
of related issues can be found in Appendix B of
the World Economic Outlook, a report by the
staff of the Fund published in May 1980.

Managing

the demand
for energy in the
*

flHRrial
world
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Chart 1
Industrial countries: real consumer
prices of energy and energy products,
1968-79'
(Index 1972=100)
Sources. Organization lor Economic Cooperatiun dFHl
Development.
Etieryy Statistics, and Fund sttitf asTi mates
1
Typical consumer pnrng {including Taie3), as of January 1
m each year, for 21 products in 15 industrial countries
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difference has been due to the effects of prices is sufficiently far in the future, and
other cost elements on the retail prices of the projection of the future reserves/conderivatives (resulting from such activities sumption ratio for each energy source imas refining and distribution), to nonpro- plicit in present prices is correspondingly
portionate (or fixed amount) taxes, and to so uncertain, that the relative price of oil
measures in some countries, notably vis-a-vis non-oil sources is almost unalCanada and the United States, to keep tered in the short term.)
Another factor helped to limit the inprices of some domestically produced crude
crease in oil product prices: the relative inoil below world market levels.
For the group of industrial countries as ertia of prices of gasoline, which accounts
a whole, the average nominal price to con- for about one quarter of the volume and
sumers of petroleum products rose by 162 one half of the value of total oil consumpper cent between 1973 and the onset of the tion. Real gasoline prices rose by only 12
second round of oil price increases in the per cent from 1973 to the first quarter of
first quarter of 1979. In real terms—that is, 1979. This inertia was due in large measure
in prices adjusted for changes in overall to a widespread lack of adjustment of
consumer price indices—they rose by only nominal gasoline tax rates so as to maintain
51 per cent. Most of this increase followed effective rates (in proportion to the value
quickly after the initial action of the Or- of the gasoline) in the face of price inganization of Petroleum Exporting Coun- creases. (See "Energy and the role of gastries (OPEC), so that real consumer prices oline taxation" by Alan A. Tait and
of Oil derivatives were actually slightly David R. Morgan, Finance & Developlower in the first quarter of 1979 than at ment, June 1980.)
the end of 1974 (see Chart I). To some exReducing oil consumption
tent, countries with lower absolute (U.S.
dollar) prices raised them more rapidly
The substitution of non-oil energy prodthan others. For example, the real increase ucts for oil products since 1973 has been
in the prices of U.S. petroleum products quite slow in the industrial countries, alhas been among the most rapid (some 50 though data for 1979 suggest some speedper cent), although prices paid in the ing up of this process, particularly in the
United States are still among the lowest.
United States. From 1973 to 1978, the inA particularly significant aspect of the dices of the consumption of petroleum
changes in energy prices since 1973 has products and total consumption of energy
Energy prices
been the extent to which increases in prices products in these countries both declined
In analyzing the effects of changes in of non-oil energy products have paralleled by some 11 per cent in relation to the index
energy prices on demand for energy in the those of oil derivatives. For the industrial of real GNP (see Chart 2). The fact that
major importing countries, it is necessary countries as a group, the average prices of demand for gasoline has been largely sus' Q to distinguish the price of the raw energy all energy products increased between tained has, however, strongly affected the
2 material at, say, the point of import, from January 1973 and the first quarter of 1979 demand for petroleum products as a whole.
~ the final price paid by the energy user. by 147 per cent in nominal terms and by The consumption of petroleum derivatives
| While the prices of crude oil exports qua- 44 per cent in real terms—only slightly excluding gasoline declined by 15 per cent
-s drupled during late 1973 and early 1974 lower than the increase in prices of petro- in relation to GNP. Some progress has
| and have more than doubled in 1979-80,leum derivatives. This phenomenon may been made in slowing the long-run shift
^ the prices to consumers of petroleum de- be attributed in part to the short-run ine- away from coal as a source of energy, and
2 rivatives have also increased sharply, but lasticity of supply of oil substitutes. (The the share of total energy derived from
'£ by considerably lower percentages. The substitution effect of the initial shift in oil hydronuclear sources has expanded some-

k

ing their own surpluses; (2) by the oil
importing nations reducing their economic
activity; or (3) by the importers reducing
their consumption of energy products
^ through conservation. Absorption was the
^ most important form of adjustment to the
oil price increases of 1973-74. The oil exk
~^~|)0rting__countries accelerated their imports
of goods^atfif'gervices, while the rate of increase in demand for oil fell in the import•» ing countries because of weaker economic
growth; since 1973 growth rates of gross
"- national product (GNP) in industrial countries have been, on average, some 2V2 percentage points below those of the preced> ing decade. Conservation of oil, the other
principal form of adjustment, played by far
the smallest role of the three.
Potentially, however, the conservation
h
of energy and a lesser dependence on oil
f represent a constructive and effective form
L of adjustment in the industrial countries.
Both types of policy can cushion the deflationary effects on aggregate output and
employment, as well as the adverse impact
* on inflation and the BOP. By contrast, absorption can reduce BOP imbalances, but
" cannot mitigate the effects of higher oil
p«ices on domestic inflation in the oil importing countries, while deflationary policies reinforce the negative effects of the oil
. price increases on jobs and output.
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what more rapidly since 1973. However, regarded to some extent as reversible once
in general, the substitution of other fuels output expands more rapidly. The reducfor oil has so far been limited, and this has tion in energy use can also be attributed
been a contributing factor to continued de- to a structural shift away from energymand pressures in the oil market.
intensive industries due to the change in
The progress that has been made since relative energy prices. It is noteworthy that
1973 in reducing consumption of oil rela- the reduction has been sustained.
tive to GNP therefore largely reflects overDevelopments in oil consumption since
all savings in the use of energy. Between 1973 have provided a number of examples
1950 and 1973, world energy consumption of the responsiveness of demand to changes
had been rising at almost 5 per cent an- in price. Oil consumption prior to 1973 had
nually. Consumption had accelerated dur- been growing much faster than consumping the 1960s in the industrial countries, tion of other forms of energy. That this
but this had been offset by a marked slow- trend has stopped, even if it has riot been
ing in consumption rates in the centrally reversed, must be considered a significant
planned economies of Asia and Europe. adjustment on the part of consumers to
For the world as a whole, energy con- higher oil prices. Diminishing overall rates
sumption increased in step with the growth of energy consumption in the industrial
in output; in technical terms the elasticity countries have clearly been associated with
of energy consumption with respect to ag- higher prices for energy products relative
gregate output remained stable at just be- to other prices. The substitution of other
low unity through the period 1950-78.
fuels for oil in some countries also shows
However, from 1973 to 1978 global en- that the higher prices of oil vis-a-vis other
ergy consumption slowed down mark- energy products have been important in
edly—to about one half of its long-run rate. reducing oil consumption. On the whole,
This slowing was evident almost entirely however, the substitution of other primary
in the industrial countries, where the 11 energy sources has been very limited, reper cent reduction in energy consumption flecting the small net increase in the retail
per unit of GNP was strongly reinforced
by slower growth rates of GNP. Thus, energy consumption in industrial countries
increased at an annual rate of only 1 per
Peter J. Quirk
cent during the period 1973-78, compared
with 5 per cent over the years 1960-73.
Growth of energy consumption was, however, largely sustained at pre-1973 rates in
the developing countries.
a New Zealand dtizen, is
This overall reduction in the use of enAssistant to the Director
ergy, although encouraging, reflects a wide
in the Research
diversity of individual performances. In
Department of the Fund.
He is a graduate of the
some countries, it may have reflected variUniversity of Canterbury
ations in the composition of output (away
from energy-intensive industries, such as (New Zealand). Mr. Quirk joined the fund as a
the iron and steel and chemicals industries) Young Professional in 1970, after working in
that were partly attributable to slow rates industry and government.
of cyclical recovery, and therefore can be
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prices of oil products relative to the prices
of alternative fuels.
The progressively larger energy savings
in recent years have encouraged somewhat more optimism about the ultimate
effectiveness of increased prices in curbing
demand for oil and for energy in general.
Although available statistical estimates-/eflong-run price elasticities remain lalrly divergent, there seems to be a consensus
that overall demand for energy is likely to
be relatively responsive to price (with a
user price elasticity in the range -0.5 to
-0.8). But oil, and thus energy, prices
have recently moved outside the range of
observations on which these estimates have
been based, and, as a result, the validity
of the estimates may be open to question.
It seems likely, in fact, that the elasticity
may have moved closer to the top of the
indicated range—perhaps even approaching unity. The increases in real price o{ lateu
1979 and early 1980 are more likely tcTbe
perceived by energy users as lasting than
those at the time of the first oil shock, and
seem more likely to induce sustained
changes in behavior. The reduction in final
consumption following those oil price increases should therefore ultimately be pome
pronounced than the cutbacks which followed the 1973-74 increases.
Nevertheless, the estimated time lag
with which consumption responds to price
changes tends to be long. The lag depends,
for instance, on the speed with which the
energy-using capital stock may be modified or replaced, as renovation or accelerated replacement of the household and
business capital stock involves certain costs.
Accordingly, a response may take almost
as long as is required for the energy-using
equipment to wear out and be replaced,
perhaps as many as ten years for automobiles and up to 80 years for buildings.
This implies, of course, that the effects of
the 1973-74 oil price increases are still
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Chart 3
Industrial countries: factors
affecting energy consumer prices.
1970-78
Sources: Organization for Economic Cooperation and Development, Energy Statistics, and Fund staff estimates.
'Weighted average of rates of taxation (value of the gasoline
tax2 divided by the tax-inclusive price).
Price for annual consumption of 300,000 tonnes over price
for3 annual consumption of 500 tonnes.
Price for annual consumption of 6OGWH over price for
annual consumption of 4OOOMWH.
* Price for annual consumption of 5000 * 106 Kcal over price
for annual consumption of 750 * 106 Kcal.

being registered and that the effects of the
recent price rises are not evident yet. Ultimately, investment in energy-saving technologies and the development of non-oil
energy sources should result in a sweeping
and fundamental adjustment of capital
stocks.

Appropriate policies
Achievement of substantial energy conservation and diversification (with a shift
away from imported oil) depends crucially
on the adoption of appropriate national
policies, especially those affecting the price
of energy—for both the supply and demand sides of the market. The general aim
of policies in this area should be to allow
the price increases to be fully passed on to
consumers in order to provide the necessary marketplace signals about energy conservation and substitution of other energy
sources for oil. Such a development could
occur without any deliberate policy actions. However, the evidence of the large
divergences between countries in the retail
prices of die same energy products underscores the fact that in the market in question, governments, either central or local,
play a substantial role—either through tax
and subsidy policies, or as owners, regulators of output or of prices, or major purchasers. In brief, the market is affected
strongly by government decisions in most
countries. In terms of international adjustment, it is important that these decisions,
insofar as they affect pricing^ should be a
realistic response to current world market
developments if the needed conservation
efforts are to be encouraged.
One of the most topical subjects in the
field of policies aimed at adjusting the demand for energy is the possible role of
taxes, subsidies, and tariffs in promoting
conservation and the substitution of other
fuels for oil. The question that arises is the
extent to which policies are necessary when
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market prices reflect the full cost of energy
imports. Indeed, it could be argued that if
taxes or subsidies were imposed permanently, they could lead to possible longrun distortions in resource allocation (additional distortions in most cases, as energy products are already a fruitful source
of fiscal revenues). Even if taxes or subsidies were applied only temporarily, they
could lead to short-term variations in price
signals, which would add to the considerable uncertainties for private consumers
or industries who already face difficult investment decisions about energy in the
present situation of confusion and volatility in relative energy prices.
In the present circumstances there is little justification for diminishing tax rates or
tariffs on energy products, where certain
levels of rates have already been accepted
(these rates vary widely among countries).
Reducing these rates so as to lower the
overall inflationary impact of increased energy prices could achieve only a temporary
respite; the lower incentives to conserve
energy would merely serve to maintain
pressure on the energy market, and to
drive up energy prices further. Effective
tax rates on gasoline have fallen sharply
since 1973, and re-evaluation of the effects
of these rates seems necessary (see Chart
3). One more specialized area of energy
pricing that may also warrant examination
is that relating to the provision of bulk discounts or block-pricing arrangements.
There has been some reduction in discounts granted to bulk users, but generally
speaking, the discounts remain large (see
Chart 3).
The economic case for additional taxes
to promote reductions in energy consumption rests mainly on two considerations:
first, the extent to which such stimuli may
be used to speed up expected responses to
market-determined price incentives, and
second, the issue of the global distribution

1970 1971 1972 1973 1974 1975 1976 1977 1978

of economic rents pertaining to basic energy resources.
Insofar as the imposition of taxes or tariffs simply speeds up the market response—which accumulates over a long
period—these policies are clearly appropriate. From the point of view of global
welfare and the international adjustment
process, however, it is clear that the second consideration is significant only for the
distribution of proceeds between countries
of vastly dissimilar per capita income levels. Within a country, of course, income
redistribution effects must obviously be
taken into account.
Another set of issues concerns the pricing of energy vis-a-vis other factors of production. Although recent evidence is far
from conclusive, it suggests that in the
short term to medium term, energy complements capital and largely substitutes for
labor. If conservation is to take place,
therefore, the relative prices of energy
goods would have to rise against wages.
Complementarity does not imply that the
prices of capital inputs should also rise
with respect to wages; in fact, there are
good reasons why they should fall. (In
some countries, investment has been inadequate for both cyclical and structural
reasons. Buoyant investment is also likely
to be conducive to conservation by permitting more rapid alteration of the energy
intensity of the capital stock.) To achieve
the most efficient combination of resources, the relative price of the energycapital combination should rise in order to
promote conservation of energy. If real
wages are maintained and the relative
price of the energy-capital combination
does not rise, there would be direct consequences for adjustment in the form of
energy conservation. Conservation may
therefore be seen to be inextricably linked
with these important macroeconomic issues.
ED
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Renewable energy:
alcohol from biomass
Harinder S. Kohli The need for cheap, renewable energy is worldwide. One potential
source of such energy is ethyl alcohol or ethanol produced from
such raw materials as sugarcane, molasses, corn, and cassava.
The author outlines the economics of producing ethanol and
discusses the implications of its use as an energy source,
especially in developing countries.

A longer study. Alcohol Production from
Biomass in the Developing Countries (September 1980), is available on request from the
Publications Unit of the World Bank, Washington, D.C. 20433 U.S.A.
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Biomass ethanol, a form of alcohol pro- tha) would complement efforts to promote
duced from the fermentation of biomass coal, firewood, and hydroelectric power as
(agricultural and forestry products), is the substitutes for heavier petroleum products
major renewable energy source which of- (fuel oils).
Alcohol has been produced from biofers immediate prospects of providing a
premium liquid fuel based on domestic re- mass for at least 2,000 years when the
sources to partially substitute for petro- Egyptians made it for drinking. The basic
leum products in certain developing coun- technology for producing ethanol from a
tries and a few developed countries. Other number of biomass raw materials is proven
major renewable energy sources, forestry and can be easily transferred to most deproducts and hydroelectric power, are most veloping countries; many technical imsuited to the production of nonliquid forms provements are currently being developed
of energy. The use of ethanol—the com- to further enhance its economics. Ethanol
monly used name of ethyl alcohol—as a production requires medium-scale indussubstitute for the lighter petroleum prod- trial units located in rural areas and thereucts (such as diesel, gasoline, and naph- fore can become an important additional
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source of permanent rural employment at
a relatively low cost. In addition, alcohol
production can absorb surplus agricultural
production during periods of low demand,
stabilize rural incomes, and help stem the
migration of rural population to the urban
centers.
Two types of alcohol are of main interest
to the developing world: ethyl alcohol
(ethanol) and methyl alcohol (methanol),
both of which can be produced either from
hydrocarbon (petroleum and gas) products
or from biomass. Because of technological
constraints to using methanol as a gasoline
additive, and because biomass raw materials in most non-oil developing countries are likely to be more suitable for
ethanol (rather than methanol) production,
ethanol is considered as the alcohol of most
immediate interest to the oil importing developing countries. This article, therefore,
discusses primarily the potential and prospects of ethanol production from biomass
in these countries. All references to alcohol
production, unless otherwise stated, relate
to the production of ethanol.
Despite its many attractions, ethanol
cannot offer a general solution to the energy problems of the developing countries.
In the immediate future, practical difficulties are likely to limit the economic production of ethanol on a very large scale,
except in a few developing countries such
as Brazil. More important, over the medium term, the availability of sufficient agricultural land would be the constraint to
any large substitution of petroleum on a
worldwide scale. Even if the entire current
world production of molasses, sugarcane,
corn, and sweet sorghum, for which commercially proven fermentation technology
is available, were converted, the total
ethanol production would substitute for
only a fraction of total current world oil
consumption. These prospects will improve if the yields of energy producing
crops are substantially increased and new
technologies are developed for the economic conversion of cellulosic materials,
but these developments are unlikely to
have any major impact during the next 515 years. Despite these modest prospects
for developing countries as a group, ethanol
production in individual developing countries, particularly those with a substantial
agricultural base, could lead to significant
savings in their individual petroleum imports.
Major uses of ethanol
Currently, ethanol has three main applications: (1) as an alcoholic beverage; (2)
as an intermediate chemical; and (3) as a
raw material for the production of other
chemical products. In the last two appli-

cations, biomass ethanol has been steadily
losing ground to cheaper petroleum-based
substitutes including synthetic ethanol.
Around the beginning of this century,
ethanol was also considered as an attractive automobile fuel. Chemical applications
still constitute the largest use of ethanol
worldwide.
With the more than tenfold increase in
petroleum prices during the last decade,
biomass ethanol is again being considered
as a substitute for petroleum products.
Biomass ethanol has four possible major
applications in this role, as: (1) boiler fuel
to substitute for fuel oil or other fuels; (2)
a gasoline substitute; (3) a diesel substitute;
and as (4) a chemical product or raw material for other chemical processes. The use
of ethanol as boiler fuel does not exploit its
potential as a superior liquid fuel; and as
a substitute for diesel, ethanol suffers from
serious technical drawbacks. On the other
hand, its unique physical and chemical
properties increase ethanol's value, beyond its heating value, as a substitute for
gasoline and as a chemical feedstock.
The use of ethanol as a gasoline blend
or as a substitute for gasoline has drawn
the most attention both because it can directly substitute for a premium petroleum
product used worldwide and because this
application can take advantage of its many
physical and chemical characteristics. When
used in an internal combustion engine,
ethanol significantly improves combustion
efficiency and also results in higher octane
rating and improvements in engine starting, carburetion, and emission quality.
Ethanol can be used as automobile fuel
either as "gasohol," in which case anhydrous (99.8 per cent) ethanol is mixed with
gasoline up to a 20 per cent ratio, or as
hydrous or straight alcohol, in which case
hydrated (94 per cent purity) ethanol is
used straight. The economic value of alcohol as a gasoline additive is about 15-20
per cent higher than as a straight gasoline
substitute.
Production of alcohol
Ethanol can be produced from three
main types of biomass: (1) sugar-bearing
materials (such as sugarcane, molasses,
and sweet sorghum) which contain carbohydrates in sugar form; (2) starches
(such as cassava, corn, babassu—a wild
palm tree—and potatoes), which contain
carbohydrates in starch form; and (3) celluloses (such as wood and agricultural residues) whose carbohydrate form is more
complex.
The main attractions of sugar-bearing
raw materials for alcohol production lie in
the fact that their carbohydrate content is
already in the fermentable, simpler sugar

Table 1
Average ethanol yields of main biomass
raw materials in developing countries
Biomass

raw material

Ethanol yield
yield
per ton of per hectare
Annual
biomass
of land
ethanol yield
(In liters
(In tons
(In liters
per ton)
per ha)
per ha)

Sugarcane
Wood
Sweet
sorghum
Com
Cassava
Sweet
potatoes
Babassu
Molasses

70
160

50
20

3,500
3,200

86
370
180

35
6
12

3,010
2,220
2,160

125

15
3

1,875
200

80

270

Source: World Bank.

... Indicate data are not relevant, since molasses is a byproduct.

form and that they also produce their own
source of heating fuel in the form of bagasse. The average ethanol yield per ton
of the major potential biomass raw materials, as well as estimated ethanol yield per
hectare of land, in developing countries is
shown in Table 1.
Until recently, alcohol production from
biomass was based on old technology,
since the demand for ethanol as a drink or
a chemical was not very dependent on production costs. Therefore, process and
equipment design have not benefited from
the recent advances in the design and engineering of other chemical plants. However, with the increasing interest in ethanol
as a fuel, a large number of major engineering companies, equipment manufacturers, and others have taken steps to improve the technology and design of alcohol
plants. Most of these efforts have been in
four major areas: (1) development of continuous fermentation technology to yield
higher alcohol concentration (up to 12 per
cent alcohol content liquor instead of 8-10
per cent currently possible) to substantially reduce energy requirements for producing ethanol; (2) improvement of the energy efficiency of ethanol production
through more efficient distillation and heat
recovery systems; (3) utilization of agricultural wastes for feedstock or fuel; and (4)
development of alternative energy crops,
such as sweet sorghum, wood, and babassu, to reduce reliance on sugar-based
biomass.
Practically all existing biomass-based alcohol plants use sugarcane and molasses
and are relatively small. Except in the case
of Brazil, there is also a lack of actual experience in the construction of a large
number of plants of different sizes and at
Finance & Development I December 1980
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different locations. There is practically no
large-scale experience with plants that use
other raw materials such as wood and cassava. In addition to considerable industrial
development and demonstration work
necessary to improve the efficiency of the
production process, significant efforts are
needed in the agricultural sector to improve crop yields, develop optimum crop
rotation patterns, and convert some existing subsistence crops (such as cassava and
babassu) into commercial energy crops.

to project. These include diverse elements,
such as the lack of experience with producing ethanol on a commercial scale, the
availability and relative costs of the factors
of production, such as land and labor, and
the relative advantages of producing
ethanol over using traditional fuels, such
as gasoline or ethylene. Compounding the
difficulty of assessing the economic viability of ethanol programs is the varying degree of emphasis placed by different governments on the subject of independence
from imported fuels. It affects the strength
of commitment to a program for producing
Economics of production
ethanol as a substitute for imported fuels.
The economics of biomass ethanol proA recent World Bank study analyzed the
duction and use depend on a number of economics of ethanol production in
complex factors, some of which are diffi- "standardized" plants operating under
cult to quantify. A rough comparison of conditions that are expected to prevail in
key factors in the production of alcohol different countries. While this analysis
from different biomass materials is shown cannot substitute for the specific country
in Table 2. As is evident from the table, the and project analyses, which must be
economics of the production of ethanol is undertaken to determine merits of largedependent on a number of factors that vary scale ethanol production in individual
from country to country and from project countries, it has identified certain general

indicators that can be used to select countries and situations where further detailed
reviews appear justified.
Sugarcane. In the "medium-cost countries" (see Table 2), sugarcane-based
ethanol production is likely to be economic
at the base crude oil price levels of about
US$30 per barrel f.o.b. Arabian Gulf
(roughly equivalent to an ex-refinery gasoline price of about $1 per U.S. gallon) increasing in the future at an annual rate of
3 per cent in real terms, provided the economic cost of sugarcane at the factory gate
is less than about $14 per ton. Sugarcane
production costs in many sugar producing
countries such as Brazil are considered to
be below this level. The economic viability
of ethanol production rests heavily on assumptions about the economic price of
gasoline and its future increases, and upon
the cost of biomass raw material. The economics of ethanol production from sugarcane are also sensitive to the capital cost of
producing ethanol, which is determined by
the installed plant costs of the alcohol dis-

Table 2
Ethanol production from different biomass materials
Unit

Yields
Ethanol yield/ton of biomass
Biomass yield/hectare of land2
Ethanol yield/hectare of land
Processing plants
Economic plant size range
Number of operating days
Annual production in 120,000
liters/day plant:

liters/ton
tons/hectare
liters/hectare

Installed cost of 120,000
liters/day plant in:
Low-cost countries3
Medium-cost countries3
High-cost countries3
Economics as gasoline additive
Ex-plant biomass raw material cost
for 10 per cent economic rate of return4
At US$31/bbl f.o.b. crude5
At US$35/bbi f.o.b. crude5
At US$43/bbl f.o.b. crude5
Ex-plant biomass raw material cost
for 8 per cent economic rate of return4
At US$31/bfal f.o.b. crude5
At US$35/bbt f.o.b. crude5
At US$43/bbl f.o.b. crude5

Sugarcane

270
...
...

70
50
3,500
120-240,000
180

Cassava'

180
12
2,160
60-120,000
275

Corn1

370
6
2,220

liters/day
days/year

60-240,000
180

120-240,000
275

- million liters/year
- million U.S. gallons/year
- tons/year

21.6
5.7
17,100

21.6
5.7
17,100

33.0
6.9
26,100

33.0
6.9
26,100

millions of U.S. dollars
millions of U.S. dollars
millions of U.S. dollars

6.8
7.6
11.4

7.6
9.5
14.3

9.1
11.4
17.2

9.1
11.4
17.2

US$/ton
US$/ton
US$/ton

62
70
85

14
16
20

13
17
23

—
1.2s
1.86

US$/ton
US$/ton

65
73

14
17

16
19

—
1.46

US$/ton

90

22

25

2,1s

Source: World Bank.
— Indicates negative figure.
... Indicate data are not relevant, since molasses is a by-product:
I
Based on current plant designs and fuel oil as fuel source.
'Based
on current average yields in Brazil, except for corn, which is based on U.S. average.
II
Low-cost country data for sugarcane plants based on Brazil costs. Medium-cost countries, such as Thailand, are assumed to have costs about 25 per cent higher than low-cost countries.
High-cost countries, Such as Sudan, which have very limited domestic plant construction capabilities are assumed to have capital costs about 50 per cent higher than medium-cost countries.
These cost estimates are general indicators, and actual plant costs would depend on individual country, market, and site factors. All costs in late-1979 U.S. dollars.
'
For medium-cost countries.
5
Assuming ethanol value equal to that of gasoline in volume terms. Gasoline price assumed as 1 .a times that of ex-refinery light Arabian crude price, by volume; this relationship assumed
logo down wmt Increased crude prices. Crude price assumed to increase at 3 per cent per annum in real terms, gasoline price at 2.5 per cent per annum, and raw material cost at 1 per cent
per annum
•For com, USKbushel. One bushel weighs 56 Ibs. One ton is equivalent to 39.4 bushels.

20

Finance & Development I December 1980

©International Monetary Fund. Not for Redistribution

tillery, the number of operating days per
year, and economies of scale.
Molasses and cassava. Production of
ethanol from molasses with surplus bagasse as the fuel source for the production
process in a medium-cost country is likely
to be economic at a crude oil price of about
$30 per barrel when the economic cost of
molasses is less than $60 per ton at the
plant. However, when fuel oil (or some
other high-value fuel) is used in the distillery instead of surplus bagasse because of
inefficiencies in plant operations, the economics of ethanol production become significantly less attractive. Cassava- and cornbased ethanol plants are less attractive
than those using sugarcane and molasses,
due to the need to purchase an outside
source of energy, and their higher capital
costs. To compensate for these drawbacks,
these plants must obtain their raw materials at a relatively low cost; delivered cost
of cassava would need to be below about
$13 per ton and of corn less than about $1
per bushel for plants using currently available technology and a petroleum fuel
source. These costs are given as general
examples, since as mentioned earlier, the
economics of ethanol production vary for
each country and each project. Although
in the long run ethanol production from
wood offers considerable promise, significant improvements in technology will be
required before wood becomes an economic source of liquid fuel.

Prospects in developing countries
The economic justification of biomass
ethanol production in individual countries
depends mainly on the circumstances of
their agricultural, industrial, and energy
sectors. The general prospects for such
production can be assessed by identifying
first, the countries which offer a favorable
agricultural and energy balance, and then
those countries that offer the economic
conditions that are likely to make alcohol
production viable. As shown in the chart,
several situations can be envisaged in which
production is economic. The developing
countries with a surplus agricultural production but an energy deficit, such as Brazil, Sudan, and Thailand, are likely to have
the strongest incentives to develop large
biomass energy programs in order to reduce their dependence on imported energy. Most of the countries with viable alcohol programs are likely to belong to this
group. Many of the large developing countries, such as Bangladesh and Pakistan,
however, are net importers of both agricultural products and energy. The lack of
adequate agricultural production is normally related to the scarcity of agricultural
resources and would be reflected in the

Alcohol production from biomass energy
and agricultural self-sufficiency
ratios for selected countries—1976'

Source:
Developed by Dr. N. Rask from Food and Agriculture Organization and World Bank data.
1
These
results indicate country situations where biomass energy programs may be feasible. The basic analysis could be
further refined by taking into account averages for several years and focusing directly on food instead of the agricultural
self-sufficiency measure used in this framework.

higher economic cost of biomass raw materials. In most of these countries, therefore, ethanol production is likely to be attractive only if based on surplus low-cost
biomass materials such as molasses and
agricultural crop residues (or sugarcane
during periods of world sugar surpluses).
In countries with surplus energy, such as
Mexico, Nigeria, and Venezuela, there is
little incentive to launch major biomass energy programs.
Biomass ethanol production can generate a large number of jobs, primarily in the
rural areas, at a relatively low cost compared to the cost of additional jobs in industry in the urban areas. For example, it
is estimated that the additional direct employment to be created by Brazil's alcohol
program between 1980-85 will total about
450,000 at an investment cost of about
$10,000 per job. While the actual number
of new jobs that can be created by potential
alcohol production in other countries would
depend on the size of their alcohol programs, and while the cost per job would
be different, biomass alcohol production

does offer an attractive opportunity for increasing rural employment.

Competition for land use
Large-scale alcohol production would
almost always require difficult economic,
social, and political decisions. The most
important of these concerns the use of
land. Large-scale biomass alcohol production would pose the question of whether,
and to what extent, such a developments
likely to increase competition for land and
other agricultural resources which would
otherwise produce food or cash crops. The
issue is most usefully discussed within the
context of each country. Basic considerations in assessing the extent of future competition for agricultural resources are the
relative price movements for energy and
food. On a global basis, a sharper increase
in energy prices than in prices for food or
most other agricultural products is plausible, at least over the next decade. Assuming this occurs, the potential conflict over
land use between food, export, and energy
crops will escalate as economic forces inFinance & Development I December 1980
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creasingly tend to draw agricultural resources into energy production. Biomass
energy production will thus require difficult choices. Therefore, priorities must be
determined carefully.
The potential conflict over land use may
be more imaginary than real in countries
where abundant agricultural resources exist and new land can be brought into production at reasonable cost. Elsewhere, appropriate government policies may reduce
possible competition between energy cropping and production of food and other agricultural commodities. The basic aim of
these policies should be to reduce the cost
of the raw materials used in biomass energy production. Several possibilities exist:
(1) increased yields per hectare of the traditional energy crops are usually possible,
thereby reducing the overall land requirement for biomass energy; (2) energy crops
other than sugarcane (such as sweet sorghum and wood) could increase alcohol
production per hectare and thereby reduce
the planted area for biomass production.
Annual alcohol production per hectare
from sweet sorghum, for example, may be
as much as 50 per cent greater than mat
for sugarcane; and (3) production of raw
materials which grow on lands marginal
for agriculture should be encouraged. The
global area under timber on land with limited agricultural potential greatly exceeds
the land available for sustained agricultural
biomass production, and forest products
could become important sources of ethanol
(and methanol) if cellulose conversion
technology can be improved and utilized
on a commercial scale. The soundest longterm approach to the conflict between food
and energy is likely to involve promoting

the use of raw materials, such as wood and
cassava, which can be grown on lands not
generally suitable for production of food.

Need for government policies
While promoting alcohol production,
strong and complementary government
policies will be essential to accommodate
the different and often conflicting needs of
various sectors of the economy. Ethanol
production from biomass would require
close coordination between the industrial,
agricultural, energy, and transportation
sectors.
The main areas needing government
policy actions would include:
• Active promotion of ethanol use for
gasoline blend (or other economic applications) through demonstration projects
and agreements with the automobile and
chemical industries.
• Development of energy-efficient
ethanol plant designs.
Harinder S. Kohl)
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• Promotion of alcohol production by
guaranteeing delivery and facilitating assured raw material supplies.
• Encouraging production of biomass
raw materials by offering appropriate incentives and providing the necessary agricultural research, extension, and credit
facilities.
• Designing a cohesive pricing system
to overcome typical large distortions in the
prices of inputs from the energy, industrial, and agricultural sectors.
• Providing financial incentives to promote production of alcohol as a petroleum
substitute.
The World Bank is assisting the developing countries in: evaluating the potential, prospects, and viability of alcohol production; developing policies necessary to
prudently exploit this potential where justified; designing national alcohol programs; transferring appropriate technology
through financing of these programs; and
formulating and strengthening institutions
responsible for this activity. The Bank's
initial work in a number of countries indicates that assistance from agencies such
as the Bank is urgently needed in these
crucial areas to allow the developing countries, either with surplus biomass raw materials or with large biomass production
potential, to efficiently develop their renewable energy source. World Bank support of alcohol production programs based
on biomass is consistent with its efforts to
promote development of nonconventional
and renewable sources of energy. This new
area of activity will complement increased
Bank lending for the development of conventional energy sources such as petroleum,
gas, coal, and hydroelectric power.
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Fond conditionality and the

international adjustment process:
the early period, 195O-7O
During the 1950s and the 1960s, the Fund's resources were
increasingly called upon by its member countries. The author
examines the rationale of the conditipnality attached to the
use of these resources and the practices that were developed
by the Fund for the implementation of conditionality during
this period of relatively stable prices and growth rates.
Manuel Guitian

the sound development of the productive
resources of all members. The broad
objectives sought by the Fund can best be
attained in the context of a multilateral
payments system that fosters exchange
stability, where payments imbalances can
be redressed without resort to measures
that run counter to national or interThe International Monetary Fund was national prosperity. The fundamental purestablished in 1944 to promote economic poses were made explicit in the original
and financial cooperation among its mem- Articles of Agreement of the Fund, and
bers—then 45, now 141—in order to they have been upheld in the two amendfacilitate the expansion and balanced ments that were made in 1969 and 1978 to
growth of world trade. The aims of this this basic charter. The purposes and
cooperation were—as they still are—the objectives provide the framework within
attainment and maintenance of high which the institution functions, and as
levels of employment and real income such, they lie at the core of its activities
within each member country, through with member countries.
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The issue at stake . . . is not whether adjustment will be carried out
but whether it will be carried out efficiently— Conditionally is a means
to ensure the efficiency of the international adjustment process. . . .
In order to fulfill its mandate, the Fund
has come to play a central and multifaceted role in the international monetary
sphere. An essential aspect of this role
concerns the provision of financial assistance to members facing potential or
actual balance of payments (BOP) difficulties. In extending its financial assistance,
the Fund is guided by the provisions of
the Articles of Agreement. These prescribe that the Fund should make its
resources available to members temporarily and that it should adopt policies on
the use of those resources which, first,
assist members in overcoming BOP problems and, second, provide adequate safeguards to ensure that the use of the
resources is temporary.
Drawing from the experiences gathered
from its long and close relationship with a
varied and increasing membership, the
Fund has developed a pragmatic and
flexible body of policies and procedures to
accompany the use of its resources in a
manner that will fulfill the prescriptions
of the Articles of Agreement. Invariably,
these policies are aimed at supporting
members' adjustment efforts through the
adoption of economic policy measures
which are compatible with the particular
member's interests, as well as with those
of the Fund membership as a whole. In
effect, these policies spell out the terms
and conditions under which members can
be assured of their access to Fund
resources to finance their temporary BOP
needs. The set of policies that governs the
use of Fund resources has come to be
known by the label: conditionality.
This article will examine the rationale
of the principle of conditionality, and will
trace the practices that were developed
for its implementation during the 1950s
and the 1960s when the par value system
established at Bretton Woods was in
effect. The principle of conditionality
applies under most circumstances, but its
practical implementation has evolved in
response to changes in the international
economic environment, and a second
article will analyze the adaptations that
were undertaken during the past decade
following the breakdown of the par value
system.
24

The rationale
From the very inception of the Fund,
conditionality proved to be a controversial
subject. This is not surprising because
conditionality is the key determinant of
members' access to Fund financial assistance and, as such, is subject to close
scrutiny both inside the Fund and in
outside circles. It needs to be recognized
that the design and the adaptation of
policies on the use- of Fund resources
encompass a large number of complex
issues and involve important elements of
judgment on which consensus is not
always easy to attain.
It should be pointed out at the very
beginning, however, that, except for a
brief period after the Fund came into
existence, there has always been general
agreement among Fund members that the
Fund's financial assistance should be
conditional on the adoption, of adjustment
policies. This was felt as a necessary
requirement to preserve the revolving
character of the Fund's resources that the
Articles of Agreement called for. In order
to examine the basis for conditionality it
is important to underscore a key feature
of the international adjustment process—
that external payments imbalances have
to be adjusted, whenever they are not
transitory or reversible. It is critical to
recognize that under most circumstances,
adjustment will take place with or without policy action; that is, claims on
resources will eventually have to be
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limited to those resources that are
available. The issue at stake, therefore, is
not whether adjustment will be carried
out but whether it will be carried out
efficiently without involving unwarranted welfare losses.
Conditionality is a means to ensure the
efficiency of the international adjustment
process to the benefit of all the Fund's
membership. It also constitutes an essential aspect of the contribution the Fund
makes toward easing the BOP difficulties
of member countries. The main objective
of the Fund's financial assistance has been
to help members to attain, over the
medium term, a viable payments position,
if feasible in a context of reasonable price
and exchange rate stability, as well as a
sustainable level and rate of growth of
economic activity. This concept of a viable
BOP typically means, especially for many
developing countries, a current account
deficit that can be financed, on a sustainable basis, by net capital inflows on
terms that are compatible with the
development and growth prospects of the
country.
The Fund's resources help to extend
the period during which adjustment takes
place, and therefore contribute to making
the process less stringent than it would
otherwise have to be. The strategies to
finance and to adjust external imbalances
are closely interwoven, and form the core
of the Fund's policies on conditionality,
which seek to attain a sustainable blend
between the two. Conditionality is based
on an assessment of the need for adjustment, which—in the light of the financing
available not only from the Fund but
also from other sources—helps to determine the size and the pace of the required
adjustment effort.
It is frequently argued that adjustment
and financing are alternative or substitute
strategies. This argument is only true in
the abstract sense that adjustment would
not be necessary if financing were available indefinitely, and conversely, that
adjustment would be immediate in the
absence of financing. In most practical
instances, however, adjustment and financing are joint and mutually supporting
strategies. Their complementarity is based
on the simple but realistic premise that
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Uniformity of treatment, when properly defined, requires that
for any given degree of need the effort of economic adjustment
sought in programs be broadly equivalent among members.
financing imbalances over protracted periods without adjustment is generally untenable. Adjustment without adequate
financing, on the other hand, would render
the adjustment process unduly arduous,
needlessly disruptive, and costly.
Strategies of adjustment will vary
according to the particular situation of
the country requesting support, but there
are two principles that the Fund seeks to
uphold in all its conditionality programs:
the principle of uniformity of treatment
among members and the necessity that
the Fund's policies on conditionality take
into account the institutional characteristics and the particular circumstances
of different countries. It is, therefore,
necessary to strike a delicate balance
between uniformity and flexibility of
treatment, although they may appear to
conflict. The conflict, however, is more
apparent than real because the principle
of uniformity cannot be applied rigidly,
regardless of individual country circumstances, nor can individual circumstances
be given such weight that uniform
treatment loses all meaning. A common
feature of programs supported by Fund
resources is the need for adjustment and
the essence of conditionality is to ensure
a commensurate adjustment effort. Uniformity of treatment, when properly
defined, requires that for any given
degree of need the effort of economic
adjustment sought in programs be broadly
equivalent among members. Like all other
aspects of the principle of conditionality,
the achievement of uniformity of treatment necessarily involves a measure of
judgment based on a consideration of the
particular features of each case.
Policy implications
The restoration of viability to a payments position must mean the elimination, or at least the reduction, of the
causes that gave rise to the difficulties.
BOP problems may be due to a variety of
factors which are often distinguished
according to whether they are external or
internal, and to whether they are transient or permanent. The particular strategies of adjustment may vary depending
on whether the payments difficulties are
due to domestic developments in a

country's economy or to developments in
the' rest of the world. But the more
fundamental question of whether adjustment is actually required hinges on
the assessment of the permanent or
transient character of the disturbance.
Deficits stemming from adverse transitory external (or internal) factors, which
normally can be expected to be reversible
or self-correcting, typically call for temporary financing, either in the form of
foreign borrowing, or in the use of international reserves, or a combination of
both. Mechanisms have been devised in
the Fund and elsewhere to cope with
situations of this sort—the Fund's .compensatory financing and buffer stock
facilities are examples of such mechanisms. However, if the deficits (whether
of external or internal origin) are not likely
to disappear, an economy needs to take
appropriate domestic and external measures to adjust them. Simply restricting
international transactions cannot be considered as an adequate adjustment strategy, because restrictions do not act on the
causes of the difficulties, but rather
aggravate them.
The conditionality associated with the
use of Fund resources requires the
member using those resources to undertake a program to adjust its BOP. The
general purpose of such a requirement is
that the Fund's financial assistance should
be used to support the implementation of
economic policies which give a substantial
assurance that a viable payments position
will be attained within a reasonable
period of time. In most instances, this
involves restoring a sustainable balance
between the aggregate demand for, and
the aggregate supply of, resources in an
economy. The policies required to bring
about this result depend, of Course, on
the nature and size of the existing and
prospective BOP deficit. In turn, the
particular policy instruments to be used
are designed in the light of the institutional setting and organization of the
economy and of the economic and social
priorities of the country.
It is generally recognized that domestic
fiscal and monetary policies can be of
critical importance to the attainment of a
sustainable balance between aggregate

demand and 'supply. At times, these
policies need to be supported by external
debt management and incomes policies, to
ensure that the resources demanded do
not exceed the resources generated domestically plus those which can be raised
from abroad on terms that are compatible
with the economy's productive capacity
and development prospects. In attempting
to strike such a balance between resource
use and availability, such policies aim to
set the stage for sound and sustained
rates of economic growth by improving
the BOP and bringing inflationary pressures under control.
Frequently, imbalances in aggregate
demand and supply are also accompanied
by distortions in the structure of relative
prices which tend to keep the level or
growth of aggregate supply below potential. In these cases, measures to improve
the allocation of resources and to strengthen exports become necessary. These
measures include adjustments of the
exchange rate, interest rates, or other
prices. Such adjustments are instrumental
in correcting disparities between domestic
and foreign prices, thereby restoring
international competitiveness to the economy, mobilizing domestic savings which
are then available for investment, and
redirecting resources to the more productive sectors. By bringing the productive capacity of the economy back to its
potential level and to a sustainable path of
growth, these types of measures lessen
the degree of restraint in aggregate
demand management—through supporting fiscal, monetary, and other policies—
which would be required in their absence.
The assessment of the size and the
speed of the required adjustment effort
depends on the extent of the imbalance in
relation to the likely availability of
financing. It is often observed that when
an imbalance is allowed to grow and
persist over protracted periods, foreign
sources of financing tend to dry up. In
these circumstances, the severity of the,
by then, unavoidable policy measures is
likely to be intense and their repercussions on economic performance to be
unfavorable. In general, this is a reflection of the fact that unduly large and
abrupt adjustments tend to be relatively
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.. . . in time, the practices of conditionality came to encompass all
general aspects of economic policies . . . so that imbalances could be
redressed without resort to restrictions on trade and payments. . . .
costly in terms of welfare. These observations argue in favor of the desirability of
timely adjustments of emerging imbalances.
The evolution of conditionality

performance in most of the industrial
countries, and a period when progress was
made toward the liberalization of international trade and payments and toward
currency convertibility under the par
value system agreed upon at Bretton
Woods. These were factors that facilitated and contributed to the smooth
functioning of the process of inter"
national payments adjustment.
The stand-by arrangements developed
during this period provided a clear link
between a member's use of Fund resources—its financing—and its adoption
of a practical program of policy action—
or its adjustment. This link reflected the
realization that the most effective way in
which the Fund could provide its assistance was to support with its resources,
by means of stand-by arrangements, the
implementation of a specific set of economic policies designed to correct members' external imbalances. The policy
programs supported by stand-by arrangements normally extended over a year,
a period short enough to permit a forecast of the behavior of the economy and
long enough to allow for an assessment
of the result of the policy measures and
to form a judgment as to whether additional policy steps were warranted. Of
course, this did not mean that in all cases
adjustment was expected to be completed
within such a limited time. As a matter of
fact, members often entered into consecutive stand-by arrangements with the
Fund for several years, and these served
to provide continued financial support
until the imbalances were redressed.

Soon after its establishment, the Fund
strove to devise a body of practices and
procedures to guide the implementation
of the btoad principles discussed above.
There was uncertainty at first as to what
these practices should consist of, but the
principle of conditionality itself was incorporated in the Fund's lending policies
as early as 1952. By that time, a broad
consensus had emerged that the Fund's
attitude toward a member country seeking its financial assistance would be
primarily guided by its judgment as to
whether the policies pursued by the
member were adequate to cope with its
BOP problem so as to enable it to repay
the Fund within an outside range of three
to five years.
Along with the fundamental principle
of conditionality, the Fund developed the
stand-by arrangement as the main instrument through which its financial resources would be made available. The
stand-by arrangement can be described as
a line of credit entitling members to draw
on the Fund's resources. In the early days,
the stand-by arrangement was conceived
of as a precautionary device to assure
access to Fund resources to members that
did not need them immediately but felt
that a need for financing might arise in
the near future. But it soon became
evident that the stand-by was also well
suited to channeling the Fund's condi- Programs
tional resources to countries with an
BOP difficulties were frequently assourgent need for BOP financing.
The conditionality practices that have ciated with the prevalence of excess
evolved over almost three decades of Fund demand pressures. Therefore, the proexperience were developed in the context grams typically contained policy measures
of a changing international economic en- to control the level or the rate of growth
vironment and varying international ar- of nominal aggregate demand. The Fund
rangements. The early practices were focused attention on the relationship
devised in a world environment charac- between domestic financial policies and
terized, at least by present standards, by a their effect on the BOP. It was observed
good measure of global economic stability. that excessive levels of demand were
This was a period of relatively stable often the result of undue expansion of
growth rates coupled with favorable price domestic credit by the banking system.
26

This was, at times, accompanied by
reliance on foreign borrowing in amounts
and on terms unsustainable over the
medium to long term. In many instances,
fiscal and public sector imbalances were at
the root of these developments. Thus,
programs contained undertakings in the
fiscal, domestic credit, and foreign borrowing areas.
Imbalances were often exacerbated by
distortions in cost-price relations that
affected the international competitive
position of the economy and prevented
supply from attaining its potential. In
these circumstances, programs were aimed
at improving resource allocation and
strengthening the external sectors. In
these instances, the overall demand management policies referred to above were
designed to supplement actions taken in
the fields of exchange rates, prices,
wages, and interest rates. Thus, in time,
the practices of conditionality came to
encompass all general aspects of economic
policies that influence the demand for and
supply of resources, so that imbalances
could be redressed without resort to
restrictions on trade and payments which,
as argued earlier, generally add to, rather
than correct, the causes of the imbalances.
Over time, it became clear that to be an
effective instrument of action, a program
had to be as specific and precise as
possible. In particular, the main policy
targets and policy instruments that were
susceptible to relatively accurate measurement came to be stated in the programs in explicit quantitative terms. In this
manner, it became feasible to test consistency among the various components of
the programs and to assess their adequacy
in relation to the objectives sought. The
path of the main policy variables was set in
quantitative terms for subperiods—such
as quarters—within the whole period of
the program in order to allow the member
country to assess actual performance.
These quantitative targets in effect constituted a set of signals that called for a
review of the implementation whenever
deviations occurred.
The formulation of policies and of policy
targets in quantitative terms was a complex exercise, involving both quantitative
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techniques and qualitative judgments. It
reflected understandings reached by the
Fund with the member on the policies to
be pursued and the measures to be taken
over the period of the program. The quantitative poficy instruments and targets,
which were called performance criteria,
became the guideposts to assess whether
the program was being satisfactorily implemented, and consequently whether the
Fund's resources were being appropriately
used and the objectives of the programs
were being attained. The criteria most
frequently included in programs supported by the Fund related to the rate of
expansion of credit by the central bank or
the banking system; the reliance of the
government or the public sector on bank
credit; the recourse to external short-term
and medium-term foreign borrowing; and
the management of net international reserves. A qualitative performance criterion common to all stand-by arrangements
was the avoidance of reliance on the introduction of exchange restrictions as a
means of coping with BOP problems.
The quantitative formulation of policy
programs was accompanied by two developments that became common features of
stand-by arrangements. The first development was related to the manner in
which Fund resources were made available.
Because policy programs were undertaken
and took effect over a period of time, it
was logical to phase the use of Fund
resources over that period in order to
facilitate the implementation of policies as
well as to prevent an inappropriately rapid
use of the resources. The particular profile
of the phasing reflected the circumstances of the member and the speed of
the expected adjustment. Thus, the total
amount of assistance was disbursed in
installments at specified intervals. The
disbursements were linked to the quantified periodic targets of the program.

The second development was the inclusion in stand-by arrangements of provisions, the performance criteria described
earlier, which operate automatically to
interrupt a member's access to Fund
resources whenever these criteria have
not been observed. Thus, the interplay
between the phasing technique and the
performance criteria served to indicate to
the member the circumstances under
which Fund resources would be available
and in what amounts at given intervals.
The rationale for these operational features of stand-by arrangements was that
failure to observe the performance criteria
was a signal that the position, policies, and
prospects of the member's economy were
such that a review was necessary. For these
reasons, the member was to consult with
the Fund before requesting any further
resources from the institution. Deviations
between actual results and performance
criteria could be due to inaccurate forecasts of expected developments, to unexpected developments in the program, or
they could be due to insufficient or faulty
implementation of policies. Depending on
the assessment of the causes of the
deviations, and the extent to which they
could be remedied, the restoration of the
member's right to borrow from the Fund
involved the amendment of the performance criteria or new understandings on
the policies or measures to be pursued or
taken over the remainder of the program's
period.
During the 1950s and 1960s, the Fund
became increasingly active in its operations
with member countries. In the 1950s, 57
stand-by arrangements for a total amount
of almost US$4 billion were concluded.
During the 1960s, the number of stand-by
arrangements had increased to 231 for a
total amount in excess of $14 billion. As
the period came to an end, pressures began
to accumulate in the international econ-

omy which threatened the viability of the
par value system. It is already history that
those pressures led to the eventual breakdown of the system of fixed exchange
rates in the early 1970s. The international
economy was on its way toward a decade
that witnessed deep and widespread disturbances to the international payments
system.
ED

Related reading
Margaret Garritsen de Vries, The International Monetary Fund, 1966-1971:
The System Under Stress (Washington,
D.C., International Monetary Fund,
1976).
Joseph Gold, Conditionality (IMF Pamphlet
Series, No. 31, Washington, D.C., 1979).
Joseph Gold, Financial Assistance by the
International Monetary Fund: Law and
Practice (IMF Pamphlet Series, No. 27,
second edition, Washington, D.C. 1980).
Joseph Gold, The Stand-By Arrangements of
the International Monetary Fund: Commentary on Their Formal, Legal, and
Financial Aspects (Washington, D.C.,
International Monetary Fund, 1970),
J. Keith Horsefield, The International Monetary Fund, 1945-1965: Twenty Years
of International Monetary Cooperation
(Washington, D.C., International Monetary Fund, 1969).
International Monetary Fund, Articles of
Agreement (Washington, D.C., International Monetary Fund).
International Monetary Fund, Selected Decisions of the Internationa! Monetary Fund
and Selected Documents, Eighth Issue
(Washington, D.C., International Monetary Fund, 1976).
Subimal Mookerjee, "Policies on the Use of
Fund Resources," IMF, Staff Papers (November 1966).

The contents of UCVCIOpfflKIK' may be
quoted or reproduced without further permission.
Due acknowledgment is requested.
The Editor would appreciate receiving 2 copies
of publications containing reprints or quotations.
Finance £? Development I December 1980

©International Monetary Fund. Not for Redistribution

27

Stabilization programs designed to counter payments imbalances
inevitably affect the distribution of income within the population of
the country concerned. The authors look at programs implemented
with Fund support in Bolivia, Ghana, Indonesia, and the
Philippines and review the short-run impact of the adjustment
measures on the earnings of different income groups.

bution of income within the countries
concerned. This article summarizes the
main findings from recent research into the
effects on income distribution of stabilization programs in Bolivia (1972-73), Ghana
(1966-70), Indonesia (1966-74), and the
Philippines (1970-76). The general conclusion is that BOP adjustment necessarily
Omotunde Johnson and Joanne Salop
has implications for the distribution of income. In the programs examined, the efProlonged balance of payments (BOP) def- fect of the measures on income distribution
icits associated with rapid domestic infla- was largely determined by domestic polittion and overvalued currencies tend to ical factors and by the country's underlying
characterize the economies of the countries institutional structure, economic organirequesting the use of Fund resources in the zation, and resource endowment.
upper credit tranches. In most cases, these
Economic theory
symptoms are associated with excessive
Countries seeking to draw in the upper
domestic demand that is typically the
product of government budget deficits fi- credit tranches generally have an imbalnanced by borrowing from the banking ance in internal and external payments; the
system. The International Monetary Fund stabilization programs typically involve
makes its resources available to a country, measures aimed at restraining domestic
under certain conditions, in support of sta- demand combined with currency devalubilization efforts designed to address the ation. It is crucial that the program affects
basic causes of the difficulties. The policies both the domestic and the foreign trade
contained in such programs differ, but in- sectors. If measures solely to restrain dovariably limit the rate of bank credit ex- mestic demand were taken, employment
pansion. They may also include currency would suffer in those sectors of the econdepreciation if the exchange rate is judged omy producing exclusively for the domesto be seriously overvalued. Further, the tic market. Alternatively, if only currency
country often undertakes not to increase depreciation—or, for that matter, a tariff
exchange and trade restrictions, if not to on imports and a subsidy on exports—
were relied on, profits from producing exrelax them.
See "Distributional Aspects of Stabilization
In the last few years, there has been an ports and import substitutes (that is, traded
Policies in Developing Countries," IMF, Staff
increasing interest in whether the meas- goods) would rise, but only in the short
Papers (March 1980).
ures contained in these stabilization pro- run. Subsequent wage and price inflation
grams exacerbate inequalities in the distri- in domestic nontraded industries would
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quickly erode the initial relative price ad- goods compared with traded goods, and reviewed, this effect was most apparent in
vantage secured for traded goods by the the resulting changes in incomes earned in Bolivia and Ghana, where the relative taxthe associated activities—is largely deter- ation of tin and cocoa producers, respecdevaluation.
When demand restraint and currency mined by the conditions of supply and de- tively, increased under the program.
Measures aimed at restraining demand
depreciation are used in tandem, however, mand within a country.
through reducing expenditures often inoverall expenditure falls, relieving upward
The programs
clude cuts in subsidies, particularly where
pressure on domestic prices, and, at the
Stabilization programs associated with these absorb a significant portion of the
same time, demand is encouraged to switch
from imports—made more expensive in lo- the use of Fund resources in the upper government budget. In these situations
cal currency terms by the depreciation—to credit tranches typically include policies to some of the burden of the adjustment will
domestic products. This added demand for reduce real domestic aggregate demand as be borne by consumers of subsidized foodlocal goods reduces unemployment in the well as specific provisions for changing rel- stuffs. Similarly, wage and salary earners
nontraded sector, which is further eased ative prices within the economy. As fiscal in the public sector as a whole generally
by expansion in the export sector, as the deficits are a principal source of external experience some decline in their real rate
local currency price increases to the do- and internal imbalance, strong emphasis of remuneration, so that their relative inmestic exporter. BOP adjustment is is placed on reducing them. But although come position tends to deteriorate. Egaliachieved once the traded sector has ex- programs generally contain targets for tarian considerations often result in espepanded sufficiently relative to the non- budget deficits, the associated perfor- cially steep cuts in the real salaries of
traded sector to produce a sustainable ex- mance criteria for monitoring them are higher-ranking civil servants. However,
usually in the form of ceilings on net credit the brunt of any downward adjustment of
ternal position.
Both the measures taken to change the to government and on short-term and government expenditure relative to gross
underlying structure of the economy and medium-term external borrowing by the domestic product (GDP) is most commonly
the structural change itself have distribu- public sector. The private sector would also borne by the public sector employees and
tional implications. The distributional ef- contribute to deficits when lower costs and the private domestic suppliers associated
fects of measures aimed at particular groups excessive availability of credit encourage with projects which have to be postponed.
or activities are relatively easy to trace. unsustainable levels of domestic consump- These tend to be highly capital-intensive
Changes in producer prices under public tion and investment. Limitations on this ventures in construction and public utilisector control, for example, affect employ- source of excess demand tend to be sub- ties. This effect of adjustment was particees of the activities concerned; holding sumed in the overall ceilings on net credit. ularly evident in the programs in Ghana
public sector wages constant in the face of Programs also include measures that more and the Philippines.
In each country, a large exchange rate
general inflation affects employees of gov- directly affect prices. The most commonly
ernment agencies; and selective credit re- used measures of this sort are currency change accompanied the program. While
straint in a climate of excess demand for depreciation and the relaxation of foreign the currency of each country had been
loanable funds affects those seeking credit. exchange restrictions, the liberalization of overvalued, the specific problems
The decision as to whose demand to re- price controls on the private sector, and the associated with overvaluation differed. In
strain tends to be a domestic political one. rationalization of the prices of public en- Bolivia, for example, domestic costs had
Less political discretion is possible with the terprises so that prices cover costs as far as been rising faster than world prices for tin,
devaluation-related increase in prices, possible.
its major export, as well as for other exIn each of the four countries in our ports. As a result, public and private exwhich affects people differently according
to how closely their wages and financial study, a combination of these measures port enterprises faced increasing financial
assets are indexed to prices and according aimed at restraining domestic demand was difficulties, with unfavorable conseto their production and consumption pat- used. Since deficits in public sector fi- quences for both domestic employment
terns.
nances contributed significantly to the ex- and government finances. The same was
The structural changes in the economy ternal disequilibria in all four cases, the generally true in Ghana where, during the
required to effect BOP adjustment—the re- stabilization programs emphasized fiscal period preceding the devaluation, domesorganization of production toward exports restraint. In general, the authorities cannot tic costs and prices had run well ahead of
and import substitutes and away from totally determine how the burden of in- import prices even as cocoa prices were
purely domestic goods—have different ef- creased taxes and decreased fiscal benefits falling on world markets.
fects on the various income groups in the is to be borne. The choice of policy instruIn Indonesia, there had been a period of
economy. In particular, income earners in ments will vary—according to the political very high domestic inflation, and a comthe export sector tend to experience a rise power of various income groups as well as plex exchange rate system had been instiin their incomes relative to those in the the authorities' perceptions of the causes tuted. In the Philippines, the program was
nontraded goods sector. Furthermore, ex- of the BOP problem and of the effects of primarily concerned with the very high
port firms can become more profitable at different policy instruments. The incidence debt service obligations but the currency
the same or increased output levels only will also vary; an important factor influ- had been overvalued for some time, havby lowering the ratio of their wage rates to encing who bears the brunt of additional ing been maintained through an elaborate
the prices charged for their commodities. taxes is often the ease with which the ad- system of exchange controls, tariffs, and
The overall real wage to labor need not fall ditional taxes can be collected. In the ma- quotas, all of which favored the production
if nontraded goods represent a large share jority of developing countries, the imme- of import substitutes. At the same time,
in the domestic price index, since wage diate burden of increases in taxation tends very little had been done to encourage exrates can rise relative to the price of non- to fall on producers of exported goods, ports. The rapidly growing labor force
traded goods without impeding adjust- consumers of imported goods, income made for an increasingly onerous unemment. This suggests that the distributional earners in large firms in the modern pri- ployment problem, since production was
impact of adjustment—in terms of a sus- vate sector, and wage and salary earners limited by domestic demand, and ultitained reduction in the prices of nontraded in the public sector. Among the programs mately by the foreign exchange constraint.
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Currency depreciation was, therefore, an
important ingredient in moving toward a
strategy that would permit domestic growth
as part of the achievement of internal and
external balance.

1974, when the average peso price for exports rose by just under 100 per cent. In
contrast, in the Philippines, nominal wages
for skilled and unskilled workers rose by
10 per cent and 15 per cent, respectively,
from 1970 to 1972, when export prices rose
Wages and prices
by 20 per cent. In Ghana, real wages in
The challenge to internal policy in these those medium-scale and large-scale estabcountries was to prevent increases in the lishments for which data are available rose
prices of nontraded goods from wiping out in 1966 and 1967. Between 1967 and 1969,
the relative price change consequent to the real wages rose marginally in the private
devaluation. Where monetary and fiscal sector but fell in the public sector. Only in
restraint were maintained, the devalu- construction in the private sector do real
ation achieved a sustained decrease in the wages appear to have fallen significantly
ratio of the prices of nontraded goods to between 1967 and the end of 1969.
those of traded goods. Where, however,
Political factors and controls
the planned restraint was relaxed, excess
domestic demand tended to pull up the
In contrast to the distributional effects
prices of nontraded goods, reversing the that are transmitted through a change in
change in the internal terms of trade and the internal terms of trade and are largely
determined by the structure of the econthe associated movement in earnings.
In Bolivia the failure to maintain the de- omy, the authorities possess considerable
mand restraint provided for in the pro- discretion over whose demand is reduced
gram—which had authorized a uniform in the initial phase of the program. Hence,
wage increase to workers regardless of sal- official decisions in this area tend to be inary level—led to domestic price increases fluenced by political factors. Often, for exthat by early 1974 had completely eroded ample, those with the most to lose from a
the decrease in the price ratio of traded to program aimed at a more equitable distrinontraded goods obtained by the devaluation of October 1972. In Ghana, in contrast, the ratio of the GDP deflator to the
domestic price index for imports fell with
Omotunde Johnson
the devaluation in 1966 and remained below its predevaluation level at least until
1970. Similarly, in the Philippines, import
prices rose much faster than did those for
nontraded goods during 1970, the first year
a citizen of Sierra Leone,
of the program. While the trend was rereceived his Ph.D. in
versed in 1971, it reflected mainly increases
economics from the
in domestic food prices that resulted from
University of California,
unfavorable supply factors rather than from
Los Angeles (U.S.A.). He
unrestrained demand.
joined the Fund staff in
Stabilization also has different effects on
1974 as an economist in the Exchange and Trade
various categories of wage earners. It is not Relations Department after five years of teaching at
always necessary to reduce real wages to the Universities of Sierra Leone and Michigan.
achieve external and internal balance. Currently a senior economist in the African
Nevertheless, where hired labor is an im- Department, he has also published a number of
portant factor of production in the export articles in professional journals and books.
sector, the prospects that export volumes
will rise relative to real GDP depend upon
Joanne Salop
a fall of the nominal wage in the export
sector against the price of exports in domestic currency. Moreover, movements in
this ratio are apt to be good indicators of
movements in the ratio of the prices of
a U.S. citizen, is an
nontraded goods to those of traded goods,
economist in the Eastern
since the nominal wage in the export sector
European Division of the
is likely to keep pace with prices there if
European Department.
the prices of nontraded goods rise as fast
Ms. Salop received her
as export prices.
Ph.D. from Columbia
The situation in Bolivia illustrates the University (U.S.A.), and was an economist for the
effects of devaluation when demand re- Board of Governors of the Federal Reserve System
straint is not pursued. Nominal wages rose and the Federal Trade Commission before joining
in the mining sector by more than 100 per the Fund staff in 1975.
cent between October 1972 and January
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bution of income tend to be those with the
most power. If their interests are not provided for in the program, they will tend to
interfere with its implementation.
Bolivia was a case in point. Exporters
were able to secure a reduction in the tax
that was initially planned to be levied on
the inflated value of postdevaluation export receipts. This violated organized labor's conception of relative equity, and
strike threats brought about a sizable bonus for the workers. Similarly, in the Philippines, vested interests delayed the legislative authorization for the tax increases
needed for the adjustment effort. In contrast, changes in government had preceded the programs in Ghana and Indonesia, and support for these changes was
predicated to a large extent on dissatisfaction with the economic instability that had
characterized the previous periods. Hence,
there existed in these countries a firmer
basis of support for the restrictive measures to be undertaken.
In general, there are some fairly important economic reasons for being sanguine
about the equalizing effects of successful
programs on the distribution of income.
One of these is connected with the dismantling of exchange controls. In an economy where market transactions are dominant, controls and other institutional
distortions of the price mechanism prevent
the economy from organizing production
in the most efficient manner. More important, controls and restrictions create artificial scarcities and bring a bonanza to those
who gain access to the artificially scarce
rights; these may not be the most efficient
producers and are typically not the poorest
groups.
Indonesia and the Philippines are examples of countries that had relied heavily
on exchange controls to maintain their external positions in the face of overvalued
currencies. In Indonesia, the complicated
system of multiple exchange rates that had
evolved during a period of extremely high
inflation fostered a black market for foreign
exchange on which U.S. dollars sold for
four times the highest official rate and for
more than 40 times the lowest official rate.
On the other side of the market, the availability and cost of foreign exchange to purchase imported inputs had differed significantly between users. This tended to result
in excess profits for firms or individuals
acquiring import licenses and in a somewhat arbitrary distribution of foreign exchange and profits. In the Philippines, the
major beneficiaries of the Government's
development strategy in the 1950s and the
1960s were those who owned businesses
in the industrial sector. Selective access to
rationed credit at low interest rates, to-
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gether with exchange controls and other
policies favoring import substitution, created opportunities for profit for some people. The removal of some of these distortions under the program tended to reduce
the gains of those who had enjoyed special
privileges.
Employment
Perhaps the most important distributional impact of successful stabilization efforts is on employment. When successful
stabilization occurs under favorable eco-

mineral production had been too low to
permit a sustained increase in output and
employment.
The Philippine and Indonesian programs also had significant effects on employment. As part of the general movement away from a strategy of import
substitution, the Philippine program
stressed improved competitiveness for exports, with currency depreciation playing
a critical role. This allowed for growth in
employment opportunities from demand
generated abroad, and tended to relieve

Domestic political considerations largely determine who
bears the burden of reducing and restructuring aggregate demand
to achieve sustained external balance.
nomic conditions, the effect can be particularly conducive to increasing employment
opportunities. Such conditions include
situations where the export sector has
greater potential for growth than the nonexport sectors; and where growth has been
constrained due to a lack of foreign exchange for imports and general uncertainty
about the economic situation—whether
produced by inflation, severe exchange
controls, or overvalued currencies. These
conditions existed, for example, in Bolivia
at the time of devaluation, when many
small tin mines had closed because production costs were too high relative to the
selling price and because investment in
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the BOP strain that otherwise would accompany attempts to provide jobs for a labor force growing at 3 per cent annually.
In Indonesia, real output and employment
rose throughout the period of the program.
Increased employment opportunities,
especially in Indonesia with its rapidly expanding population, are favorable to enhancing equality.
In Ghana, there was evidence that prices
were so low in the cocoa sector that farmers had simply stopped tending some existing trees, indicating potential for expansion. Employment could, therefore, be
quickly increased in the agricultural sector
by a currency depreciation that would al-
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low producer prices to be raised without
endangering the viability of the Cocoa
Marketing Board, which was the official
exporter of all Ghana's cocoa production.
At the same time, however, the low rate
of growth in the initial stages of the program caused employment in the modern
sector to decline in 1966 and 1967; this employment picked up in 1968 and 1969.
The findings from the four case studies
reviewed support the view that stabilization programs inevitably have repercussions on the distribution of income. Domestic political considerations largely
determine who bears the burden of reducing and restructuring aggregate demand to
achieve sustained external balance. Apart
from the problem that vested interest
groups often frustrate policy efforts
aimed at improving income distribution,
the adjustment needed for external balance
may itself exacerbate inequalities in
the short run. Thus, real wage rates
may have to fall and real profit rates increase so as to encourage increased foreign
capital inflow and private domestic capital
formation. Similarly, because the mobility
of labor and capital is limited, earnings in
export industries will tend to rise at the
expense of their counterparts supplying
the domestic market. The final and perhaps most important effect of a successful
program is the increased inflow of capital
and the correspondingly increased rate of
investment. But this effect is only evident
over the long term, as are its distributional
effects.
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Migration
and
manpower
needs
in the

Middle East and North Africa,
A review of the flows and expected changes in the volume and
characteristics of international labor migration to eight oil
producing countries of the Middle East and North Africa. By 1985,
expatriate workers are expected to hold an overwhelming majority
of the professional and skilled jobs in the area, and at least one
third of all jobs.
Ismail Serageldin and James Socknat
Migration for employment is an increasingly significant phenomenon in the Arab
countries of the Middle East and North
Africa. Assessments of national development prospects are impossible without
considering the regional labor market,
within which the volume, characteristics,
and timing of labor flows are critical factors, but hitherto have been neither closely
monitored nor comprehensively assessed,
much less planned. In 1975, nearly 1.7
million expatriate workers were employed
in the eight major oil-endowed, labor importing countries of the region: Algeria,
Bahrain, Kuwait the Socialist People's
Libyan Arab Jamahiriya, Oman, Qatar,
Saudi Arabia, and the United Arab Emirates. By 1985, this number will have more
than doubled to 3.6 million persons, a figure which will represent an expatriate
share of 35 per cent of the total employment in these countries, compared with 27
per cent in 1975. The reliance on foreign
labor in these countries will increase in all
but the least skilled occupational levels.

32

This reliance on foreign migrant labor
has advantages and disadvantages. It facilitates the execution of extensive development projects in countries that have
expanding oil revenues, but face difficulties in putting them to productive use because of persistent and acute shortages of
indigenous manpower. Yet when foreign
labor is used to fill these needs, major issues are raised affecting labor markets and
economic, social, and political conditions—
which involve not only the nations importing labor, but also those supplying it.
This article presents an assessment of these
massive transfers of manpower and discusses some of the implications for the region.
The international movement of labor in
the Middle East and North Africa seems to
have moved beyond the phase when it was
considered unequivocally beneficial by both
the states supplying and importing labor.
The economies of both groups of states, in
their different ways, are very vulnerable
now to any sudden changes in the num-

bers of those migrating internationally for
employment. In this context, future projections for the trends in migrant labor
during the 1980s become significant. The
World Bank has attempted to forecast
manpower requirements, the participation
of nationals in the work force, the numbers
graduating from educational and training
programs, and the expatriate manpower
requirements of the eight labor importing
countries mentioned based on the available
data. (See Interim Report in the related
reading list.)
Trends in migration
In 1975 the volume of migrant labor
working in the eight major oil exporting
countries of the Arab world was 1.7 million
persons. In absolute terms, this was less
than the comparable numbers of 6.4 million in Western and Northern Europe but
represented a far more significant proportion of total regional employment. Migrant
workers outnumbered the indigenous labor force by large margins in several oil
exporting countries. Out of every ten of
these migrants, about six came from other
Arab countries, two came from the Indian
subcontinent, one was from Europe or
North America, while one originated from
other regions such as East Africa and East
Asia. Expatriate workers held about 27 per
cent of all jobs in these countries. Over one
third of them worked in the construction
sector, 24 per cent in services, 15 per cent
in trade and finance, and 9 per cent in agriculture. The major part of this foreign la-
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bor worked in unskilled (26 per cent) or
semiskilled office and manual occupations
(28 per cent), and skilled office and manual
jobs (26 per cent).
These patterns of employment reflected
the deficiencies in the local labor supply.
In each of the eight countries reviewed, the
highest representation of nationals was
in agriculture. Primarily because of the
attractiveness of civil service employment,
the services sector also reported a high incidence of nationals. The lowest incidences
of nationals (and hence the highest need
for, and dependence on, expatriates) occurred in the professional, technical, and
other similar categories.
Since 1975, the level of international migration to the Arab world has increased
substantially, to about 2.7 million, an increase of about 60 per cent by 1980. The
composition, too, has changed. Workers
from Arab countries have increased, particularly from Egypt and Jordan, although
the bulk of new workers now comes from
South and East Asia. Bangladesh entered
the market in late 1975 and over the next
three years nearly 75,000 Bangladeshi
workers had migrated to the region. The
strongest new element, however, was the
influx from Korea and the Philippines,
and, to a lesser extent, from Indonesia, Sri
Lanka, and Thailand.
Three other distinct trends in migration
became evident in the late 1970s. First, the

Southeast Asian countries entered the
Middle East labor market through national
contracting firms. These firms brought in
the labor for their projects, and established
work camps for their duration—providing
most of the necessary basic housing, and
utility and health services. This approach
proved attractive to host countries. It provided for the physical separation of the expatriate workers from the local community, lowered recruitment costs, and
alleviated pressures on services, notably
on housing. Second, Jordan and the Yemen
Arab Republic, hitherto major labor exporters, began to import workers. Third,
with the accelerated labor flows of the late
1970s, political factors visibly affected the
market for expatriate workers: when Libya
disagreed politically with Egypt many
Egyptians returned home; when Iran
changed regimes, some 85,000 European
and American expatriates, as well as the
majority of Afghan laborers, left the country.
Implications for importers
The needs of the labor importing countries are unique in two ways. First, they
are not concentrated in a specific skill
group (as is, for example, the demand for
semiskilled migrants in Europe) nor one
sector (as with mining in South Africa).
Second, the extent of reliance upon expatriates in the Middle East and North Africa

is substantially greater than elsewhere.
Given the limited indigenous work force
in these countries relative to their financial
resources from oil exports, rapidly rising
expectations meant that, once economic
growth had begun, there were no viable
short-run alternatives to the import of foreign labor.
By the end of the 1970s, a third factor
was added: as the need to keep the expatriate population down to a politically and
culturally tolerable level became more evident, labor inputs once again became the
primary constraint on further accelerated
economic growth. Future policies will have
to involve the more effective use of local
labor, by stepping up the participation rate
of the population in the economy, and by
increasing the quantity and quality of technical training and of graduates from educational institutions.
But the effects of improvements in education take time to become apparent.
There has been a substantial expansion of
enrollment in education and training programs in the Arab countries in recent
years. In Kuwait, for instance, crude enrollment ratios at the primary and intermediate levels of education for both males
and females are at or near 100 per cent. Yet
the lags inherent in producing graduates
will preclude any dramatic improvement
in the share of nationals in high-level and
middle-level employment until some time
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beyond the mid-1980s. Over the longer
term, of course, these investments in education will have an effect on the labor
market.
The number of women coming out of the
education and training systems in these
countries will contribute an increasingly
important share of the new entrants into
the labor force. In Kuwait, where the education of women has been promoted for
some time, women represented about one
fourth of new entrants in 1975, a share that
is estimated to rise to about one third in
1985. Kuwaiti females' entry into professional, especially teaching, and clerical occupations, primarily in the government
sector, typify the regional pattern of female
labor force participation. These occupations, especially in government agencies,
most closely accord with individual, familial, and governmental perceptions of socially and culturally acceptable roles for females outside the home.
However, in the other major labor importing countries, despite similar female
labor participation rates for those out of
school, the numbers of women being educated are relatively smaller. These numbers are expected to increase to represent
a share similar to Kuwait's once the effects
of the present investments in female education have become evident. But the delays

that are inevitable before educational improvements are visible, together with the
small indigenous population bases, will
ensure continued heavy reliance on expatriates at least until the mid-1980s.

countries. At one extreme, the external
payments of the Yemen Arab Republic, indeed its total economy, are overwhelmingly dominated by such remittances.
The unpredictability of the flow of remittances, the inflation generated by the
extra (and uncontrollable) volume of money
Implications for exporters
then circulating within the home country,
and the consequent additional consumer
The economic implications for the coun- imports have all led to a reconsideration of
tries exporting their manpower are com- the initial enthusiasm over remittances
plex and varied. The most widely recog- among the governments of Arab states that
nized immediate benefit remains the flow supply labor. For example, the Egyptian
of remittances, which not only augments National Plan, 1978-82, includes the obscarce foreign exchange earnings and servation that ". . . growing numbers of
thereby cushions some of the effects of oil Egyptians work abroad for very high
price increases but also provides—espe- wages, if compared with domestic salaries.
cially in the poor Arab labor exporting These individuals return to Egypt with
states—a potential source of additional huge purchasing powers, which they insavings and capital formation. Excluding dividually direct not to savings and inremittances in kind, and those sent through vestment, but to flagrant and luxurious
unofficial channels (which, in some coun- consumption."
tries, are considerable), the flow of remitA second major area in which internatances to Egypt, Jordan, the Syrian Arab tional labor migration affects the supplying
Republic, the Yemen Arab Republic, and countries concerns the domestic labor marthe People's Democratic Republic of Yemen kets. There are perceived benefits: the miwas over $3.1 billion by 1977—a dramatic gration of the unskilled and the unemincrease from the 1974 figure of $526 mil- ployed, in addition to decreasing domestic
lion. Remittances are also of growing sig- unemployment, can even increase emnificance in balance of payments (BOP) ac- ployment to the extent that remittances
counts, meeting substantial proportions of fuel demand for goods and services in the
the import bills of the labor exporting home country; government welfare and

Chart 2
Eight Arab labor importing countries:
occupational composition of employment in 1975 and projections for 1985'
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social overhead expenditures may decrease, and the resultant savings can be
channeled to investment (and hence produce more jobs). Finally, the forgone consumption of these migrated unemployed
may also increase the savings of those
hitherto supporting them. On the other
hand, emigration of labor can only be considered unequivocally beneficial up to the
point where it begins to draw on the pool
of productively employed whose positions
cannot be filled promptly by other equally
qualified unemployed in the labor market.
Beyond this point, three sets of costs become crucial in evaluating the overall
benefits of labor exports: (1) costs of loss
of output (withdrawal of a few skilled
workers at the margin may severely impair
certain industries); (2) costs of additional
education and training to replace the emigrating workers; and (3) forgone output of
the unskilled labor under training.
Yet the governments of states supplying
labor have been unable to curtail effectively
the drain of skilled and unskilled labor
needed domestically. Powerful private
economic inducements, causing wide disparities in real wages, have combined with
the attractiveness of increased foreign exchange earnings on the part of the governments of the labor exporting countries to
form a laissez-faire system of transferring
labor in the region. Some exporters have
now themselves become labor importers to
alleviate critical skill bottlenecks. Such labor shortages are especially disturbing as
the future demand for labor by oil exporting countries will be increasingly for yet
more skilled and highly skilled manpower.
The future
Using 1975 as the base year, the World
Bank has made provisional manpower requirement and supply projections to 1985
for the eight labor importing countries. The
model assumes national real growth rates
in gross domestic product (excluding mining and quarrying) of between 6 and 11 per
cent for the period 1975-85.
Noteworthy aspects of the changing
economies in these countries are the expected decline in the share of agriculture—
from 37 per cent in 1975 to 27 per cent in
1985—and increasing shares for manufacturing—from 6 to 9 per cent—and services—from 24 to 28 per cent (see Chart 1).
Occupational composition of total manpower requirements will also change: the
share of unskilled occupations will fall
(from 44 per cent in 1975 to 39 per cent in
1985) as will that of semiskilled occupations (from 28 to 26 per cent), while all
other occupations show steadily increasing
shares over the decade (see Chart 2 and

Eight Arab labor importing countries:1 manpower requirements, by occupation, 1975,

1980, and 1985

1980

1975

Percent

Occupations

1985

Percent

Percent

Professional and technical
Total manpower requirements
Available supply of nationals
Expatriates required

110,200 100.0
42,300 38.4
67,900 61.6

202,600 100.0
57,200 28.2
145,400 71.8

297,300 100.0
82,700 27.8
214,600 72.2

Other professional
Total manpower requirements
Available supply of nationals
Expatriates required

250,100 100.0
116,100 46.4
134,000 53.6

399,600 100.0
143,700 36.0
255,900 64.0

563,400 100.0
184,600 32.8
378,800 67.2

Technician
Total manpower requirements
Available supply of nationals
Expatriates required

190,300 100.0
113,500 59.6
76,800 40.4

334,300 100.0
123,200 36.9
211,100 63.1

476,600 100.0
151,200 31.7
325,400 68.3

Other subprofesslonal
Total manpower requirements
Available supply of nationals
Expatriates required

249,700 100.0
194,300 77.8
55,400 22.2

361,500 100.0
237,500 65.7
124,000 34.3

490,200 100.0
324,200 66.1
166,000 33.9

Skilled office and manual
Total manpower requirements
Available supply of nationals
Expatriates required

923,500 100.0
497,700 53.9
425,800 46.1

1,353,100 100.0
530,400 39.2
822,700 60.8

1,750,100 100.0
638,900 36.5
1,111,200 63.5

Semiskilled office and manual
Total manpower requirements
Available supply of nationals
Expatriates required

1,752,100 100.0
1,280,500 73.1
471,600 26.9

2,077,700 100.0
1,470,800 70.8
606,900 29.2

2,685,800 100.0
1,816,100 67.6
869,800 32.4

Unskilled
Total manpower requirements
Available supply of nationals
Expatriates required

2,735,000 100.0
2,305,300 84.3
429,700 15.7

3,523,200 100.0
3,031,200 86.0
492,000 14.0

4,042,900 100.0
3,492,600 86.4
550,300 13.6

Total manpower requirements
Available supply of nationals
Expatriates required

6,210,900 100.0
4,549,700 73.3
1,661,200 26.7

8,252,000 100.0 10,306,400 100.0
5,594,000 67.8
6,690,300 64.9
2,658,000 32.2
3,616,100 35.1

Source: Interim Report Assessment of Migration Situation in 1975 and Preliminary Projections of Labor-Importing Country
Manpower Requirements to 1985. Work) Bank (1979).
1
Algeria, Bahrain, Kuwait, Libya, Oman, Qatar, Saudi Arabia, and the United Arab Emirates.

the table). With 1975 as the base year with
an index of 100, the relative growth in
professional and technical occupations is
projected at 269.8 in 1985, followed by
technicians (250.4), and other professional
occupations (225.3). Unskilled (147.8) and
semiskilled office and manual occupations
(153.3) show slow relative growth but will
account for a majority of the net growth of
manpower requirements during the 197585 period.
The projected supply of nationals to the
labor force from the educational and training systems shows that the Arab labor importing countries will increasingly rely
upon expatriate manpower in the near future. Only in the unskilled occupational
category is there a potential for reduced
dependence on expatriates. Further, because many local entrants to the labor force
will have had little, if any, education, a

major challenge is posed for designers of
training programs.
The projections made in the study indicate that expatriate manpower requirements by 1985 in the "technician" category
will more than quadruple compared with
1975 levels, from 76,800 to 325,400, and in
professional and technical occupations
more than triple, from 67,900 to 214,600.
Only in unskilled and semiskilled office
and manual occupations will requirements
be less than double 1975 levels: yet these
last two categories will account together for
just over one quarter of net additional expatriate manpower requirements. Technical and other professional occupational
groups will account for 20 per cent, technician and other subprofessional occupations for 18 per cent, and skilled office and
manual groups for 35 per cent, of that net
group.
Finance & Development I December 1980
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This trend to more qualified expatriate
manpower will continue to drain the labor
exporting countries of the Arab region of
their high-level and middle-level personnel. The South and Southeast Asian exporting countries may suffer from the diminishing need for unskilled and
semiskilled production and service occupations, and may only be able to supply
other needs if the Arabic language is not
an important qualification for expatriate
workers. It is possible that labor importing
countries may adopt entire labor force import "packages" (like those now used in
construction and ports operation) for plant
operation in the manufacturing sector. Oh
the other hand, for political reasons such
countries also need to have a high number
of nationals employed in such highly visible and, therefore, symbolic efforts at economic diversification.
Some qualifications need to be made
about the participation of expatriates in
various sectors, as presented in Chart 1. A
basic (and oversimplifying) assumption is
that qualified nationals of the labor importing countries are allocated to the various occupational sectors in weighted proportion to need, the remaining positions
then being filled by the import of expatriates. Apparent patterns of preference
shown for particular sectors by these nationals, however, have been deliberately
ignored. Further, authorities in such countries are increasingly concerned with developing incentives and other mechanisms
to facilitate government-preferred allocation of jobs for nationals.
Policy issues
Four policy issues emerge from this review of the trends in international labor
migration to the eight oil producing countries. First, the type of labor needed in
these countries is changing. As the pace of
construction slows down, the demand for
the huge numbers of unskilled and semiskilled labor existing in 1975 will diminish
and requirements for skilled, technical,
and professional workers will increase. In
addition, labor importing countries are
shifting, at least at the margin, from recruiting Arabs to employing South and
Southeast Asian labor—whether because
it is cheaper, more convenient, or simply
because the relatively more skilled Arab
labor is not available. This trend may lead
to even wider diversification in the workers coming in, if for example, China successfully follows through its announced
plans to supply construction crews for the
Middle East labor market. As the size and
diversity of the foreign labor force increases in the labor importing countries,
cultural tensions are likely to be exacer36

bated. Policymakers in labor importing
countries will thus be increasingly forced
to balance this factor with their desire for
economic growth and diversification when
deciding upon appropriate development
strategies.
At the same time as the demand for
more skilled and nationally diverse workers rises, the growth rate of unskilled jobs
will lag slightly behind the growth rate of
nationals whose limited education and
training will likely restrict their employment opportunities to unskilled occupations. It remains to be seen whether these
nationals will want to work in the construction, manufacturing, and personal
service sectors that they have shunned in
the past, but which will provide the bulk
of unskilled job opportunities. If these past
preferences remain, the labor importing
countries may well encounter serious
problems with underemployment, disguised unemployment, and unemployment among their nationals who choose
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not to work in expatriate-dominated sectors and occupations. Programs to minimize this potential underutilization of domestic human resources will pose major
design and implementation challenges. It
is highly unlikely that job preferences can
be quickly or significantly altered in the
near future. Greater success may result
from training programs for accelerated literacy and technical skills for young adults
to facilitate their entry into the more skilled
jobs in less socially stigmatized sectors.
Third, for the Arab labor exporting
countries, the potential displacement of
Arab migrant unskilled and semiskilled labor by non-Arab workers and the consequent net return flow of former migrants
presents a critical economic issue. These
states will be faced with the need to absorb
returning migrants. At the same time, their
foreign exchange receipts from remittances
will decline, impairing their ability to create jobs.
Fourth, the fact that the oil producing
countries prefer to recruit high-level and
middle-level workers from other Arab
countries, because of cultural and language
considerations, means that such labor exporting countries will be increasingly
drained of their more skilled and talented
labor. Since such migrants are usually accompanied by dependents, their remittances are generally much lower than those
of other migrants. Further, the absence of
such key workers can cause severe production and development bottlenecks. This
in turn will impede the economic growth
of the labor supplying countries, and hence
their ability to absorb net returns of unskilled workers.
Attempted resolutions of these challenging issues will rank high on the agendas
of policymakers in the years ahead, in both
labor exporting and labor importing countries in the Middle East and North Africa.
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as their success, were directly related to
each country's sorioeconomic development. (This development was measured by
such key indicators as school enrollment;
health and nutritional status; income; occupation; sanitation and urbanization; and
the status of women.) Although it is difficult to establish the different roles played
by the level of development and family
planning programs in declining birthrates>
the implications of the study for policymaking are that the practice of family planning and the consequent fertility decline
depend both on the effective supply of
family planning services and on sufficient
demand for them. The results also indicate
that both socioeconomic development and
family planning programs have to be pursued simultaneously if fertility is to decrease in the future.

Critical factors

What is the contribution of these programs to declining fertility?
Using data for 63 developing countries, the author reviews some
factors associated with their experience of falling birthrates and
discusses the implications for policymakers.
Roberto Cuca
The developing world, taken as a whole,
experienced a consistent increase in the
rate of growth of its population from 1945
up to the late 1960s. The rate then stabilized at around 2.4 per cent per annum,
arid in the mid-1970s it dropped to 2.3 per
cent. Although this decline may not appear
dramatic, the change of trend it implies is
of tremendous importance in the history
of population. For the first time in the
modern era, the rate of population growth
is declining rather than increasing. (Even
at this reduced rate, of course, the number
of people in the world will continue to
grow rapidly, so that a decline in fertility
must not be confused with a decline in
population.)
The steady increase in the rate of population growth of most developing countries in the post-World War II era took
place because of a continuous decline in
mortality, while fertility remained constant
or even increased somewhat up to about
1960. The data on fertility for the purpose
of this article are based on estimates of the

total number of live births that each woman
would have during her lifetime, if current
age-specific fertility rates were to continue
unchanged. During the 1960s, fertility began to decrease, but still not as fast as mortality; it was not until the 1970s that fertility
decline overtook falling mortality, and the
rate of population growth finally began to
slow down.
This article is based on a World Bank
study of 63 developing countries to determine the conditions that may have brought
about the decline in fertility in the developing world during the last two decades.
Three principal findings are relevant for
policymakers: birthrates fell most in countries that had adopted and implemented
family planning policies and programs with
specific demographic objectives; they fell
less in countries with family planning policies but no demographic objectives; and
fell least of all in countries without family
planning programs. The analysis also
shows that the adoption and implementation of family planning programs, as well

The 63 countries covered in the analysis
have populations of five million or more.
They represent approximately 95 per cent
of the population of the developing world,
or about 67 per cent of the total population
of the world. The chart shows the association between the degree of a country's
official commitment to fertility reduction—
through a family planning policy and program specifically aimed at reducing birthrates—and the reduction in its birthrate
during the period 1960-77. Of the 26 countries with a specific population policy, 20
had a large reduction in the birthrate (10
per cent or more during the period of the
analysis); of the 19 countries with a population policy but no specific objective to
reduce births, only 6 had a large reduction
in the birthrate; and of the 18 countries
without any population policy at all, only
2 had a large reduction in the birthrate.
A clear association also emerges between
a country's level of socioeconomic development and the reduction in its birthrate.
Eighteen of the 20 countries classified as
being relatively developed had large reductions in the birthrate, while only 10 of
the 23 middle-level countries and none of
the 20 low-level countries had a large drop
in rates. There is a similar correlation between low birthrates and relatively high
national per capita incomes. Nine out of
the 13 countries with high per capita incomes (over US$1,000) in 1977 had large
reductions in the birthrate; 16 countries out
of the 30 in the middle-income range (between US$250 and US$1,000) had the same
success; and only 3 countries out of the 20
in the low-income group (less than US$250)
achieved large reductions in the birthrate.
In addition to the relationships shown
in the chart, the Bank study also tried to
measure the effects of the use of contraFinance & Development I December 1980
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ception on birthrates. First, the proportion tion was made on the basis of experience
of married women of reproductive age us- and implies, of course, that the women
ing contraception in a country was esti- practicing contraception are a random
mated. This figure was then related to the sample of all women of childbearing age.
degree to which the country's birthrate fell This is not always the case and therefore
below a level considered normal if contra- the relevant percentages will vary from
ception had not been practiced. Two as- country to country.) The analysis found a
sumptions were made in setting this level: clear association between the practice of
that a rate of about 50 births per 1,000 per- contraception and the reduction of fertility,
sons implies natural fertility without con- although the ratio to the decline in the
traception; and that for each 2 per cent of birthrate was hot always in the expected
women of childbearing age practicing ef- relation of two to one.
fective contraception, the birthrate would
The study shows that a country cannot
decrease by one point. (This last assump- be successful in significantly reducing fer-

Chart 1
Developing countries with a reduction in the crude birthrate
of 10 per cent or more (in black), or less (in color), 1 960-771
Government policy on family planning
Relative
social
setting2

High

Per capita

GNP. 1977

(In US. dollars)

Policy but no
specific objective of
reducing fertility

No policy or
negative policy

More than
$1,000

Hong Kong
Mexico
Turkey

Brazil
Chile
Iraq
Venezuela

Argentina

Between $250
and $1,000

Colombia
Dominican Republic
Malaysia
Philippines
Republic of Korea

Cuba
Ecuador
Peru

North Korea
Syrian Arab
Republic

Less than
$250

Sri Lanka

More than
$1,000

Iran

Algeria
South Africa

Saudi Arabia

Between $250
and $1,000

China
Egypt
Ghana
Guatemala
Indonesia
Kenya
Morocco
Thailand
Tunisia

Zambia
Zimbabwe

Bolivia
Cameroon

Less than
$250

India
Pakistan
Viet Nam

Zaire

Burma
Madagascar

Senegal

Nigeria
Sudan
Uganda

Angola
Ivory Coast
Yemen Arab
Republic

Bangladesh
Nepal

Afghanistan
Haiti
Mali
Tanzania

Ethiopia
Guinea
Kampuchea,
Democratic
Malawi
Mozambique
Niger
Upper Volta

Medium

More than
$1,000
Between $250
and $1,000

Low

Policy with specific
objective of reducing
fertility

Less than
$250

Implementing policies

Sources: World Bank, World Development Report, 1978 and 1979; Dorothy L. Nortman and Ellen Hofstatter. Population
and Family Planning Programs (The Population Council. New York. 19781; W. Parker Maudlin and Bernard Berelson.
'Conditions of Fertility Decline in Developing Countries, 1965-1975." in Studies in Family Planning, Vol. 9 (May 1978|.
'Includes only countries with a population of at least five million in 1977; includes low-income and middle-income
countries, capital surplus oil exporters, and centrally planned economies outside Europe with per capita gross national
product (GNP| of less than $1.000.
3
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tility unless it has a relatively medium to
high level of per capita income and social
development and, as a minimum, a favorable official attitude toward family planning, if not a positive commitment to reducing the birthrate. The few exceptions
to this rule found in the analysis only serve
to confirm it. India, Sri Lanka, and Viet
Nam have low per capita incomes but fall
within the middle to high range of social
development and are fully committed to
fertility decline. Although Argentina and
North Korea have no commitment to birth
reduction, they are highly developed socially and are middle-income or high-income countries.
>
On the other hand, countries—such as
Ghana and Kenya—with a clear official
commitment to reducing birthrates have
failed to affect them significantly because
they have not developed effective programs. The other countries with low per
capita incomes and low socioeconomic development were unsuccessful primarily
because their socioeconomic environment
was not conducive to the practice of family
planning. In some cases—such as Iraq and
the Syrian Arab Republic—unsperific or
relatively weak commitment to fertility decline led to a low reduction in birthrates in
spite of a relatively developed social environment.
Another relationship observed was that
between the level of socioeconomic development and the adoption of a family planning policy. Of the 20 countries classified
as high in socioeconomic development, 17
had favorable family planning policies;
of the 23 countries classified as having
middle-level socioeconomic development,
18 had adopted favorable family planning
policies; and only 10 of the 20 countries
classified as low in socioeconomic development had favorable family planning policies. The reasons for this are clear. In order to adopt a policy, a country has to be
aware, first, that it has a population problem and, second, that a family planning
program can help to solve it. For this
awareness to exist, countries must have
had some tradition of census taking and
have experienced the typical discussions
and debates that take place anywhere on
the need to establish family planning programs.
Developing countries, particularly the
poorest, seem to suffer most from these
debates. These circumstances at least partly
explain why they are the least willing to
adopt policies to control population growth,
and why they are less successful than other
countries in their efforts both to generate
demand for family planning services and

Finance & Development I December 1980

©International Monetary Fund. Not for Redistribution

to supply them. The difficulties of implementing family planning programs in the
poorer developing countries are compounded by their lack of capacity to implement them, since a certain level of administrative efficiency is necessary to make
a family planning program work. While
these services may be initially met by private supply, the experience of most developing countries shows that only organized
public programs have the means to supply
these services to large numbers of people
effectively in the long term. In countries
with relatively low socioeconomic development, the public provision of services
does not appear to be effective.
These propositions do not imply that, in
general, countries with low per capita incomes cannot be successful in reducing
birthrates. Other factors, such as the social
environment, play an important part in
this process. India, Sri Lanka, and Viet
Nam have low per capita incomes but not
the lowest social development, and, with
strong official commitment to planning
programs, they have substantially reduced
their birthrates. For policymakers, the
message is clear: modernization and social
development can increase the demand for
family planning services, and well organized programs can ensure the supply of
such services. Both supply and demand
working simultaneously tend to increase
contraceptive practice and, in turn, to lower
birthrates.
Establishing causality
The data in the chart show the relationship between declining birthrates, official
commitment to family planning, and the
socioeconomic environment. Is it the existence of a family planning program or a
good socioeconomic environment that reduces birthrates? The most difficult task is
to isolate the different causes of decreased
fertility in order to find out how much of
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the decline is due to the practice of contraception or induced abortion, and how
much is caused by socioeconomic factors.
This exercise is complicated by the fact that
socioeconomic factors affect fertility in different ways. For instance, socioeconomic
development may raise the average age of
marriage—which would be expected to reduce fertility—but may cause an increase
in premarital sexual intercourse—which, in
the absence of contraception or abortion,
tends to increase fertility. Again, socioeconomic development appears to increase
the number of live births and therefore to
decrease fertility, since the occurrence of
one birth delays the time of a new pregnancy. The development process may also
increase rather than reduce fertility by decreasing the prevalence of sterility and the
practice of lactation (which tends to delay
conception for some months after the birth
of an infant).
Little work has been done to explain the
influence of these factors on fertility. Some
studies, such as one in the Republic of Korea, have identified the contribution of the
increase in the age of marriage and the
change in the relative proportions of persons of each age group in the total population to declines in the birthrate. Evaluations of family planning programs in
different countries have also estimated the
number of births averted as a consequence
of contraceptive practice, but these efforts
may have been vitiated by defective data
and by the assumptions made and are
often, therefore, not fully convincing.
These problems have been complicated
rather than clarified, oddly enough, by research efforts into the determinants of fertility. The main reason is that such efforts
have concentrated on finding the correlation between indicators of socioeconomic
development and those of changing fertility levels, but without considering the intermediate variables—such as age of marriage or the proportion of married women—
that are affected by socioeconomic factors,
and that in turn affect fertility. Another
weakness of this research is that, with few
exceptions, the studies have not considered the availability of family planning
services. This is surprising considering that
much of the research has been undertaken
by economists who would be expected to
use the same approach used in studying
the market for other goods and services,
which would look into both supply and
demand functions.
Demographic data
Reliable evaluation assumes the availability of reliable data. Lack of data on population explains why in many cases trends
in fertility cannot be ascertained. By the

early 1960s many countries had not even
taken a population census, and statistics
on vital rates were either unavailable or so
unreliable that observed changes Could not
be accepted with confidence. Lack of data
to estimate changes in fertility gave rise to
the use of statistics from family planning
program services to evaluate the programs.
The emphasis on the achievement of targets for family planning programs, however, produced falsification of data in some
countries. This raised questions about their
reliability.
There have been several efforts since
then to improve the situation. The United
Nations has established a census program;
national programs now exist to improve
birth registration; sample surveys are more
widely used than before; and techniques
of estimation based on incomplete data
have been developed.
The lack of reliable data has been one of
the principal problems in assessing changes
in fertility in the past. The most important
problem, however, has been that of attributing the identified reductions in fertility
to either socioeconomic development or to
the action of family planning programs.
But since birthrates mostly fall when both
the supply of family planning services and
the demand for them are matched, substantial reductions in fertility will only be
achieved when both are affected. Thus, it
is advisable to invest in fields which accelerate development—in order to increase
the demand for family planning services—
and to invest in family planning programs
to increase the supply of services. Development, of course, takes time. But it is reassuring that even at low levels of development there appears to be a demand for
services that can be met with strong family
planning programs, which, if effective,
may accelerate development by reducing
the problems of overpopulation.
The question for researchers is not
whether they can discover the socioeconomic determinants of fertility, but
whether they can identify the effects of social and economic factors that directly affect the desire for low fertility and the factors that affect the supply of acceptable
family planning services. The answer is not
to abandon the efforts but to redirect them.

Related reading
Roberto Cuca, Family Planning Programs: An
Evaluation of Experience, a background
study for the World Development Report,
1979, World Bank (July 1979).
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The changing gold market, 1978-8O

Why have the prices of gold been so volatile and risen so sharply
above the levels of the early 1970s? The author comments on the
factors affecting supply and demand that played a role in the
dramatic turns of the market.

something that was almost unheard of just
a few years ago.
Political turmoil in the Middle East with
its implicit threat to world stability also
contributed to the demand for gold. On the
one hand, residents of the countries most
Michael G. Martin
immediately affected liquidated domestic
investment assets and purchased gold as
Worldwide attention has recently been fo- ounce. Since mid-1978, however, they have a more politically safe investment. On the
cused on the gold market as the level and generally moved by many times that other hand, the crisis caused—as crises
volatility of gold prices have increased amount—over one 24-hour period in early usually do—a general increase in the price
markedly. Between September 1978 and January 1980, for instance, the price of gold of gold, presumably because investors
January 1980, gold prices increased almost declined by $113 an ounce.
viewed the metal as an investment of last
fourfold from US$217 an ounce to $850 an
resort in the event of a collapse of the inounce (see the chart). Subsequently, profit Demand increases
ternational financial system. Expectations
Factors affecting both the demand for of a reduction in official sales to the market
taking set in and gold prices eased to
around $500 an ounce by the end of March, and the supply of gold worked in concert also fueled demand, as did the fact that the
but soon began moving higher again, to bring about the marked increase in European Monetary System (which came
reaching $600 early in June and about $680 prices after mid-1978. On the demand side, into force early in 1979) accorded gold a
speculative demand for the metal rose role, making it usable by means of converby mid-September.
What makes the rise even more notable sharply. Admittedly, it is difficult to quan- sion into European Currency Units (ECUs).
is that it occurred during a period of rela- tify speculative demand, but it seems, ac- And the demand for official coins,
tive strength for the U.S. dollar in inter- cording to Consolidated Gold Fields (an amounting to about 9.3 million ounces,
national exchange markets. Previously, the authoritative market source), that specu- continued to be strong in 1979.
The aggregate demand for gold was esincrease in gold prices was often largely a lative demand rose to around 14 or 15 milreflection of the weakness of the dollar. lion ounces in 1979, up from about 5 mil- sentially unchanged at about 56.8 million
From the end of 1976, for instance, through lion in 1978. Since speculative demand for ounces in 1979, due to an offsetting decline
September 1978, the price of gold in terms gold rises only if the expected increase in in demand by jewelry manufacturers and
of the U.S. dollar increased by 61 per cent gold prices is greater than the expected re- industrial users, which was particularly
as the dollar weakened against the major turn on other investment mediums, this evident in the developing countries—esEuropean currencies. (The U.S. dollar fell steep increase seems to have been a re- pecially in the Middle East. This fall in inby 58 per cent against the Swiss franc, for sponse to accelerating world inflation and dustrial and jewelry demand was of course
example.) From September 1978 through market expectations of an impending cur- the result of higher prices and, in fact, it
January 18, 1980, however, the .price of rency crisis. Inflation was increasing, par- is surprising that demand fell as little as it
gold rose by 285 per cent in terms of the ticularly in the United States, where the did, by about 22 per cent in 1979, in the
U.S. dollar, despite a fairly stable dollar. consumer price index rose by 14 per cent face of a 132 per cent increase in prices.
Moreover, the price of gold rose over this in 1979, and seemed resistant to policy ap- (It should be noted though that the main
period in terms of other currencies too, in- proaches to deal with it. At the same time, price increase occurred after the main purcreasing by 242 per cent against the other traditional investments, such as chase season of the jewelry trade was
deutsche mark, 296 per cent against the stocks and bonds, were performing poorly over.) In 1974 when prices rose by a lesser
Swiss franc, and by 387 per cent against in most countries, so investment vehicles amount (66 per cent), demand fell much
like gold—which previously were looked more abruptly, or by about 45 per cent.
the Japanese yen.
At the same time as gold prices were ris- upon as esoteric and too risky—began to This recent stability of industrial demand
ing, their volatility was increasing. Prior to be more attractive to investors. Even some is largely attributable to the fact that in 1974
mid-1978, prices generally fluctuated on a mutual funds, for example, now allot a cer- the substitution of gold in industrial prodaily basis within a range of $1 or $2 per tain proportion of their portfolios to gold, cesses was pushed so far that at the current
40
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higher prices very little room for additional
substitution exists.
Part of the rise in recent bullion prices
was attributable to curtailed supplies to the
market. The production of South Africa,
which contributed 73 per cent of Western
output last year, and the output of other
countries declined slightly in 1979. South
African production fell to 22.6 million
ounces in 1979 from 22.7 million ounces a
year earlier, due to the mining of lower
grade ore. Sales from member countries of
the Council for Mutual Economic Assistance (CMEA), predominantly from the
Union of Soviet Socialist Republics, which
were estimated at about 13.2 million ounces
in 1978 (the highest level since gold began
to be freely traded in 1968), were reported
to be considerably lower in 1979, at around
7.4 million ounces. The lower level of Soviet sales in 1979 probably stemmed in part
from the sharp rise in the prices of gold
and oil exports which thereby eased their
need for foreign exchange. In addition, the
unusually high level of Soviet sales in the
period 1976-78 may have diminished the
level of their stocks to an undesirably low
level.
While Soviet gold sales declined, a sharp
increase occurred in the monetary sales by
institutions such as the International Monetary Fund and the U.S. Treasury, whose
combined monetary gold sales amounted
to about 17 million ounces in 1979—representing about 30 per cent of aggregate
supplies. Actual and anticipated changes
in monetary supplies of gold to the market
clearly exerted upward pressure on bullion
prices late in 1979. The United States
ceased gold sales altogether in November
1979. This action, in conjunction with market awareness that the Fund's gold sales
program was scheduled to end in May
1980, caused a fundamental change in
market expectations concerning prospective supplies late in 1979 and helped lead

to the sharp rise in gold prices during that
period.
As mentioned earlier, the sharp rise in
gold prices occurred at a time when the
value of the U.S. dollar in international
foreign exchange markets was relatively
stable. The movements of the dollar reflected a combination of circumstances that
tended to stabilize its value in exchange
markets. First, the inauguration of the
dollar-defense program in November 1978
by U.S. authorities helped to reduce fluctuations. The program principally entailed
a tightening of domestic monetary policy
(including a sharp increase in the Federal
Reserve's discount rate), an increase in
monthly gold sales by the U.S. Treasury,
and, most important, the announcement
of measures that could mobilize the equivalent of $30 billion in foreign currencies for
intervention purposes.
In addition to these measures, the disruption in oil supplies and the sharp increase in oil prices early in 1979 led investors to move into the dollar and out of
European currencies and the Japanese yen,
which they expected to be more adversely
affected. Finally, this trend was strengthened as higher inflation rates in countries
that previously had strong currencies, such
as the Federal Republic of Germany, Japan, and Switzerland, caused many investors to alter their view of these currencies
as sanctuaries from currency depreciation.
Volatility increases
An analysis of gold price movements
shows a distinct increase in volatility recently, with day-to-day and month-tomonth price changes, both in absolute and
percentage terms, markedly higher than
during the earlier period. The average
monthly standard deviation of gold prices
rose from $2.17 per ounce in 1977 to $4.95
per ounce in 1978, and to $10.46 per ounce

in 1979. The increase was more pronounced in late 1979 when the deviations
for September, October, and December—
$23.57, $14.48, and $28.05 per ounce, respectively—were the highest on record.
The difference between monthly high and
low prices has also risen markedly, averaging $24.27 per ounce for the period June
1977-December 1979 against $9.70 per
ounce for the period May 1976-May 1977.
The daily percentage price change—another measure of price variability—confirms the marked rise in gold price volatility. Whereas from January 1975 to
September 1978, gold price changes on a
daily basis varied by 2 per cent or more on
8 per cent (76 occasions) of the observations, the figures for the period October
1978 through March 1980 were considerably higher, namely, 30 per cent (112 observations) of the time. Further, in the latter period, 8 per cent (26 occasions) of the
daily observations involved price changes
in excess of 5 per cent compared with less
than one half of 1 per cent (4 occasions) for
the former period.
In a period of sharply rising prices, relative and absolute changes tend to overstate the magnitude of volatility. For a
clearer picture, it is also necessary to look
at a measure of price volatility that leaves
out the trend. Such a statistical measure,
examining deviations around a five-day
moving average, was therefore used, and
it corroborated the results of the other
measures.
As the volatility of gold prices increased,
numerous institutions in the gold market
amended their procedures. Late in its auction program in 1979, the U.S. Treasury
increased the deposit requirement at its
auctions to $30 an ounce; in addition, the
New York Commodity Exchange raised its
margin requirements from $1,500 to $3,000
per contract. Based on a gold price of $800
an ounce, the new margin requirement
Finance & Development I December 1980

©International Monetary Fund. Not for Redistribution

41

represented about 4 per cent of the value
of the gold purchased. The daily permissible price movement on the New York
Commodity Exchange was also increased
from $10 an ounce to $20 an ounce in recognition of the increase in gold price volatility.

Many factors contributed to the rise in
gold price volatility. These factors are similar to those affecting the price itself, with
a sharp increase in speculative demand
perhaps playing the largest role. Speculative demand, of course, is more volatile
than industrial demand. The speculative

demand for gold is potentially destabilizing since gold does not yield a rate of return to the holder unless its market value
rises.
However, although the abrupt rise in
price volatility in the gold market seems to
correlate well with a sharp increase in
speculative activity, the strong correlation
between the two does not necessarily imply causation. Speculation need not necessarily be destabilizing. Speculation in
commodity markets can be, and in fact
often is, stabilizing. For example, if speculators more or less correctly anticipate future price movements, the effect of speculation would be to diminish large price
changes. Speculation, however, can be
destabilizing if speculators are wrong in
their anticipations, and this seems to be
what has happened recently in the gold
market. Essentially, destabilizing speculations can be classified into two basic types.
First, there is "mistaken" speculation,
which occurs when speculators expect the
price to rise when in fact it falls, and vice
versa. Second, there is "excessive" speculation, which occurs when speculators
anticipate the direction of the price change
correctly but overestimate the magnitude
of the change. Thus, to the extent that rising prices engender expectations of further
price increases and price declines expectations of a prospective fall in price, changes
in speculative demand tend to be selfperpetuating and to exaggerate price
movements. The latter type of destabilizing speculation, in particular, appears to
have occurred in the gold markets in 1978
and 1979.
More factors in volatility
Futures trading in gold, which has increased dramatically to dwarf spot trading,
may also have led to increased volatility.
Trading volume on the major U.S. futures
exchanges grew to about five million ounces
a day by the end of 1979, up from about
400,000 ounces a day at year-end 1975. The
expansion in the size of the futures market
has given speculators a new and more attractive vehicle, and this may have increased price variability. In the futures
market, of course, speculators exercise
much more leverage in their investments
than in spot market transactions.
Just as it contributed to the generally
higher trend, the recent increase in uncertainty surrounding the market has also
contributed to greater price variability.
Turmoil in the Middle East, uncertainties
concerning the price and supply of petroleum, and prospects of changes in inflation
rates led to frequent reversals in the outlook of investors and consequent changes
in their positions in the market. Since the
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Supply and use of gold, 1970-79
(In millions of troy ounces)

Total supply
Mining production1
Net trade with CMEA countries
Net official purchases (-)
or sales (+)
Use of gold
Jewelry and industrial2
Official coin
Net investment and speculative
purchases (+) or sales (-)

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

33.3
41.0
-0.1

44.5
39.7
1.7

40.0
38.1
6.8

45.0
36.0
8.8

40.1
32.4
7.1

35.8
30.7
4.8

46.3
31.2
13.2

52.8
31.3
12.9

56.3
31.5
13.2

56.8
30.9
7.4

-7.6

+3.1

-4.9

+0.2

+0.6

+0.3

+ 1.9

+8.6

+ 11.6

+ 18.5

42.8
1.5

42.9
1.7

41.2
2.0

25.9
1.7

14.4
9.2

23.5
8.1

38.5
5.9

41.0
4.7

42.1
9.3

33.0
9.3

-0.1

-3.2

+ 17.4

+ 16.5

+4.2

+ 1.9

+7.1

+4.9

+ 14.5

-11.0

Source: Consolidated Gold Fields, Ltd., London.
1
Excluding production in Council for Mutual Economic Assistance countries.
Including medals, medallions, and false coins.

1

gold market is also very sensitive to actual the U.S. Treasury varied considerably.
and expected changes in currency values Market uncertainty was heightened by the
and interest rates, it is not surprising that U.S. Treasury substantially varying the
the general unstable underlying economic amounts offered for sale during 1979—a
conditions recently have led to enhanced deliberate policy aimed at keeping specugold price variability.
lators off balance.
The entrance of a large number of new
Another factor contributing to price
instability is the very high ratio of stocks market participants with no previous exto flows in the gold market. Private and perience in the gold market may also have
official gold holdings are large in relation added to volatility. Although no one can
to current production; official holdings be sure, purchases from the Middle East
alone represent about 35 times the annual may have become quite sizable in the last
current production. Consequently, rela- year. If these purchases were made for
tively small shifts in expectations concern- speculative purposes, they would have exing changes in stock levels tend to engen- erted upward and downward pressure on
prices. Large numbers of small, so-called
der large price movements.
In this connection, marked changes in "unsophisticated," investors purchasing
actual and anticipated official gold sales gold coins have also joined the market,
have played an important role in increas- particularly in the United States, where reing gold price volatility. The amount of sidents are beginning to take advantage of
gold sold officially by the U.S. Treasury the lifting of the ban on gold ownership in
and the Fund rose to 17.2 million ounces 1975.
(excluding noncompetitive sales by the
Since a change in the monetary role of
Fund) in 1979 from 10.0 million ounces in gold clearly affects the overall picture of
1978, an increase of 72 per cent. Sales by supply and demand, gold prices are dithe Fund were quite stable over this pe- rectly affected as the market expects the
riod, but the amount of gold marketed by monetary role of gold to rise or fall. In 1975
the Interim Committee of the Board of
Governors of the Fund reached a consensus that the role of gold in the international
Michael G. Martin
monetary system ought to be gradually reduced. This clearly affected the outlook of
the market concerning the future of gold.
Subsequently, however, expectations have
a U.S. citizen, received his been revived that the monetary role of gold
will not be diminished significantly in the
M.A. and Ph.D. degrees
near future and perhaps may even inin economics from New
York University (U.S.A.). crease. This revival is in part a result of the
role accorded to gold in the European
He worked at the Federal
Reserve Bank in New York Monetary System.
and in commercial banking before joining the Fund
The sharp changes in the amount of gold
staff in 1974. Mr. Martin is currently with the
sold by the U.S.S.R. have added to price
Financial Relations Division of the Treasurer's
volatility as they raised prices (see the taDepartment.
ble). The U.S.S.R. seems to determine its
gold sales policy according to its need for

foreign exchange, which in turn has largely
depended on the level of its primarily
agricultural imports. Consequently, the
abrupt changes from year to year in Soviet
agricultural output have led to sharp variations in the amount of gold offered for
sale. In 1979, as we have seen, Soviet gold
sales fell sharply to about 7.4 million ounces
from 13.2 million ounces in 1978. In addition, as mentioned, the rise in the price of
gold, as well as oil, allowed the Soviet
Union to reduce the volume of gold it marketed while not suffering a loss in revenue.
The recent increase in the price level for
gold and its volatility should be considered
in its historical context. The price of gold
rose sharply in the early 1970s—from
around $45 an ounce at the end of 1971 to
almost $200 an ounce by the end of 1974.
After a decline in 1975 and 1976, the gold
price resumed its rise to around $800
an ounce by year-end 1979. By the end
of 1979 the price of gold was 1,385 per
cent higher than it was in 1926. It must be
remembered, however, that the prices of
many other products have also risen by
about this amount: prices for lumber and
wood products, for example, rose by about
1,200 per cent over the same period. So the
recent marked rise in gold prices can be
seen as a reaction to the maintenance of
the official price of gold unchanged at $35
an ounce from 1934 to 1971, while other
prices were rising. The unchanged price of
gold meant that the real price in constant
dollars fell by 75 per cent from 1934 through
the early 1970s. Since the early 1970s, the
price of gold has been going through a period of adjustment in re-establishing its
value in relation to other commodities,
partly as a result of its changed monetary
role, and partly as an instrument for speculation. The recent rise in the level and
volatility of gold prices was thus a direct
result of its previous history.
WO
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The role of the family in development

Most economic development plans and studies tend to stop at the
door of the household, without taking into account production and
distribution patterns and decision making within the family. This
article shows how the manner in which low-income families adapt
to their environment can have major implications for the
effectiveness of development programs involving them.
Constantina

Safilios-Rothschild
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Development has increasingly become
concerned with improving the environment in which the world's poor live,
whether by upgrading the quality <md
range of services provided to them, or by
improving their opportunities for engaging
in productive activities. But as experience
with these efforts accumulates, it has become increasingly obvious that if they are
to be effective, they must be designed and
implemented within a framework of understanding how the basic socioeconomic
unit—the family functions among the
pnor. In the developing world, responsibilities and resources arc distributed among
family members in ways which are quite
different from those currently prevailing in
Western developed countries. In many developing countries, tor example, children
make very important contributions from an
early age to the family's welfare through
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their labor and/or their cash earnings. Thus,
in order for educational programs to be
successful, parents must be provided with
alternatives to these contributions. In many
families too, resources, such as food, education, and health care are unevenly distributed—differentiations between male
and female children, for example, are well
documented. These patterns of distribution must be taken into account by planners attempting to meet the needs of specific beneficiaries.
Survival demands the productive work
of women and children, whose contribur
tions cannot be assessed in the absence of
detailed data. Aggregate household income data are available for several countries but are not very useful since they tend
to obscure important trends in the distribution of resources and opportunities
within the family. There is evidence, for
example, that higher total household incomes are not necessarily transformed into
more food and better nutrition for each
family member. The disaggregated income
data available for some countries show
how this type of information can provide
a much clearer understanding of the link
between who earns the income and what
it is used for.
In denning low-income families in developing countries, coresidence of family
members is not necessarily an important
characteristic. Several studies show that
men, women, and children are involved in
different relations with kin who may or
may not reside in the same household. In
Ghana, for example, members of the same
nuclear family may sleep in one household
and eat in and contribute their labor to several households. Development policies,
therefore, based on residential or conjugal
family units take into account only a part
of the network of relations between kin
that are relevant for production, consumption, labor, and child rearing. These different patterns of family links have important implications for nutritional surveys
and nutrition education, as well as for the
understanding of the prevailing division
and availability of labor in any one household.
Further, the organization of the family
among the poor is characterized by flexibility. Families constrict or expand their
membership to meet internal needs and
changing socioeconomic conditions. In
female-headed households in some Latin
American and Caribbean societies, intermittent mating allows varying residence
and kinship patterns, extensive bonds between different sets of kin, and the pooling
of resources. This flexibility, which allows
different sets of kin to cooperate, repre-

sents a viable adaptation to high unemployment. For the development planner it
is therefore important to view the family
as a flexible organizational unit of individuals who have different roles, privileges,
rewards, options, and obligations.
Distribution within families
The criteria for distributing resources
and responsibilities within families in developing countries do not coincide with the
Western criteria of development needs and
requirements. Nor do sex and age, especially among the poor, determine the roles
people play in the family. Activities are not
distributed so that women are consistently
responsible for household and child care,
while the men tend to agricultural and
other productive activities. Women play
important productive roles in developing
countries, and a crucial role in the cultivation of all crops, subsistence and cash,
in sub-Saharan Africa.
Children make important contributions
as well. From the age of five or six, children
of both sexes contribute to housework,
child care, and production. In rural households in the Philippines, for example, children spend twice as much time as mothers
and 80 per cent of the time spent by fathers
working outside the home, and 50 per cent
of the time spent by mothers and more
than twice the time spent by fathers working inside the home. Children, particularly
girls, in poor households must start work
at a younger age and work for more hours
than boys or children of both sexes in
higher socioeconomic groups. These patterns have important consequences for
boys' and girls' chances to attend and remain in school.
Despite the fact that all family members
must work hard, scarce resources and immediate needs often result in unequal distribution of resources and access to services. Some family members are clearly
valued over others in poor societies. One
recent review of nutrition among lowincome families concluded that, although
the intake of calories and protein was often
inadequate for all groups in low-income
households, adults tended to fare better
than children. Adult males, as traditional
primary providers, and male children as
potential providers, were generally fed
more and often had greater access to education and health care than did other
family members. Among adults and da\dren, men and boys tended to have a better chance than women and girls of meeting a high percentage of their minimum
calorie and protein requirements. A nutritional study of 17 villages in Morinda, Punjab (India) showed that nutrition was de-

termined mainly by sex. By being breastfed loriger and by being given more food
after they were weaned, boys aged 6-24
months in all castes were better nourished
than girls of the same age. The nutritional
discrepancy was much larger in the lower,
agricultural caste. Girls in the same caste
were not only breast-fed for a shorter time
period but also consumed less supplementary milk and less solid food, began consuming solid food later, and received less
of each of the nutrients.
Multiple income earners
In developing countries, all members of
low-income families are drawn into the
struggle for survival, since no one source
of income is adequate. Even when the rural
poor have a small piece of land, they need
to have additional nonfarm sources of income to protect themselves against such
factors as bad crops and emergencies which
might force them to sell land, livestock, or
fanning equipment. The International Labour Office report on Kenya estimated, for
example, that in 1972 about 44 per cent of
the peasant population needed additional
income from nonfarm activities, and this
44 per cent did not include another 22 per
cent of landless rural households. In Bangladesh, wives and children of small and
marginal landowners work for wages in
order to help the family accumulate resources and/or to be able to buy some more
land. In the Philippines, wives' market income averages about one third of that of
husbands. These data, however, are based
on households in different socioeconomic
groups and tend to obscure the fact that in
India and rural Bangladesh, for example,
wives' market income is twice as high in
poor as in richer households and their income contributions are often as high as, if
not higher than, those of their husbands.
Among the urban poor, male heads of
households often earn less than 50 per cent
of the total household income and secondary earners, such as women and children
15-19 years old, contribute the other half
of the income—most often by working in
the informal sector. In Belo Horizonte, Brazil, it was found, for example, that more
than twice as many households would fall
into the category of the poor if the additional income of secondary earners were
not available.
This pattern of multiple incomes seems
to explain why many more urban femaleheaded households are poorer than maleheaded ones. In Belo Horizonte, for example, 81 per cent of female-headed
households are either poor or low-income.
In female-headed households, women are
primary rather than secondary earners and
Finance & Development I December 1980
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there are only children as secondary earners, unless the households extend to include other working kin. The availability
of nearby informal sector employment for
women and 15-19 year-old children is an
important factor in urban planning, for the
urban poor cannot afford high transportation costs. The absence of an informal
sector nearby explains why default rates
have been high for relocation projects of
urban slum dwellers in government housing at a distance from the city. The move
out of the city and away from high-income
neighborhoods eliminates for the poor,
and especially for women, a variety of
service and other informal sector jobs. Total household iricome therefore decreases
significantly and many more households
become impoverished. This has been documented for urban relocation schemes in
Rio de Janeiro and New Delhi.
Decision making
The family's decision-making process is
implicit in all its distribution of responsibilities and resources. The most powerful
family member, the one who can orchestrate—if not dictate—decisions, is determined by prevailing cultural values, such
as those attached to old age, sex, and the
relative importance attached to men's and
women's productive roles. In highly stratified and patriarchal societies, like those of
North Africa, the Middle East, and most
of South Asia, women are not expected to
be self-supporting, have few opportunities
to earn significant incomes, and cannot inherit land or other property. Even when
women do earn, they are not usually able
to translate their incomes into family power
since they have to turn their earnings over
to their husbands who control all family
income. In these societies, a woman's most
reliable power base is her ability to reproduce—especially sons (a fact that has ominous implications for family planning).
Wives in poor households can have
greater power if they are able to retain control of their earnings. A study of Bombay
slum families found that married women
working as domestics or small vendors
used their income almost exclusively for
family maintenance. Sixty per cent of them
kept and controlled their income; the others had to turn part or all of it over to their
husbands. What is not known is what determines whether or not these women are
able to control their incomes.
In other -societies where the patriarchal
system is less rigid, where a woman's active economic participation is common and
accepted, or where majtrilineal traditions
exist, the decision-making process within
the family can be markedly different. In
Thailand, a country in which deliberate
46

policies have led to a steady improvement
in women's status, rural women's responsibility to feed and clothe the family is related to their ability to keep the money
they earn and to have an important say in
how it is spent.
In sub-Saharan Africa, where women
play a major agricultural role, their power
bases are broader, particularly in societies
that are matrilineal. Women are usually
allotted a piece of land on which to grow
food for the family, they make all decisions
concerning its cultivation, and have had
the traditional right to sell the surplus of
their crops and to control their earnings.
This traditional economic responsibility of
women to feed the family (and in many
cases to pay school fees as well) and the
ability to control the income they earn can
be translated into some power in the family. Further, wives' substantial labor contributions to their husbands' land make
men need their cooperation for the successful operation of the family's farms.
This economic interdependence between
spouses gives wives a partner rather than
a dependent status, which results in relatively egalitarian decision making in most
farming matters.
Control of income explains why decisions regarding the quality and quantity of
food for the family are not necessarily left
up to women. They are tied, instead, to
the spouse who is responsible for food and
who has control over the income available
for food. Where women have the responsibility of feeding the family throughout
the year by cultivating subsistence crops
and/or by marketing products, they do
most or all of the shopping. Among the
poor, however, in the Philippines or rural
Bangladesh where the men are responsible
for feeding the family and use their income
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or productive activities to do so, they are
mainly responsible for buying the family's
food.
Disaggregated household income
Disaggregation of household income is
important for two main reasons. First, it
permits an assessment of how each family
member's income is used and how increases in each member's income influence
existing patterns of use and control of income, capital asset formation, consumption, nutritional patterns, and the distribution of labor and resources within the
family.
Studies have documented, for example,
that overall household income is not as significant a factor in the status of child nutrition as the income of the mother. Because women's income is most often used
to buy food, whether or not women are
responsible for feeding the family, increases in this income tend to improve the
quality and quantity of food, but increases
in men's income do not. Meanwhile, increases in men's income tend to go to productive investments, consumer goods, or
entertainment, and only occasionally to
help out their wives with cash for food in
case of emergencies. In rural Kerala (India), for example, it was found that increases in the maternal income of landless
families were significantly associated with
children's nutritional status, this association being less strong during the slack
("hungry") agricultural season when even
aged grandmothers work and children do
not receive adequate attention and wellprepared food. When, however, women
did not work for wages, increments in husbands' income did not seem to improve
children's nutrition.
The second main reason why disaggregated household income is important is
that it allows planners to determine the impact of development programs on individual family members and on economic decision making within the family, which in
turn affect availability of labor and food.
Some rural development projects, for instance, in sub-Saharan countries, such as
Benin, Cameroon, and Kenya, which
helped intensify and commercialize cash
crops, incorporated no provisions to safeguard women's income, and this resulted
in the curtailment of their income. Growing more cash crops demands more land
and the best land as well as much greater
labor contributions on the part of women.
The increased labor demands on women
made it difficult for them to cultivate their
own small plot of land adequately and
even more difficult to feed the family or
produce a crop surplus. As a result, women
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became reluctant to contribute their labor
and occasionally withdrew it, as they felt
unhappy and rebellious as a result of their
reduced status and their increased dependence on men. Such an increased dependence on men has serious demographic implications since women tend to
want to have more children to help them
out with the increased labor demands as
well as to improve their status within the
family.
Finally, disaggregated household income data show the significance of children's (especially sons') economic contributions to the family, beginning with
adolescence and often totaling up to one
third of the family income. The data may
help us understand why poor families find
it difficult to forego this income and send
their children to school and why having
many children under present conditions
remains a rational choice for some poor
families.

Poverty alleviation
Understanding and taking family structure and dynamics into consideration is
especially crucial in developing strategies
aimed at alleviating poverty. Detailed data
on the percentage and type of femaleheaded households can, for instance, pinpoint the need for programs designed to
extend equal access to land, credit, agricultural and technical information and
training, income-generating activities,
housing, labor-saving technology, and
other services and amenities to female- and
male-headed households.
The most desirable long-term strategy is,
of course, to increase the income available
for food (or to make food cheaper), health
care, and education so that goods and

•A*

services are in sufficient supply and, therefore, their distribution need not be selective. Disaggregated income data for poor
households will allow planners to determine whose income is used for food and
whose income is used for capital asset formation. The fact that husbands' and wives'
incomes are used in different ways can
help in the development of strategies to
increase both spouses' incomes and thus
meet the urgent needs of their families.
Another set of strategies can aim to
change the bases for unequal resource distribution in the family. Preferential treatment of boys, for instance, can be counterbalanced by establishing the potential
economic value of girls to their parents.
Income-generating activities for adolescent
unmarried women, especially activities that
require literacy or primary education, can
make a significant difference. Training and
employment of young unmarried women
as auxiliary health workers, teachers, aides,
and agricultural extension auxiliaries can
facilitate women's access to health care,
agricultural information and training, and
education. It provides income before marriage, permits them to make a contribution
to their family's well-being, and often
leads to a later age at marriage and therefore possibly to lower fertility. The eventual outcome may be a shift in the criteria
for the distribution of resources based not
on sex, but on need in the case of food and
health care, and ability and interest in the
case of education.
Whenever sociological as well as economic evaluations of development projects
have been undertaken, they have showed
how the neglect of one type of family
structure (namely, female-headed households), or of family patterns and dynamics

can be responsible for undesirable side effects or for a failure of measures to alleviate
poverty. While more international agencies
as well as private foundations are beginning to undertake such sociological evaluations and while this type of evaluation
must become an essential component of all
evaluations, the resulting information about
behavior within the family is also grossly
inadequate. Basic research is needed regarding family patterns and dynamics
among the poor in developing countries so
that we can obtain data to explain observed
patterns of change and the effects of development efforts, and to guide planners
in alleviating poverty.
CD
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Book

notics

Thomas G, Parry

The Multinational Enterprise:
International Investment and HostCountry Impacts
Jai Press, Inc., Greenwich, CT, U.S.A., 1980, xiv +
172 pp., US$26.50.
Isaiah Frank

Foreign Enterprise in Developing
Countries
The Johns Hopkins University Press, Baltimore, MD.,
U.S.A., 1980, xv + 199 pp., US$12.95 (cloth), US$5.95
(paperback).

Between 1972 and 1978 direct foreign investment in developing countries averaged
US$6.6 billion per year. Despite the magnitude of this flow of funds, relations between multinational corporations (MNCs)
and the Third World nations where they operate continue to be marked by tension.
Moreover, prospects are dim for a blueprint
to be designed that could forewarn corporate executives and developing country
policymakers of all the pitfalls that threaten
harmonious relations between their respective institutions.
Despite the gloomy outlook, these two recently published books provide an in-depth
examination of the sensitive subject of MNC
direct foreign investment in the Third World;
Although the authors approach the issues
from completely different perspectives, each
has made an important contribution to the
growing reservoir of literature on the subject. If the volumes are to be read back-toback, Professor Parry's should be read first.
The Multinational Enterprise: International
Investment and Host-Country Impacts is the
more theoretical of the two, written more
with an eye toward the academic community
than the corporate boardroom. Readers
who are relatively unfamiliar with, or uninterested in, theories of direct foreign investment may find the book a difficult exercise,
particularly because the author writes in a
rather turgid, academic style that does not
always make for effortless reading.
The purpose of Parry's book is to identify
and explain the principal factors that determine why MNCs undertake direct foreign investment in Third World countries, and what
effects this investment has on the recipient
countries. His explanation centers on socalled "market imperfections and distortions" (such as tariff arid nontariff barriers,
taxes, and labor policies) that influence
MNC investment policies. Parry believes
48

that MNCs, with a broad array of global opportunities to choose from, make investment
decisions based on their assessment of the
effect that these market imperfections and
distortions ultimately will have on the investment.
The author's thesis is particularly important in light of the potential for tension between MNC investors and recipient countries. Parry correctly observes that there is
a "tendency inherent in direct investment
from abroad to shift decisionmaking power
in parts of the private sector outside the
[host] country" (p. 9). This shift opens the
door wide,to potential conflicts and makes
an assessment of the linkage between market imperfections and investment decisions
crucial for both investor and recipient.
It is Parry's conclusion that the policy implications derived from his analysis place
the burden squarely on the shoulders of the
recipient countries. If market imperfections
do indeed provide the principal explanation
of MNC decisions on direct foreign investment, then it is incumbent on host governments to design and implement policies that
will maximize their gains without rebuffing
prospective investors. However, the author
is weakest when trying to suggest how government policymakers should alter their behavior without creating disincentives that
could result in the curtailment of the flow of
direct foreign investment from MNCs.
Although the subject matter is the same
as the Parry book, Foreign Enterprise in
Developing Countries by Professor Isaiah
Prank has a completely different style and
approach. His book is concise, wellorganized, and written with a simplicity and
clarity that is rare among economists. As a
result, the book should appeal to a wide variety of readers—corporate executives and
their bankers, students interested in the behavior of MNCs in the Third World, and hostcountry policymakers concerned with gaining insights into the motivations and attitudes of the corporate executives who are
responsible for making important decisions
on direct foreign investment.
Professor Frank does not deal in the theoretical realm, as does Professor Parry. Instead, his book represents a compilation
and analysis of corporate attitudes based on
a series of in-depth interviews with 90 key
individuals from various industrial countries
who have primary responsibilities for direct
MNC investment in developing countries.

Both his research methodology and his conclusions differ sharply from Parry's. The results of Professor Frank's interviews reveal
that concern for political and economic stability in the host country—not market imperfections—is the principal determinant of corporate decisions on foreign investment.
According to his analysis, the concept of
instability comprises not only prospects of
political upheaval, but also such factors as
complex bureaucratic procedures for foreign
investors, continuous changes in federal
regulations, and other arbitrary, unpredictable changes that may abruptly alter the investment climate. The desire for stability
and continuity in the host country, according
to the interviews, is far more important than
any specific set of inducements the government may adopt to attract foreign investors.
Only a handful of the respondents claimed
that special incentives granted by the recipient country played a major role in their investment decisions (p. 95). In sharp contrast
to Parry's thesis, the "companies believed
that their security depends less on specific
laws and regulations than on the good will
of host governments" (p. 107).
The Frank interviews also reveal that the
executives appear to be more sensitive to
the interests of the less developed country
(LDC) recipients than is commonly believed.
In the author's view, the respondents do not
"question the legitimacy of host countries
evaluating the impact of the multinationals...
in terms of their own broad national goals"
(p. 144). Thus, the corporations appear willing to accept reasonable constraints on their
activities, but they also expect negotiations
to occur in a spirit of accommodation and
sensitivity to the legitimate interests of both
parties.
If this excellent book has a flaw, it lies in
the one-sided nature of the analysis. Although the interview results clearly reveal
that there is a diversity of opinion among
corporate executives, no attempt is made to
present other viewpoints, most significantly
those of LDC representatives. The reader
can hardly be surprised to learn, for example, that most interviewees "argued that
host countries should play little or no role in
the selection of subsidiary management
personnel" (p. 68). It also is predictable that
most company representatives deny that
"they exploit transfer pricing to gain special
advantage" (p. 97), or that they "bribed or
attempted to bribe host-country officials..."
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(p. 125). It would be interesting to poll some the evolution of the sogoshosha since the
Third World government policymakers to first one was formed in 1876. Tsurumi's
gauge the extent to which there is a con- book is slight, both in length and in content.
sensus on these issues.
Although it discusses the sogoshosha manProfessor Frank has presented a well- agement and recruitment system in some
balanced analysis of the costs and benefits detail, the discussion is too uncritical.
of MNC foreign direct investment in the Young's treatment of these topics may be
Third World. Although there will always be cursory, but it is more analytical; he finds
ample room for tension between MNCs and that both financial and organizational manthe host-country governments, Professor agement were relatively inefficient until quite
Frank's analysis provides a convincing case recently and that many of the weaknesses
that relations between MNCs and their Third are only now being rectified.
World hosts have improved in recent years,
The first sogoshosha was Mitsui and Co.,
and that the potential for substantial mutual which exported coal and concentrated on
benefit is real if both parties are prepared to the import of textile equipment and cotton.
approach the relationship in a spirit of com- By the close of the 1960s, the bulk of the
promise and concern for each other's inter- marketing business was in the hands of ten
ests.
companies, some tied to zaibatsu (or indusRoger S. Leeds trial conglomerates), but all having strong
links with a major bank that provided the
financial
support so essential for their dealYoshi Tsurumi
ings. By the mid-1970s, the trading comSogoshosha:
panies were handling from 10,000 to 20,000
Engines oi Export-Based Growth
products each and had gross sales of
Renouf U.S.A., Inc., Brookfield, VT, U.S.A., 1980,94 pp., US$155 billion, which was equal to 56 per
US$8.95.
cent of Japan's total trade and about 5 per
cent of world exports. In addition, they acAlexander Young
counted for 20 per cent of the wholesale
The Sogoshosha:
trade within Japan.
Japan's Multinational Trading
The sogoshosha now are primarily first
Companies
stage wholesale traders of raw materials,
Westview Press, Boulder, CO, U.S.A., 1979, 247 pp.,
grain, and standardized commodities such
US$24.50.
as steel, fertilizer, and synthetic fibers. They
For a country poorly endowed with natural have long served as conduits through which
resources, export-led growth may be the financial resources were distributed by riskonly avenue to rapid industrial prosperity. conscious banks to small-sized and
One example of an economy that has be- medium-sized firms in need of funds, but
come a great industrial power through such without the collateral or the sure prospects
foreign trade is Japan. During the past 15 to obtain capital directly. By taking on the
years, various aspects of the Japanese ex- role of intermediaries, the sogoshosha abperience have been exhaustively analyzed sorb the risk, support a range of production
in an attempt to distill the essential ingredi- units, and find export outlets for their goods.
ents of an effective development "strategy." Outside Japan, the trading companies have
But there have been surprisingly few de- moved into mining and agriculture on the
tailed studies in the English language of the one hand and factories and wholesale busisogoshosha, the general trading companies nesses on the other.
which have spearheaded Japan's export
The interest of the sogoshosha in develdrives throughout this century and have pro- oping their activities abroad increased from
vided the channels through which the bulk the mid-1970s. Since the 1973-74 oil price
of the country's imports are purchased and increase and then the Lockheed bribery
distributed.
scandal, Japanese public opinion has beThe two books under review do not give come suspicious of the sogoshosha and has
the definitive analysis of the trading com- come to feel that the trading conglomerates
panies that is needed, but both of them (es- may be manipulating supplies of essential
pecially the one by Alexander Young) con- materials for their own advantage. In 1975,
tain a considerable volume of useful and the Government began imposing restricfairly up-to-date information. The books trace tions on the volume of lending by group

banks to their associated sogoshosha.
These developments have been interpreted by the companies as signs that they
must reduce their stakes in Japan and
spread their trading and borrowing activities
more evenly around the world. Young points
out that, in the past three or four years, the
sogoshosha have begun to view their operations from a global perspective. They
have allowed their foreign subsidiaries far
more autonomy than previously, are more
concerned with social responsibilities, and
have begun to promote actively the industries with growth potential in order to boost
their trading operations.
Of the two books, Young's provides the
more thorough coverage. Unfortunately, it
has the flavor of an official biography. He is
a little awestruck by the sogoshosha. The
book is also repetitive and the author is not
inclined to go in for the kind of analytical
probing that would give the readers an
idea of why the Japanese society has been
so hospitable to the trading companies, and
the effect they have had on economic and
political activities within the country. Without
such analysis, it is hard to accept for instance Tsurumi's unqualified enthusiasm for
homegrown sogoshosha in Brazil, Korea,
Canada, and the United States.
Both Brazil and Korea have been encouraged to try to emulate the Japanese.
Under prodding from the Government, a
number of large Korean corporations began
establishing general trading companies in
1975. Associated with the phenomenal recent growth of Korean exports, these firms
have now bloomed into 11 giant enterprises
with extensive trading contracts abroad.
Brazil has moved more slowly. The Government helped in setting up a trading company
in 1971 and another one was created within
the public sector during 1976. Both companies have grown steadily over the years,
but they have not attracted a host of imitators, perhaps in part because of differences
in cultural and economic traditions; the Koreans, with a cultural affinity and geographic proximity to the Japanese, have
taken more readily to the organizational
forms represented by the sogoshosha than
the Brazilians.
The question can be raised: has Korea
profited greatly from creating sogoshosha
and should its experience be seen as a
model for other semi-industrialized countries? It is difficult to come to conclusions on
Finance & Development I December 1980
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these points. It is hard to disentangle the
role played by trading companies in the
growth of Korea's exports from the influences of other factors. Already Korea is
finding that the wholesale approach taken
by the trading houses may not be
appropriate for their export-mix in which sophisticated consumer items, such as machinery and electronics, are predominant. In
addition, the high debt/equity ratio of the
firms and their heavy dependence on the
banking system, which is a characteristic of
the sogoshosha, may be acceptable under
conditions of very rapid growth but can become a liability in more prosperous times.
Finally, if Korean firms adopt the global perspective of their Japanese counterparts,
conflicts may arise between the economic

Other books received
Paul B Pearson arxt T. R-clord Breerwell f sailors i

objectives of the Government and those of
the trading companies, with the result that
Korea's own development may suffer. It
would seem, therefore, that even those
countries which are in a position to provide
a home to sogoshosha and can use the
benefits of marketing and wholesale services on a large scale must think hard about
what form of trading firm would best serve
their future needs. They should also give
weight to possible adverse consequences
of large oligopolistic conglomerates on competition and entrepreneurial initiative within
the economy and to uncertainties about the
responsiveness of such firms to policies
based primarily on domestic considerations
adopted by governments.
Shahid Yusuf

An Interdisciplinary Perspective
UmYert.rly ol Aniona Press. Tucson, A^. U.S.A., li*BU. Xfi +
l5flpp,lJS$11 SO(ckilh), US$5 95 (fiaperback).

This collection of papers occupies an ill-defined
middle space between highly technical studies of
nutrition, on the one hand, and Ihe informative
survey written for the nonspecialisl about various
aspects of nutrition, on the other. The book covers a broad area and contains some fairly detailed
and interesting articles on human adaptability to
lack of nutrition, the relation between nutrition and
immunity, and on restraints to accepting new
foods

Sources and Problems of Arab
Development
Organization of Arab Petroleum Exporting Counts (OAPEC).
Kuwait City, Kuwait. 1990, 144 pp.

Vingt ans de r£ussite allemande
Economica, Paris, France, 1979,127 pp., F 30.
Le Monde enquete

La nouvelle economic anglaise
Economica, Paris, France, 1980, 251 pp., F 29,

With these two books the economic staff of
Le Monde set out to familiarize the reader
with the economies of two important partners and competitors of France—the Federal Republic of Germany and the United
Kingdom. In both cases, the authors review
industry, agriculture, the financial system,
labor relations, and social and political factors affecting each economy.
Both books are written for a general audience and provide a well-informed and

Lnslin Stisin

Japan's International Finance:
Today and Tomorrow
The Japan Times. LW , Tokyo. Japan. 1979. m > 277pp,K3.200

Nutrition, Food and Man:

Une enquete du Monde

A collection of speeches and articles by a former
senior civil servant, which constitute an authoritative commentary in English on Japan's international financial policies over the past two decades.
Voshio Suzuki

Money and Banking in
Contemporary Japan:
The Theoretical Setting and Its Application
Yale University Press, New Haven. CT, U.S.A.. I860, xx -

256pp.. USSIB.

A translation into English ol a book based on a
series ol lectures at ToKyo University by a former
official of Ihe Bank of Japan. The five parts of the
book provide a review of Japan's financial structure, how the instruments of monetary policy operate, and the effectiveness of monetary policy
on the domestic economy A background in advanced monetary theory is required of the reader.

The Growth of East African Exports
and their Effect on Economic
Development
Onom Hnlm Limilnri, Lnnrlnn, II K , 1979, 272 pp , £11 95

This volume analyzes the export performance
and economic growth of Kenya, Tanzania, and
Uganda. It provides information on macroeconomic and general export trends, on major export
crops, an analysis of the impact of export instability, and the relationship between exports, gross
domestic product, savings, and investment. There
is a chapter reviewing manufacturing exports
within the East African Common Market with a
good summary of the (orces which eventually led
to the disintegration of the market.
Joan Edelman Spero

The Failure of the Franklin National
Bank:
Challenge to the International Banking
System
(Jolumoia University Press. New York, NY. U.S.A.. 1980, si 333 up., USS14.95.

An original inquiry into the failure of the Franklin
National Bank of New York in 1974 by an acaAfrican Businessmen and
Oil Downstream:
demic political scientist who had access to the
Development In Zambia
Opportunities, Limitations, Policies
archives ol the Federal Reserve Bank ol New
York. The story is told of ttie principal reasons for
Organisation nf Arab PErtmlnutn Exporting Countries (QAFEC).
Princuluii University PrasE. Princeton, NJ, U.S.A.. 1979. IV +
KJVJSH City, Kuwali, 1960, ill pp.
382 pp . USS33 SO
the closing of the twentieth largest U.S. commerThese two slim volumes provide a rare and in- Since the lack of entrepreneurs has been identi- cial bank in terms of deposits. It also covers the
formative view of thinking on policies and pro- fied as one of the ma|or constraints on growth in successful efforts by U.S. banking authorities to
grams relating directly and indirectly to the use of most African countries, I his case study ol the provide for an orderly liquidation of the assets of
oil resources of the Arab countries. The first vol- Africanization of commerce and industry in Zam- the institution in order to minimise the effects of
ume deals with four subjects that concern these bia adds valuable empirical evidence to an un- its downfall on domestic and international financountries: development of low-Income Arab coun- derstanding of the problem. The authors cial stability. The vulnerability revealed by this
tries—the case of Egypt; financial markets; food investigate the performance of entrepreneurs and episode led to efforts by central banks to contain
security; and use of natural gas. The second is the impact of government policies on business and avoid international financial crises. An inforan authoritative statement on efforts by OAPEC growth and of small business on Zamblan society. mative survey for those with questions about the
stability of the international banking system.
For the general reader.
to develop downstream oil industries.
Andruw A BtiYmidye and Anthony R. QDerschall
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sound—though nontechnical—analysis of
the two economies. The discussion of the
performance of Germany includes a comparison with economic developments in
France, which adds a particularly interesting
dimension.
In the book on Germany, the emphasis is
on an explanation of the country's favorable
performance as to growth, employment,
price stability, and external balance. These
achievements are traced back to German
industry's need to re-equip itself after World
War II and its great adaptability to changes
in demand and supply conditions. This
adaptability was a result of a heavy reliance
on market forces and of an efficient financial
system open to taking risks and unhampered by privileged financial circuits and

credit controls. The implementation of adjustment programs benefited from good labor relations.
The review of the economy of the United
Kingdom mainly elucidates the reasons for
the stop-and-go nature of economic development over the past 30 years, which was
accompanied by increasing internal and external imbalances and a low rate of economic growth. The authors lay the responsibility for these developments on the trade
unions, business, and government. In their
view, the great priority accorded by British
trade unions to full employment, their excessive emphasis on preserving existing
jobs, and their fragmented organization
hampered economic adjustment and progress. The business community neglected

investment and was incapable of following
changing market conditions, which entailed
a loss in productivity, competitiveness, and
market shares at home and abroad. Government failed to turn the tide because it
overemphasized consumption and lacked a
general concept of economic development.
Owing to the absence of such a program
and to the fact that incomes policy and investment incentives were neglected, economic policy was limited to anticyclical
demand management. Against this
background, the authors investigate the outlook for the U.K. economy under the new
policies of Prime Minister Margaret Thatcher,
although they reserve final judgment on the
eventual outcome of the experiment.
J. Somogyi

Biendan Brown

Jnhn Cody, Mslen Hughes, and David Wai' iMilun,,

Nigal R.L Hudson

The Dollar-Mark Axis:
On Currency Power

Policies for Industrial Progress in
Developing Countries

Money and Exchange Deatlng in
International Banking

Macmilliin Press, London, U.K.. 1979, «v < IS* pp..S1Z.OO.

Oxford University Press, No* York, NY. U.S.A., 1980, Ix •
316 op.. USJ18.95 (L-talti), US$5.95 (paperback).

John Wrley & Suris. New York, NY, U.S.A., 1979, II I 135 pp.,
USSZ4.96.

A collection of ten papers dealing with the experience in industrialization of less developed countries. The main topics Include: the achievements
and objectives of industrialization; trade in manufactures: the formulation of financial, labor, technological, and taxation policies: effects of government Intervention through production and price
regulation, public ownership of enterprises and
controls over location and the availability of infrastructure; Industrialization and agricultural development; and the international environment for industrialization.

T. H. Donaldson

Against the background of current institutional
developments in specialized international financial markets, especially in Europe, the author describes the evolution of world monetary arrangements from a universal dollar- based system
(1957-71) lo orte of regional currency blocs (after
1973), centered around two principal currencies:
the dollar and the deutsche mark,
J. E. Wadsworth and F. Leonard da Juvtgny <™iitorsi

New Approaches In Monetary
Policy
r & Nooronofl international Publisher!,. Wliheiminalaan 12,
Tha Nnlhedanas, 198U inr + 380 DP , IISMZ 50 {I. S5).

Some 25 papers presented at a Colloquium at
Wiesbaden. Federal Republic of Germany, in
1977, which survey the changes in monetary policy and particularly in central bank approaches to
monetary aggregates. Included in Ihe volume are
contributions trom 1 2 European central banks describing their experience with monetary targets.
AyubLJi Rahman

Economic Integration in South Asia:
An Exploratory Study
The University of Dacca. Caeca. BangtaHeai. 1979. xv + 221 op .
USS12.

This book studies the possible advantages of regional economic cooperation, mainly through a
customs union, among the countries of South
Asia — Bangladesh, India, Pakistan, and Sri Lanka.
While listing the economic arguments in favor of
sucti regional economic integration, it recognizes
also the difficulties posed by political differences
among these countries.

Lending in International
Commercial Banking
jonn Wiley & Suns, New York. NY. U.S.A., 1978, in i 187 pp.,
US324.9S-

These two books are part of a series on international banking designed to explain how basic international banking functions are performed Both
are written by experienced London commercial
bankers. The Hudson volume deals with the technical aspects of International money and foreign
exchange dealing and includes arithmetic examples of selected transactions. The Donaldson volume is concerned with the lending function—how
banks analyze international credits and how such
lending differs Irom domestic operations.

Georqe M. von FgrETenbeig

Social Security Versus Private

Savings,

Vol. 1 in the series on Capital
Investment and Saving
Baiiinger PuDlishins Co,. Camtmdge, MA, U S A . 1979. xn T
435 pp . USS3S Vol. II. (Tie Gui/ommDiJ anfl Capita/ Formation.
1980, isv + 535 pp., USS35 Vol. III. Cipiul Efficiency and
Growth. 1980. >i * Ml pp , US$35.

The papers incorporated in these three volumes
were the outcome of a study on the role of capital
in ihe growth of the U.S. economy during the past
30 years sponsored by the American Council of
Life Insurance. In them, prominent economists
apply advanced econometric techniques to some
of the major problems facing the U.S. economy.
Volumes I and II are devoted to an analysis of the
determinants of savings and investment and Volume III covers the relationship between capital
and economic expansion.

Richard M Levied jna Clas O. Wihlbng

Exchange Risk and Exposure:
Current Developments In International
Financial Management
D.C. HS..IIII and Company, Lsmngton. MA, U S A , 1980. n +
211pp.USJSI.95.

Papers and commentary presented at a conference at New York University in February 1979
organized around the question: does the currency
of denomination matter in international business
operations? The papers bnng together key themes
of extensive recent academic writing on various
aspects of exchange risk under floating currencies and the effects of uncertainty on international
firms. Ot advanced academic interest.
Fiiiaiife & Development i Dtcaabtrr WSO
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RECENT PUBLICATIONS
OF THE
INTERNATIONAL MONETARY FUND
TWO NEW ISSUES IN THE PAMPHLET SERIES
SDKs, Currencies, and Gold: Fourth Survey of New Legal Developments
by Joseph Gold (Pamphlet No. 33)
This pamphlet is the fourth survey of certain that are recognized by the present Articles: the
changes in international and national monetary special drawing right is to become the principal
law and practice that have come about as the reserve asset in the international monetary sysresult of the Second Amendment of the Fund's tem; the role of gold in the system is to be reduced
Articles of Agreement and of the monetary gradually; and the par value system has been
arrangements that are now permissible. The abrogated and members of the Fund are free to
changes are pertinent mainly to three principles choose their exchange rate arrangements.
Compensatory Financing Facility
by Louis M. Goreux (Pamphlet No. 34)
This pamphlet describes the objectives and modus
operandi of the Fund's compensatory financing
facility. There are separate sections describing the
main features of the facility, the nature of
fluctuations in export earnings, and the operation

of the facility. Appendices include a comparison
between the Fund's facility and the compensatory
financing scheme (STABEX) administered by the
European Community.

Both pamphlets are available in English; French and Spanish editions will be available shortly.

FIRST PAPER IN NEW SERIES, OCCASIONAL PAPERS
International Capital Markets: Recent Developments and Short-Term Prospects
by a staff team headed by R.C. Williams,
Exchange and Trade Relations Department
This paper describes and analyzes recent developments in international capital markets, reviews
issues facing banks operating in these markets,
and makes a preliminary assessment of market
conditions and financing flows over the short

term. It includes appendices on the financing of
payments imbalances through international capital markets during the period 1974-78 and on the
implications of growth of the Eurocurrency
market for monetary policy and inflation.

Copies may be obtained free of charge from: Office of External Relations
Attention: Publications Section
International Monetary Fund
Washington, D.C. 20431, U.S.A.
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