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The OECI's uecasmnal paper e11t1tlecl "lssues
Related to the Woxld Banks Appioach to

Structur al AdJustment Pr oposal f10m aMajor

Partner” is a very Welcome contnbutlon toa

debale of great importance for Lhe economic
prospects of developing countries in the 1990s
and beyond In the 1980s, the World Banl(
rapxdly expanded shuctunal aci ustment lendmg
to meet tlle circumstances of lhe time.
Through a series of thy ee internal evaluatlons,
it has now refined the design of adjustment

lending in 1he light of its pracll(,al experiences

of the strengths and weaknesses of this lending .

instrument.

During this period, Japanese co-financing of

adjustment lending has rapidly increased, to the
point where it is now entirely correct to
describe Japan, as the QECF paper does, as a
“mzljor bartner” in the enlerprise.  Although
Japan has quickly emerged as a major finacial
partner, it has been less quicl to contribute to
the intellectual process of the design of 'adjust-
ment programmes. If the design of such pro-
grammes were an easy task, or if there was an
obvious and simple prescription for reforming
the supply side of l_nlsmanaged developing econ-
ommies, Japan's status as a “sleeping parlner” in
the adjuslment process would not be problem-

alic.

However, all the ev.idenee of the 1980s suggests
that the deSign of sttlretui‘al adjustme‘ht pro-
gr ammes isa complex matter and one where
simple theories are ‘not an aclequate gmde ‘
Perhaps mev:tably, at the start of the leammg '
process, the guiding theory of structural adjust:
ment was a stmple one—an almost excluswe
stress on lxberatmg the forces of the: malket as
both necessary and sufilment to stimulate an
enhanced supply response But while such

sunplelcatlon may be psychologlcally neces

‘sary to underpin a substantial new departure in

policy and lm;ﬁleh1’ex_1tatimi, it is wise to seek to -
supplemeul and b:ro:aden it out tjuickly dfter the

new polley estabhshes 1tself To do otherwme: "
is to nsk fallmg victim to one's own propa- .

ganda,

It is hard to describe Japans own successful |
path of development in terms only of liberalis-
ing its economy and relyisig on market forces,
although this does form part of t.hat .path. The
same could be said of other Fast Asian coun-
tries, like Taiwan and South Korea, whose
developmental success is widely recognised. It
is, therefore, natural to ask, as the QECT paper

does, how much of the East Asian expefience of -

_ mvestment promotion is transfexable to sub-

Saharan Africa.

On this question, it is easy to agree that persist-

ence with liberalisation is not sufficient to-.

_ attract rauch new investment to _man'y SSA

countries that have adjusted. * This is clear in
the case of Ghana, for example, where a reason-
ably good adjustment has been implemented
over nearly ten years. 'But, at the same time, _

one must be aware of the dangers which arise



unless measures of direct investiment promotion
are confined s'tricﬂy to projects with a high net
present valae, This proviso in turn ﬁ_leans'that
the government usilig .the:m has to have a strong
technical economic competenece and also be
able to withstand pressure to use the promotion
~ schemes to reward its own poI_it_iéaI supporters
regardless of the economic consequences. It is
in this context that the World Bank’s recent
efforts to encourage “good government”, along
with_similar efforts by other bilateral donors
like the UK, must be further strengthened. if
succ_eésful, they will lay the Dbasis for better
quality decisions on intelligent and selective

government intervention,

One very important element in the design of
adjustiment policies is the sequencing of the
economnic reforms. Economic theory does not

provide an ideal or perfect sequence for

-reformers to follow. The choice of sequence is

a pragmatic one, based on lessons from previ-

ous experience. - One of these lessons is un-

doubtedly the point made_ in th QECF paper,

tl}ét, “if trade is deregulated toe hastily, it
tends to cause heavy costs”.. Prior reforms
must include getting the budget deficit under
" control, and freeing the exchangé rate. There
should alse be an interval of some years
between announcing the red:uction of protection
and implementing it, to allow the protected
industries time to improve their international
competitiveness in the new economic condi-
tions. There may also be a case for selecting a
few industries with the potential for interna-
tional competition to be assisted for a limited

peri'od to reach that level.

._.89_

The question of interest rate subsidies is a
complex one. Again, the OECF paper is correct
to say that economic theory is not strong
enough Lo support the view that all departures
from a uniform market—determined interest
rate have negative consequences for economic
welfare. In practicél terms, however, there
may be some difficulty in ensuring that Lhe

benefit of the subsidised interest rate is

"restricted to the intended beneficiaries, and

does not leak into other sectors or activities
and spoil the development of the market-based
financial sector. Money is fungible, and the
World Bank's concern about corruption may be
well-founded. The fact that corrﬁption ‘has
other causes as well does not imply that one
should not worry about this cause, rather that
whether or not it is a genuine worry in given

circumstance should always be checked out.

Privatisation has sometimes been pursued un-
critically by the World Bank. It is as well to

remember that privatisation is not a single

- policy, but a general term which covers many

different policies. One of these may be simple

- liquidation and the sale of assets for scrap.

Sale of an enterprise to the share-owning public
as a going concern is a very different policy,
and requires much expense and pre.paration to
succeed in finding enough private sectof buyers
fo_r the shares. The problem of finding only
foreigners who are .wiIling and able to buy is a
real one, both politically and because the eco-
nomic benefits to be derived from such sales by
the domestic private sector are less than if the
purchasers were génuine indigenoﬁs capitalists.
Of couwrse, if there were a core of domestic

private sector entrepreneurs it would be easier



Lo argue for special measures Lhat favoured Uhe
interest of national capilalisls against foreign

ones, as some Last Asian countries did.

Having argued in my 1987 book, called Dilem-
mas of Deuélo]mzenl, against exclusive reliance
on [rée-iﬁarket policies. td promote develop-
ment, [ ain pleased that the OECF is .ubw also
proposing "a policy well balanced belween
efficiency and equity, in order to improve the
welfare of the enlire society™.
(18 june 1992)
~Jolhm Toye
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I have read the “stuructural adjustment” paper,
and am very much in sympathy with it. As it
says, the results of the Bank's SAL pro-
grammes have been mixed, and the points

raised are hightly relevant to that fact.

I ani wholly convinced by the East Asian expe-
rience that government interv’enti'qn ‘may be
necessary for rapid deepening of manufécturiug
industry in developing countries, In all the
debales ahoﬁt state vs market there is broad -
agreesient nowadays except in the areas of
trade and industrial policy. A view often ex-
pressed in Britain is that governments cannot
"pick winners”; possibly British governments

cannot, but others do!

Perhapé there are three more serious points to-
be made: (1)there -is a difference between
advanced countries and less advahced ones—
countries at the leading edge of industry have

to make their way in uncharted waters; but

follower countries which have the experience of

seeing what has already been done and are
“catching up” may more easily be able to accel-
erate. the process by deliberate intervention.
(2) The capacity of government is very impor-
tant—the case for intervention may be strong in
the abstract, but much depends on the quality of
potential intervention. When'as in much'of
Africa both governments and markets are
weals, the choices are extremely difficult. (3)
The East Asian countires have nearly éllways

had a market discipline which tests their inter-



ventions— they have heen aimed particulary at
competing in overseas markets, The Korean
government, for example, has been fairly ruth-

less with ventures which did not meet the test.

I apree with the comments on financial liber-
alisatiom but 1. think they should go further
than the point on interest rates. [ believe a
great deal has been leariied about the phasing
of financial liberalisétion,_ and both the Bank
and the Fund would do well to learn from the
lessons: of what is now quite a wide range of
experience. Much depends on the level of finan-
cial sophistication a country hlas reached; in the
least advanced countries, o;lé_ of the main
requirements is for financial institutions to
achieve substantial repulations, and this may

well require a government role initially.

There is perhaps one point where I would wish

to qualify your arg(:ment, and that is where you-

speak of interest-rate subsidy, There is nothing
wrong in principle \#ith interest subsicies; they
can be justified as the paper says in the same
way as Other subsidies. But I would not easily
encourage d:eve}oping country. governments to
go any distance in the direction of accepting the
principle of on-lending to domestic borrowers

at the rates at which they receive ODA {funds.

It "is in general the best principle for such
governments to determine their own interest
rate struétures- (includ.ing possible subsidies)
and keep to them, whatever the concessional
rates at which they borrow QDA, China‘, for
example, seems to have a fairly chaotic prac-
tice of on-lending at donors’ terms through

different ministries, which cannot he sound; at
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the same time, interest rates are very far from
performing any allocative function in that econ-
omy. As usual, everything varies from country
to country, and the role of interest rates
depends on a great number of factors. In some
countries {Poland may be a good example),
hfgh real interests may penalise the efficient
(private) entreprise and fail {o penalise the
(inefficient} public one; arguments that there
have been perverse effects of raising interest
rates in some African adjustment programmes

have been made also.

I agree with the paper on the subject of
privatisation. Many of the benefiits of the
recent privatisations of British public entre-
prises were achieved in the restructuring that
prepared them for sale, not by what happened
afterwards. Many developing countries are not
ready, for a variety of reasons, to go {rery far
with privatisation;, and sh_oi:ld be looking at
what they can do to pursue the objectives of
privatisation until such time as they are ready,-
institutionally and in the state of their financial
m.arkets. for the full programme. (A recent
QEH book this:

Privatisation, C.  Adam, W. Cavendish and P.

goes into all Adiusling

Mistry: James Currey, London, 1992, Once

again, each c()uhtry has a different potential.)

There are mm:'e things to be said about SAL
programmes.which the paper does not go into.
Some of them are raised in an issue of the IDS/
ODL Development - Insights which I edited, a
copy of which 1 will send. There are all the
problems of the social effects of structural
adjustment, with which I am sure you are famil-

jar. There are the problems of encouraging



expanding commodity exporls, wilh the possi-

bility of ‘a “fallucy of composition” result. -

There is in fact a very great deal to be said on
a range of issues which I can hardly go into in

a brief letier.

A short while ago QHE put 'o_n. a two-day
workshop on stru&itural adjustment for ODA
economists, which I understand was much ap-
preciated by ODA. I will put something in the
mail to you which resul.ted from that event. We
would be very happy lo arrange a discussion
here for you and your colleagues if it would be
helpful.  There are many Oxford colleagties
who work on related issues. But I would like Lo
end by saying that the World Bank and IMI
are very much in need of -Ensighls from the
"Asian perspective”, ﬁnd i éll]'glad that they
are being put forward by OECF.
_ (24 June 1992)
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The episode known as ‘structural- adjustment’
ca.n best be seen as a gigantic experiment in
developenmnt policy: an experiment justified by
the fact that restriction of _demand.liad proved
itself not to represent any kind of solution to
the crisis encountered by developing countries
in the 1980 s, and. the lil(elihood that policies to
expand aggregate supply might well -be more
The World Bank and its bilateral

partners have now committed well over $20

effective.

billion of their resources to persuédé develop-
ing countries to engage in this experiment.

The results have been mixed, and it is impor--
tant that we learn from th’ém if the 1990 5 afe to
avoid Eeillg classed as a ‘second losl decade’ for
developing ‘countrié’s., . The. OECH's position

paper-is a valuable contribution towards this



learning process.

The ‘étructural adjustment expefiment'_ has
consisted of a :\_'aried cluster of measures, 5]!
indeed with a general liberalising bias but
astonishingly varied in their implementation:
sometimes focussed on ﬁnan_cial markets,
sometimes on agricultural markets, sometimes
on tax réform; sometimés 1_'e(1_t_1h'ing stronger
" state regulation of markets, sometimes der-
epulation, sometimes outright privatisation.
No theoretical economist would have dared
draft @ general set of principles to govern such
a process, and none did, Even such'e_conomic
rationality as was incorporated into the origi-
hal_ design of structural. édjustment pro-
grammes was often swept away for political
reasons ‘at_‘ the implementation stage, with the
result that little correlation can be observed
between the degree of distortion observable in
the markets of developing: countries and the
degree of corrective action undertaken to rem-
edy such distortions. In this improvi'satory
environment it is perhaps remarkable that the
experiment achieved as muﬁh as it did. Chile,
Mexico, Turkey, Mau.ritius are but four exam-
pies of coun&iés wh.ose -econommies would
appear to have been turned around by the struc-
tural adjustinent process. Possibly Ghana also.
But with the conspicuous exception just
mentioned, the beneficial effects are not easy to
find in the poorer developing countries, and in

sub-saharan Africa least of all.

The OECF paper identifies a number of reasons
why this may be so. Poorer countri.es_ require--
to ;‘_eca_pitulate the paper’s four main pro-
p.osals—-long-term incentives for investmeh_t,_

infant industry protection, some state interven-

tion in financial markets, and less preoccupa-
tion with privatisation. Probably the first of
these is the most impottant. To restaté an old
clic.h.e, productive invest:rient-éspecia!]y in the
infrastructure and export sectors—is essential
to growth, it is damaged by stabilisation, and it
has been largely ignored by the structural
adjustment process. In Africa, the key_ differ-
ence between those econonﬁes whose recavery
has begun and those which ére still slipping
backwards relates not to whether they ‘adjust-
ed’ or ‘did not adjust’ in the World Banl's sense
but rather on whether their investment effort,
much of which in a poor country is necessarily
state investment, was sustained. To its credit
the World. Bank is now beginning to see the
damage that_has been done in poorer develop-
ing countries, not only to physical investmenﬁ,
but also to the human capital stock through
cuts in education and health services. But
operationally it has not yet come to grips with
the necessary adjustments in its policy con-

ditionalities which are required.

I have a quibble with the third. of the Fund's
*four tnajor points’ which argues, correctly, that
Bank financial sector policy has relied too
much on the market mechanism in poorer coun-
tries but then go'eé on to infer, incorrectly as I
believe, that what is needed is greater use of
interest rate éubsidies. _The right use for a
subsidy is—as the paper states at one point—
where the project being financed gellerafes
benefits which cannot be paid for through the
market mechan.ism, as with some long-

gestating environmental projects. 1t is not

appropriate for (two of the Fund's chosen

examples) rural industries and microenterprise



development programmes. Indeed, the most

successful credit schemes of this type (e.g.

BKK in Indonesia 'a'nd'the_Grameeri Bank of

Bangladesh) focus on-the 'poor,'but charge ai
intel_'esf rate which, being unsubsidised, helps to
weed out bad projects. The type of market
intervention that is needed is, generally .not a
subsidy, but the creation of pioneér'bankiug
institutibhs that lend to sectors of the market
such as small .f'ar'ms: and in[or'mal sector
businesses where c011'1mercial.'ba1'il{=s have gen-

erally not daced to lend.

As a general prOpo'si'ti:o‘n, indecd, it needs to be

aéknowledged that ‘structural a(ljustmeu't" in

its true sense means intervention to make the

market work better—not simply Ineasures to
remove :policy-induced distortions in 'the. econ-
omy, which was the World Bank's own idiosyn-
cratic interpretation of the phrase. By insisting
on the narrower definition, the Bank scored
hits in a number of developing countries poised
to benefit from full market libe.ralisation, but
notorious misses in a munber of poorer coun-
iries where the problem was not so much exces-
sive state regulation as a breakdown of produc-
tive economic activity. The structural adjust-
ment activities of the 1990 s need to concentrate
on the latter problemy, and the Fund's paper
provides a valuable guide to the reorientation
of policy, and of conditionality, that this objec-
live will require.
(26 August 1992)
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The OECF Occasional Paper No.l represents a
well-informed critique of adjustment lending
and it correctly identifies a number of diffi-
culties that have arisen in the process. The
case is also well-made that some revisions in
the approach to adjustment lendiﬁg are needed.

However, our view is that some of the lessons



of the last decade have already been incorpo-
raled into World Banlk policy and, in practice,
the World Bank and the OECF have more in

common than first appears lii{ely.

In this paper we first examine the strength of
thie OECF position on the World Bank’s general
approa’ch‘ to adjustment lendi'ng;'we then con-
sider the limitations of the OECF's own stated
posit.ion;_and finally, we suggest_ that there is
rather more to be said for the World Bank's

current position than the OECF allows.
The World Banl’s Position

There are anomalies in. the Banl’s position
‘;VhiCh the OECF paper helps to identify. In
eacli of the four cases where the OECE criti-
cises the Bank, it can bé shown that the Banik
itself adopts just such policies for its own pur-
poses. The Bank denies any sﬁpport for subsid-
ized interest rates in lbor'rowing' member coun-
tries, yet the Bank’s own IDA is a subsidized
credit operation. The Bank denies the need for
national and publicly-led development finance
institutions, yet the IBRD, at a more global
level, is just this.. The Bank does not always
apply thie privatisation .rule judiciously, yet the
Banlk's own developed country members now
lknow the risk of -converting a public into a
private monopaly; whereas in developing
(':ouﬁtires they risk financing the conversion of
a public monopoly into a private vacuum.

- Fourthly, the Bank often claims that industries
in developing courntries do not need temporary
protection in order to grow into the developing
sectors in the future, yet the Banl's own belief
in graduation divides its me;_nbers not only iu.to

Contributing, Borrowing and IDA-eligible coun-
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tries, but within the latter two into various
graduations of economies which need greater

Jfinancial protection.
The OLCE Critique

In practice, we believe that the World Banl is
a good deal more flexible and balanced than the
OECF gives it credit for. It is not altogether
exact.- for example, to claim that the Bank is
only interested in market-defined efficiency,
when th'ey are putting so ‘much public effort
into approaches designed to reduce poverty,
protect the e.nvironment, ele. We also think
that the Barnk has been somewhat pragmatic in
the promotion of privatisation vis-a-vis public
enterprise rehabilitation and reform. Some of
the bilateral donors have been a good deal more
rigid in their own approaches than the World
Banlk. It would also not be quite right to say
that .the Banlt has not been thinking about what
shoutd follow structural adjustment. In its last
Africa report thé World Ban_k stressed, in par-
ticular, institutional and human resource devel-
opment as a necessary focus of ils post-

structural adjustment worle,

An issue which underlies much of the OECF
position is how the'state should be viewed as an
agency of development. On the basis of
Japanese (and perhaps South Xorean and Ta-
iwanese) experience the OECF takes a strongly
positive view. The Fund is therefore inclined to
trust gdvermnents to ‘promote’ (i.e. subsidise)
investment in efficient ways; to be able to spot
tomorrow's comparative advantages; and to be
able to ensure thaf the beneficiaries of subsidis-
ed interest rates are the intended ones. Inmany

developing counlries outside Asia the evidence



of past performance may require a less trusting

view of the slate,

We agreé storongly, however, wilh the QLECF
that industrialisation has been a neglected area
in adjustment programmes and that this cannot
just be left to the market. Yet, the 'dialogue on
industr_Ial development’ idea comes up against
the point raised above on the nature and effi-
ciency'of the_étate; As the OECF has presented
it, this could easily be read as advocaling a
return to somewhat discredited development
planning ideas.

The QECF is clearly concerned about interest
rale policies. 1t is worlh poling that it many
countries over long periods these have been
subsidised—by savers in the form of negative
real rates—without notably good results for
investment, In fact, the evidence suggests that
the main benefit from inlerest rate reform is
that it raises the overall productivily of invest-
ment, by screening oul low-yield projects. The
OECF point that aid distofts i_na'rkets (and that,
therefore, subsidising interest rates cannot be
all bad} may not be well chosen. .By increasing
the availability of capital, aid tends to hold

down interest rates.

Another aspect of the QECEF approach which is
neglected is fiscal impact. Essentially, the
OLECF is proposing a variety of subsidies (Iﬂus
ihe ret_ehtion of probably loss-making public
enterprises for social reasons). -The budgetary
implications of L:his could be substantial for
governments which have already large budget

deficits.
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 Congensus in Practice

Adjilstltlellt lending was a new dep.ar_tur'e for
the Wo.r_ld Bank, allhough-é number_ of features
were borrowed from existing IMF arrange-
ments, Perhaps these features were not always
adapted adequately to suit the World Bank's
member bofrowers; perhapsﬁdjﬂstmént lending
rose too far.and too fast; perhaps 1t was never
quite as _'quic‘k-disb_ur'sing' as its theorists would
have liked (and .w'ould have us believe), but
there is Eitt_ie dotbt t.hat-the 1979 oil sho;:_k,
with the escalation of unserviceable debts and
faced with a refusal of major industiral coun-
tries to reflate, the World Bank was right to

immovate.

It is always easier with hindsight to draft a
critique of a policy initiative, It demands more
courage to take that initiative in time ;_an'cl itis

the mark of a strong institution to admit its

mistakes and introduce modifications to policy.

The OECF has identified four key areas where

‘Bank’s adjustment - policies havc clealy been

wanting; and the Bank has moved some way to

meeling all these objections.

The Wotld Bank, in our view, has already

changed and is much legs doctrinaire on adjust-

‘ment lending than once seemed likely. To

incorporate its affirmed environmental. and
renewed- porverty objectives into. its .lending
policies the‘B:ank_ will have to change further
still. The OECF is to be congratulated in
speaking out, not merely from its- pertinent
Asian lending experience, but by also question-
ing, however obliquely, the positions taken by

some power{ul Western' members.(23 June 1992)
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Why ODA Supports Structurql Ad}ustment

I‘he ODA has devoted conslderable Tesources in

programme aid, techmcal coopelalmn and aid

{or rehabilitating infrastructure particularly in
Africa, to the support of structural adjustment,

We have done this because;

(1) some countries were clearly pérforming
poorly because their macroeconomic and
micreeconomic - policies were poor and
because productive incentives were distorted
and efoded; obvious manifestations of these
problems were overvalued and inconvertible
exchange rates, chronic balance of payments
problems due to inadequate export growth'
and poor performance in agriculture on

account of mistaken pricing policies.

{2) poor performance was associated with in-
effective and ingfficient state machineries
trying to fulfil roles in the economy which
were overambitious and ill-conceived and
which led to a further erosion of incentives
and worsening of incentives; some govern-
ments were ineffective in resource mobilisa-
tion, pursued inefficient investment pro-
grammes and crowded out the private sector
by the need to finance the excessive fiscal
deficits, by the monopoly powers g.iven to
state-owned enterprises and by the restric-
tions which they placed on private invest-

ment.

ODA agreed with the analysis that, for such
countries, sustained development would require
exchange rate_'adjust'meut and macroeconomic
stabilisation, that pricing and marketing
reforms were needed to restore incentives and
tﬁat government machineries and expenditure
plans would need to be overhauled to make

them more efficient and relevant to social and



cconomic needs. ‘I'he lberalisation of markets
and the removal.’ of legal -and regulatory
restraints on investment seemed the obvious
way, given the inappropriaténess of previous
state action, of restdring’ incentives and thus

reviving production.
Structural Adjustment Planning

The successful liberalisation of one market
usually " requires broadly simulta_neous' liber-
alisation on other markets. Thus fofe}gn‘c'ur-
rency is likey to Le misallocated if the foreign
exchange markets is 'Iibéra_iised while goods
markets and labour and capitzﬂ marlets remain

distorted, uncompetitive or repressed. Liber-

alising private investment may encourage liitle

investiment activity 'if the financial sector is
unreformed; illiquid and uncompetitive and if

parastatal monopolies continue to dominate

markets and to receive the lion’s share of bank

lending. The fiscal deficit itself, often-the key
to stabilisation, may not be curable without a

restructuring of loss-malking public enterprises.

Domestic markets may not become adequately

(a3
ie]

competitive unless - there i measure of

d

privatisation. The economic reform agenda

needs therefore to tackle distortions and mar-
ket imperfections in various spheres more or
Jess at the same time, albeit in stages commen-
surate with administrative capacity and the

extent of political consensus.
The East Asian Model

The QECF paper, while recognising that devel-
opment should be market-based, argues for an

element of dirigism in respect of:

(i)the identification and support through

measures of temporary protection of poiel:lti_ai
‘leading' industries; and (ii)the provision of
directed and subsidised crt_:di_t' for these indus-
tries, _

The arguments are baséd on the premises that
some contries, especially in_Africa; have little
entrepreneurship and that free trade 'free_zes
countries in a mould of static comparative

advantage.

it is undoubtedly true that a strategy of close
state involvement in promoting leddiﬁg sectors,
inter-alia with tariff protection, di;‘ebted credit
and tecimélogical support has been followed
w.ith success in Japan and certain other Last
Asian countries. However, it is also true that
these countries starte_d with assets in the form
of a highly educated labour force, technical and
organisational skills -and an administrative
culture which are not common in developing
countries, especially those mow wundertaking
structural adjustment reforms. Many of the
countries now undertaking reforms hqve tried
dirigism and :have ‘f;liied‘ to make it work.
Their protected infant industries have failed to

grow and become efficient and their directed

credit - programmes have been -captured by

chronically ‘inefficient parastatals or by the
‘crony’ private sector. The rest of the privaté
sector has experienced credit shortages or high
‘curb’ interest rates and there has been a ‘bias
against exports’ ari_sing from pervasive and
insensitive tariff and non-tariIf protection, In
giving exagge.rate.d impoftance to manufactur-
ing these countries have allowed th’eir. agri_cul-
ture to at{‘cphy éud h:ave lost market share for

their agricultural exports.
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It is doubtful, therefore, if the ‘East Asian
niodél' of growth is readily exportable, espe-
cially to African countries which arqunc:lertak-
ing reforms. An alternalive model ié’needecl
which is better adapted to the educational and
skill endowment of the labour force, to’the
quality of the data availabe to policy makers
and to the competence and effectiveness of

local administrations.
Climate for Investment and Role of Aid

This alternative model has to be based on
creatin'g as favourable as possible a climate for
inves't_m.ent,_bothToreign and domestic, Inves-
tors, once attracted, will bring téchndldgies and
orgahis'atiohaf an;l marketing .ski]!s, as well as
their 6\v:1 éntreﬁreneuréhip and they will, with
the proper incentives, train their employees.
The activities of private investors will thus
alter the structure of comparative advantage as
time goes on and as labour force skills and
aptitudes develop. '

The key roles for the governmenf in fostering

this process lie in:

(1) purduing stable and predictable ma-
croeconomic"po]iciés; (i} helping to lessen
business risks and mérke:t impérfections and
malfunctioning, to remove barriers to éﬁtry
and exit and to preserve ard enhance compe-
tition, " through legisiative and regulatory
action and the enforcement of contracts and
commercial law: (iii) paying cousiderébly
more altention than hitherto to human
resource development and the proper running
of eésential p{lb!ic social and éCoxlomic ser-
vices; and (iv) making public administration,

as it affects the privale seclor, less obstrue-

_.gg,._

tive, less arbitrary, more transparent, more
coherent, more efficient and prompter in

dealing with queries and problems.

In the perspective of this agenda, favouritism
shown to particular parties may have an
adverse effect on development because it will
be perceived as a barrier to entry for investors
other than those who are favoured by the

authorities.

The role for donor countries in structural
adjustment lies most obviously in providing
external finance. It also lies in giving the state
and ‘the public sector technical assistance in
designirig and carrying out necessary reforms.
As concerns the supply side of the econbmy sees
an'important'part of its agenda in helping to
improve the performance of governments in
respect of those abtid_ns listed in paragréph
mentioned above which are needed to create
the right climate for the investment from which
longer term gro'wth and rising productivity will
flow.
(13 May .1992)
David Stanton
Present position | UK Alternate Director to the

World Bank, Washington.

‘Born : 1943

Education : Balliol Col'iege, Oxford 1962‘—65.

App’ointiﬁents : Mr. Stanton has spent most of
his career within Britain’s aid administra-
tion, except for periods (1975-77) as First
Secretary in the UK mission to the EC, and
as a Director of the Asian Developméut
Bank (1979-82). '
During this time he has'spént time in the

South and Soulhern Asian déparlments,



latterly as head. In 1986 he _mu.ved o
become head of the Fina'nce Department
In 1990 Ml St'mtou was appointed head of
the Aid Pollcy Depntment
In August 1992, Mr. Stanton took up his
new position as UK Alternate Director to
the World Bauk, W'lshmgton

Note : Mr. Stanton’s comments were written
while he was Head of the Aid Policy

Department at the ODA,
BARATRGT 7 —7 - 22/ 22 b
J7Li ﬁ&#%m:xyb

You asked [or commcnls on OL(,I' Occasional
Paper No. 1.

being familiar w1th the Worid Bank report on

I have the disadvantage of not

“Adjustment _Lenclmg Policies for Sustal_nable

I'wo Step
" Loans”; so I cannot do full justice to the OECF

Growth”, nor am I f{amiliar with

critique. Indeed, though not a passionale advo-
cate of laissez faii’e, I did not find the QECE
rebutial very conﬁncing. For my faste too
much assertion to a little argumént ot evidence;
this is true whether 1 agree with the OECF
recommendations or disagree, as on selectivity

and interest subsidy.

The OQECI' suggests tax discrimination in
favour of investment and spécial development
finance institutions. | would be happy to see a
consummption tax and, if p.ri\r'ltc institutions do
not emerge spontaneously, a stale intermediary

might be useful.

[ agree that too rapid liberalisation of {rade
and prices could be damaging by rendering too
many enterprises incapable of paying conven-

tional real wages. Though a payroll tax cut (or

—100—

subsidy) 'w_ould in principle be better, transi-
tional prot:éction may be SO(:'ialiy' and ec"énorni

cally desirable, This argumeut is not spcclaily
clynamlc or long term, and ce:tamly ‘does not
involve the state in selectmg the sectors which
have a long term future, Can they do it? A
dia'logue.to _étimul_ate thought is of course unob-

jectionable.

I agree that market {ailure may provi_dé oppor-
tunities for constructive government interven-
tion but typically beneﬁcial- attiviti:es vyi;tl_a
positive | externalities should be subsidised

directly.(preferably by measures getting as

close as possnble to the source of the exter-

nahty) rather ‘than by mterest subs;dy in

.paltlcular the example of desirable fostermg

of rural employment pomts towards a wage

subsidy rather than an mterest sub51dy.

[ believe thel‘e. are the.oretical arguments in
favour of the World Bank view that éubsidies
may be better than interest rate reduction. Of
course, if thgzamount of subsidised lending is
limited, the two may be equivalent buf one is

more tran_spare_n.t than the other. If the ration-

ing constraint does not bind there is a da_nger

that the interest subsidy will iil:dUCE excessive

c:é.pital intensity.

Only if impatience or rlsk aversmn mal(es

.pl ivate demsxons too short tel ms is it apptopn

ate to re_duc_e interest rates as on offset. . Even
then there is a problem of feasibility. Should
not in_terest"rates be lowered across the board
for all users?’ Is this feasible?. is i.t (:ombatib!e

with macro stability? Can lt be achieved by

: t:ghter Ilscal and looser mouetary policies?



Should rates be raised for lenders? Is there

scope for doing both by narrowing margins?

Is there reason to believe that private agents
are selectively mylrofiic and that the authorities
know where to intervene selectively to offset
its localized effects? '

The furgibility of finance makes it more vulner-
able to corruption than fnaﬁy other forms of
subsidy—in particular on unselective subsidy
‘that lowers the price of something to all users is
not op‘en' to the profitable arbitrage operation

invited by selective subsidisation.

[ agree that privatisation is not a panacea;
studies in the UK and elsewhere suggest that
bwnership is less ifnpbrtant than competition.
But in Eastern Europe the old state owner did a
bad job and the new governfnents’ do not feel
competent. [n economies where 60% plus of
industry is in state hands while they aspire to
join a club no member of which has over 20%
in state hands, privatisation is clearly ép'propri-

ate if it can be managed.

1 agree that foreign'capitﬁal contributes less to
GNP and consum.ption than to GDP. Those
who call_ for investment from any quarter need
to tliinlt ca_re_fully about their-criteria, —output,
income or consumption. _

(16 June 1992)

John Flemining

Present Position ! Chief Economist, European
Bank for Reconstruction and Development
(EBRD), London.

Born @ 1941

Education : BA (Hons), Trinity Cliege, Oxford
1959-62.
Nuffield College, Oxford 1962-63.

Appointments | Fellow and Lecturer in Iico-
nomics, Oriel College, Oxford 1963-65;
Fellow in Economics, Nuffield College,
Oxford 1965-30,
Chief Adviser,
1980-1991.
Executive Director, Bank of England
1988-91. o
Chief Econoimist, EBRD, 1991-1993.
Warden-elect, Wadharmn College 1993-

Research : Author of book on Inflation, 1976,

Bank of Engiand

and of academic articles on public finance,
social security, monetary theory and pol-
icies etc.

He has been assistant editor of Oxford
Economic Papers and the Review of ' Eco-
nomic Studies and a membef and Chairman
of a number of ecnomics committees. He
was elected feIlow of the British Academy
in 1991.
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PROJECT CYCLE and OECF LOAN FROCEDURE [Figure 1)

Project '.Jupi‘hCSC O E C.F Recipient Couniry Sapplicr/ - Workd
Cycle Government _' : {Dorrawer) Consultant © Hank, ele.
Government Country/Seclor chln};iéai'
Palicy 6f Cy e | Suevey Assistance by
apa | World Haak, cte.
1
i ! 1!'
. 1 L Ti
i . Technical fd-mmgm e m e - r"'““c'
Identification & * Assislance 1 - Feasibilily Consulting ing
Preparation by JICA Country/Sector Study(F/5) Services . Cooidi-
Report # - nation
I Loan Request l
Y -
I
[ |
: Environment
f - * : l Impact
: it Bt Assessment
Guovernment - Appraisal :
Mission Mission
:
[
N— i Jaint
raisi . .
e Prior e e it <I Loun Megatinlion Appraisal
Motification 1
Exclaﬁng_e of > I Loun Agreement{L/A) I
Notes{E/N) # _
l Effectiveness of L/A - 1
| ;
Procure- N Contract of
ment Review & «Consuitant
Coneut- == 0 oo -Civil Works
felice «Procurcment
of Equipment
Project
hnple- I
et —— e | e s Project | +————1—1 | e PN w | goint
tion Super- Prugtess ! Pracure- Super-
& vision | repurt - menl & vision
Super- Dishurse- | - i haplewmcntstion l Project
vision ment - - Super-
Dishurse- vision
nicul :
Stall
Project Training
Comple. for
[ _1 __ Jrion 1] Project
i ’ Report Executing
Comple- JICA Pruject g a—] I {\gr:ncy )
tion Experts Completion I “:::“Ei“-‘
X : m
I L } — —immem  Technols | — - —— ————— —_
- ogy) . .
Evaluation fost- —| Follow- Operu- .
_ b Cyuluation up - :;m I 1 Taint
T } . Survey '.m‘uc- Evalug-
Menitoring i mance Cooperation by tion
:1!'lcr . Privaie Seclor
Completion

{Mulc)
SAPS

SAPROF =Specinb Assistunce for Project Formation,
= Speciub Assistance for P'raject Sustainability
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SAPE = Special Assistance for froject lmplementation




- Organization Chart of OECF

{As of April, 1992)

- Hiconivalters omes}

Challmm ei
‘lﬁe Ecnd

\F Deguty
T Chximandl;
of 1he Baxd

i

Hanalny 1nd Admiiutation Didilan }—

,{

Project Caotdlnation Divdalon }-

CoFlnanclag and Orverters
Olllees Adminlstrailon Divislon

_{

Public Retailons Ditslon }—

-

Pérsannef Divtston ’ i-—

..1

‘Budgeling Diviston - I—-—

»{

Supplles and Wellare Divislon I—-

|

Accounting Dislslon I—«

L

Sysiem Analysts znd
Computer Service Divislon

{Maln Functions}

Sacrelarlal work

Planning and overall coordInallon of QECF acllvitles
Plannlng, ceordinallon and legal alfalrs conceraing loans and.
equity lnvessiment

Plannlng and coordinailen concerntng co-Einanclng with other
donet and administrallon of DECF tepresentative Olftces' acilvliles

Planning and coordinatllon of public relationy
Personnel administeation

Drawlng up OECF budget and financlal planning
Supnlying oflice equipment and materlals and providing
wellare servlces

Drawlng up the budget for aperational sclivliles, settlement of
accounls, and recelpt of cash and other recelvables

'Slallsllcs. 1atlonallzatlon of activilles, and development and

malnienance of electzonle data procassing sysieims

_{

18t Dixiston

i

2pd Division

3rd Divislon

Lst Divtalon

2nd Divdalon

3ed Diviston

11l Divislon

H

2Znd Division

| Loin Bégaitioipt 7] 3rd Distston

_{

4ih Dlvizlon

_1

5th Divialan

Techolead Apprateak Covrdim-
Uoa 3ad Fisaning Dhiston |

Iat Technbesd Appeatset Divialen

314 Techateal Appualaal Disisten

224 Technlcal Agprelial Biviten I—

fesearch Planning DivlsTon J—-

Chied Couniry Economlst l—

Oversess

- Represeateilve o
Olitces

Chtel Stcior Economlist j—-

Hanllerslag ard Plaanleg Midsloa }‘—

Past-Evaluatlon Dvlsion }—

...I

Bangkok

-

Seoul

Jakaria

Manila

New Delh)

Delling

Kusls Lumpur

Dliaka

islamabad

N SN U S N EE S M

Calombo

B B e ke ey e e ek ey w2

Pans —

Londeon I

Naroll

i

cae. 1

Wishinglan, 0.C, . | i—-

Sauth Ameifcs Reglonal }—-
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Disbursement and administratlon sf loans

Loans {o the governmenls of Thalland, Malaysta, Stagapotre, ¥ietnam,
Laos, Cambedla and other countrles not elsewhere specified

Loans {5 lhe government of Indonesla

Loans o the govetnments of the Pillipplnes and
QOceantan counlries-

Loans {o Lhe governments ol China, Korea and Mongolia

Loans 1o the g;m)emmeni: of Indla, Pahistan, Mepal, Blulan

and Alghznlstan

Loans {o the govesnments of Myanmar, 511 Lanka and Bangladesh

Loans {o th2 governmenls of Netth Alrlca, the Middle East
aud Eastern Europe

.Loans 1o the government of Sub-Saharan Afrtca

Loans to the governments of Central and Souih Amerlca

‘Loans 1o and equlty ivestment In cosporations engaged In

minlng and manufacturing In developing countrles
Loans to and eqully Investmenl in cotporatlons engaged In sectors
other Lhan mining and manulaciutlng in developlng counliles

Planning and coordinatlon 1elating ta financial and technical
asslslance cooperalion

Technlcal appralsal and supesvislon of development projecis for
lransportallon, lefecommunlcallons, waterwaks and soclal services
Technical appralsal and supervislon of development

projecis lor mlning, manufacturing and power

Technlcal appralsal and superviston of development projects foy
agricullure, lorestry, llsherles, lslgation and Hood conliol
Planning and coordindtlon relaiing to economic studles and
sesearch on economlc cooperation

Macroeconomle studles of developing conuhles and review of
macroeconomic aspects selatlng to lending operatlons

Seclor sludles ol developlng countsles and review of econamnle
aspecis relating 1o sector loans

Monitoting and planning of lellow vp actlons on completed
projects

Evaluatlon of proJects on complellon

Lialson and research in Soulhieast Asla {except Indonesla,
dalaysia, the Pillippines, Singapore and Bruned)

Llalson and reseaich In Korea

Lialson and research In Indonesia and Oceanlan counirles
{excent Papua New Gulnza)

Llalson and seseaich in the Philippines and Papua New Gulnea

Llalson and research In Soulthwest Asla {except Bangladesh,
Pakistan, Afganistan, Ss1 Lanka and Maldives)

Llalson and research In China, Hong Kong and Mongolla
Llalson and research In Maiaysla, Stngapore and Brunet
Liaison and resea;'gl! in Bargladesh

Llaison and research In Paklstan and Alganistan

Lialson and zesearch In 511 Lanka and Maldives

1alson and tesenrch in Europe (eucerl United Kingdom, Ireland and
the Scandinavlan countrles), North Alrica {except Eqypt and Libya),
West Afrles [except Nigerla, Ghana, leerla Stemra Leane and Angela),

© Rwanda ard Burundl

{ialson and research tn United Kingdom, Treland, North Europe,
Migetla, Ghana, Libesla, Slerra Leone, Angola, Nawnibia, Scuth
Afrlca, Lesotha and Swaz]l:md

Lfalson and research in Easl Alrfca (except Sudan, wanda
and Buraadi), Southern Afrlea (except Namibla South Afrlcs,
Lesotlio and Swazifand)

Llaison and research In Egypl, Libya, Sudan and Lthe Middle Fast

Lialsen and research In Nortl and Cenlral Anterlea and
Carlbbean countrles

Lialsen and research In Sonlh Amerlca

{except Carlbbean counltlas)



Overseas Economic Cooperation Fund

TOKYO HEAD GFFICE

Takebashi Godo Bulldmg, 4-1, Otemachi 1- chome Chiyoda-ku, Tokyo 100, Japan
Telephone: Tokyo 3215-1304 Cable Address: COOPERA FIONFUND

Telex: Call Number 428430, 428360, Answer Back Code COOPFUND
Facsimile: Tokyo 3215.2897, 3215-2896

OVERSEAS NETWORK
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BANGKOK OFFICE" i I'JAI{AR?A OFFICE
17th Flgor, Thai Farmers Bank Building, 400, Summitimas Tower 6th Floor, JL. Jenderal
Phaholyothin Auenue Bangkok, 10400, Sudirman, Kav. 61-62, Jakarta Selatan, Jakarla
THAILAND - INDONESIA _
Telephone: Bangkok 2701001, 1002, 1003, Telephone: Jakarla 5200226, 5200948
271-2828, 4682 Telex: Call Number 7346490 '
Cable Address: KH{N BANGKOIK Answer Back Code OECFJKT
Telex: Call Nutmber 8682968 Facsimile; +62-21-5200975
Answer Back Code QECFBKK TH

Facsimile: + 66-2-271-3535
| sEouL OFFICE | | [maNwA oFFICE
22nd Floor, Lolte Building, 1, Sogong-Dong, - Z5th Floor, Pacilic Star Building,
Chung-ku, Seoul, Republic of KOREA ~Makali Ave. cor. Sen. Gil J. Puyat Ave,
C.P.O. Box 1291, Séoul, KOREA 1200 Makali, Melro Manila, PHILIPPINES
Telephone: Seoul 752-5964, 755-9042 Telephone: Manila 810-4826
Cable Address: KYORYOKUKRAIN SEQUL © Telex: Call Number 7563481
Telex: Call Number 80124486 Answer Back Code QECFPN

Answer Back Code QECFSOL Facshmile: -+ 063-2-815-1799
Facsimile: +82-2-753-6605 .
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(Overseas Network)

| NEW DELH! OFFICE

619-622, Meildien Commercial Complek 8,
Windsor Place, Janpath, New Detli-110001,
INDIA
Telephone: New Delhi 3714362, 3714363
Telex: Call Number 813163049

Answer Back Code QOECFIN
Facsimile: +91-11-371-5066

BEIJING OFFICE

1215-17 World Trade Cender,

MNo. 1 Jian Guo Men Wai Avenue, Bejjing,

The People's Republic of CHINA

Telephone: Bejjing 505-1196, 505-1197

Telex: Call Number 8522694 -
Answer Back Code OECFBCN

Facsimile: +86-1-505-1198

KUALA LUMPUR OFFICE

22nd Floor, UBN Tower, Lelter Box No. 69
Jalan P. Ramlee 50250, Kuala Lumpur
MALAYSIA

*

Telephone: Kuala Lumpur 2323255, 2322201,

2322202 .
Telex; Call Number 8432533
Answer Back Code OECFKL
Facsimile: +60-3-2322115

DHAKA OFFICE

Sonargaon Hotel, RM. Neo. 351~-354,
107 Kazi Mazrul Islam Avenue, Dhaka,
BANGLADESH

G.P.O. Box No. 3595

Telephone: Dhaka 814081

Telex: 642426 SNHT BJ {Sonargaon Hotel)
Facsimile: 4 88-02-813336

| 1sLAMABAD OFFICE

World Bank Building, 20-A, Bank Road,
G/5-1, Islamabad, PAKISTAN
Telephone: Islamabad 819781 ~6 (W.B.)
{ext. 416, 417)
Telex: Call Number 9254528

Answer Back Code OECF PK
Facsimile: +92-51-822546°

COLOMBO OFFICE

3rd Floor, National Development Bank Building

" 40, Navam Mawatha, Colombo 2, SRI LANKA

Telephone: Colombo 422255, 422260, 422264
Facsimile: -+94-1.422272 .

| PARIS OFFICE

4-8, Rue Sainte-Anne, 75001 Parls, FRANCE
Telephone: Paris 4261-4147, 4261-9496
Telex: Call Number 42214622

Answer Back Code OECF 214622['
Facsimile: +33-1-4703-3236

| LONDON OFFICE

|

4ty Floor, 9-15, Sackwlle Street, London, W1X IDE,
UK

Telephone: London 434 3211 (Ext. 4305)
Facsimile: +44-71-734-3569

| NAIROBI OFFICE

5ih Floor, Continental House,

Uhuru Highway/Harambee Avenue, Nairobi, KENYA
P.O. Bok. Number P.Q. Box 49526 Nairobi, KENYA

Telephone:- Nairobi 331906, 331907, 337561
Telex: Call Number 98722094

Answer Back Code OECFNBI
Facsimile: +254-2-337561

| CAIRO OFFICE

Nile Hilton Hotel Commercial Cenler,
No. 31 Tahiir Square, Cairo, EGYPT
Telephone: Caire 741594,776771 {Ext. 30,31}

- Telex: Call Number 2193148

Answer Back Code OECFUN
Facsimile: +20-2-741594

| WASHINGTON OFFICE

2100 Pennsylvania Avenue, N.W.,

Suite 535, Washington D.C. 26037 U.S.A.

Telephone -Washington (202)463-7492, 7493,
7494, 7495

Facsimile: + 1-202.463-7496

I SOUTH AMERICA REGIONAL OFFICE

Edificic Torre Rio Sul, -
Rua Lauro Miiller, 116/3005
Botafogo, Rio de Janelro RJ-CEP 22290 BRAZIIL.
Telephone: Rio de Janeiro 295-5942, 8596
Telex: Call Number 02130937

Answer Back Code QECFBR
Facsimile: +55-21-295-7840

Operalional Guidance on OECF Loans

" Copyright @ 1991
THE OVERSEAS ECONOMIC
COOPERATION FUND
Taliebasht Godo Building, 4-1, Otemachi
1-chome, Chiyoda-ku, Tokyo 100, Japan
'ielephone Tokyo 3215.1304
Facsimile: Tolyo 3215-2897

All rights reserved.
Fitsl printing March 1991

Second prinling June 1992
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