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The Administrator of the United Nations Development Programme
cordially invites you to attend the

1997 PAUL HOFFMAN LECTURE

"PEOPLE FIRST"

by
JAMES D. WOLFENSOHN

PRESIDENT OF THE WORLD BANK

Former President & CEO of James D. Wolfensohn, Inc.
Director of the Business Council for Sustainable Development

Chairman of the Institute for Advanced Study at Princeton University

Chairman, Board of Trustees of the John F. Kennedy Center for the Performing Arts

Thursday, 29 May 1997 - 18:00-19:30 hours
Trusteeship Council Chamber, United Nations

Security requires this invitation for admittance to UN Secretariat premises
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PAUL HOFFMAN LECTURE

KOFI ANNAN - GUS SPETH

'PAUL HOFFMAN - STUDEBAKER
'50 ANNIVERSARY MARSHALL PLAN
- EUROPEANS HELP THEMSELVES - BASED ON THE PEOPLE NOT
CHARITY
- COMMON PURPOSE - PARTNERSHIP - TRANSATLANTIC ALLIANCE

BUT NOT TWO WORLDS - EUROPE CANNOT EXIST WITHOUT
DEVELOPING WORLD

4-7 BILLION OUT OF 5.6 BILLION
8 BILLION IN 30 YEARS

ECONOMICS - 50% GDP
40% GROWTH WORLD TRADE
BY 2010 - 40% OF CONSUMPTION
18% GDP TODAY - 30% BY 2020
5-6% GROWTH DOUBLE OECD

ENVIRONMENT
HEALTH
MIGRATION - 30 MILLION REFUGEES
CIVIC
WARS
DRUGS
FAMINE

SOME IMPROVEMENT - LIFE EXPECTANCY MORE IN 40 YEARS THAN
PREVIOUS 4000. EVEN IN S.S.AFRICA INFANT
MORTALITY DOWN 30%. LIFE EXPECTANCY UP
8 YEARS.

WITHIN THIS WORLD - PEOPLE - THE SAME

MALI - MOTHER - UNIVERSITY
UZBEKISTAN - POVERTY BUT CULTURE
INDIAN SLUMS - NOBILITY
PALESTINIAN REFUGEE CAMPS

CULTURE, HISTORY
AFRICA - FAMILY VALUES



RELIGIOUS LEADERS - HINDU
RUINING COMMUNITY

ESSENTIAL MACROECONOMIC PLANS
GOOD GOVERNANCE
1% GDP OF AID - 0.4% GROWTH
DECLINE IN INFANT MORTALITY 0.8%

1980 - 1993 - GREAT VARIETY
OECD 2% GROWTH - LOW INCOME 0.1%
SINGAPORE 1965 - $3,900 TO $28,000
S. KOREA $1,100 $10,100 - OECD

BUT SOME PER CAPITA INCOMES HAVE HALVED AND % POOREST
COUNTRIES HAVE BEEN AT WAR.

BUT REGARDLESS OF OVERALL GROWTH - INEQUITABLE
DISTRIBUTION

- 56% OF POPULATION < 5% INCOME
- 1960 TO 1990 RICHEST 20% GREW 3X POOREST 20%

EXAMPLES: GUINEA BISSAU 1992 - POOREST 20% - 2.1% INCOME
RICHEST 59%

GUATEMALA POOREST 10% - 0.6%
RICHEST 46%

CHINA URBAN GUANGDONG 9 TIMES
RURAL GANSU RESIDENT

BUT CAN BE CHANGES IF POLICIES OR POPULATION GROWTH OK

INDIA IN NEXT DECADE - 3% SHARED GROWTH
WILL HALVE THE POOR

WHEREAS AFRICA WILL TAKE 6%
AND YOU NEED 10%

REAL CHALLENGE

1.3 BILL < $ 1
3.0 BILL < $ 2
140 MILL KIDS - 80 MILL GIRLS - NO SCHOOL
50% LITERACY IN ADULTS - S.S.A. AND SOUTH ASIA

BANK CHANGING TO GET TO PEOPLE

1) EFFECTIVENESS NOT VOLUME



2) LISTEN
3) COUNTRY - REGION - TOWN SPECIFIC
4) CANNOT DO IT ALONE
5) PARTNERSHIP - INSTITUTIONAL, PEOPLE
6) PROJECTS GEARED TO PEOPLE

* JUDGED BY RESULTS

PROBLEM OF MEASUREMENT

FRAMEWORK

INSTITUTIONAL - 44 BILL
PRIVATE SECTOR - 244 - HALF TO 5 TIMES

140 OF 166< 5%
75% - 12 COUNTRIES

CIVIL SOCIETY
GOVERNMENTS

PEOPLE - IN DEVELOPED COUNTRIES
AND DEVELOPING COUNTRIES

OWNERSHIP 121 WATER SUPPLY PROJECTS
49 COUNTRIES
8% SUCCESSFUL WITHOUT PARTICIPATION
65% SUCCESSFUL WITH PARTICIPATION

EXAMPLES EDUCATION - INDIA - NE BRAZIL
HEALTH - COMMUNITY - INDIA
SEWERAGE - EGYPT
MICRO CREDIT

DECENTRALIZATION OF BANK
- NGO'S - 50 OFFICES

KEY EDUCATION AND HEALTH
COMMUNICATION
WOMEN
ENVIRONMENT - PROTECTION OF OUR PLANET
SAFETY NETS
CULTURE - FAMILY - RELIGION - COMMUNITY
FAVELAS
PEACE



PAUL HOFFMAN LECTURE

KOFI ANNAN - GUS SPETH

PAUL HOFFMAN - STUDEBAKER
50 ANNIVERSARY MARSHALL PLAN
- EUROPEANS HELP THEMSELVES - BASED ON THE PEOPLE NOT
CHARITY
- COMMON PURPOSE - PARTNERSHIP - TRANSATLANTIC ALLIANCE

BUT NOT TWO WORLDS - EUROPE CANNOT EXIST WITHOUT
DEVELOPING WORLD

4-7 BILLION OUT OF 5.6 BILLION
8 BILLION IN 30 YEARS

ECONOMICS - 50% GDP
40% GROWTH WORLD TRADE
BY 2010 - 40% OF CONSUMPTION
18% GDP TODAY - 30% BY 2020
5-6% GROWTH DOUBLE OECD

ENVIRONMENT
HEALTH
MIGRATION - 30 MILLION REFUGEES
CIVIC
WARS
DRUGS
FAMINE

SOME IMPROVEMENT - LIFE EXPECTANCY MORE IN 40 YEARS THAN
PREVIOUS 4000. EVEN IN S.S.AFRICA INFANT
MORTALITY DOWN 30%. LIFE EXPECTANCY UP
8 YEARS.

WITHIN THIS WORLD - PEOPLE - THE SAME

MALI - MOTHER - UNIVERSITY
UZBEKISTAN - POVERTY BUT CULTURE
INDIAN SLUMS - NOBILITY
PALESTINIAN REFUGEE CAMPS

CULTURE, HISTORY
AFRICA - FAMILY VALUES



RELIGIOUS LEADERS - HINDU
RUINING COMMUNITY

ESSENTIAL MACROECONOMIC PLANS
GOOD GOVERNANCE
1% GDP OF AID - 0.4% GROWTH
DECLINE IN INFANT MORTALITY 0.8%

1980 - 1993 - GREAT VARIETY
OECD 2% GROWTH - LOW INCOME 0.1%
SINGAPORE 1965 - $3,900 TO $28,000
S. KOREA $1,100 $10,100 - OECD

BUT SOME PER CAPITA INCOMES HAVE HALVED AND % POOREST
COUNTRIES HAVE BEEN AT WAR.

BUT REGARDLESS OF OVERALL GROWTH - INEQUITABLE
DISTRIBUTION

- 56% OF POPULATION <5% INCOME
- 1960 TO 1990 RICHEST 20% GREW 3X POOREST 20%

EXAMPLES: GUINEA BISSAU 1992 - POOREST 20% - 2.1% INCOME
RICHEST 59%

GUATEMALA POOREST 10% - 0.6%
RICHEST 46%

CHINA URBAN GUANGDONG 9 TIMES
RURAL GANSU RESIDENT

BUT CAN BE CHANGES IF POLICIES OR POPULATION GROWTH OK

INDIA IN NEXT DECADE - 3% SHARED GROWTH
WILL HALVE THE POOR

WHEREAS AFRICA WILL TAKE 6%
AND YOU NEED 10%

REAL CHALLENGE

1.3 BILL < $ 1
3.0 BILL < $ 2
140 MILL KIDS - 80 MILL GIRLS - NO SCHOOL
50% LITERACY IN ADULTS - S.S.A. AND SOUTH ASIA

BANK CHANGING TO GET TO PEOPLE

1) EFFECTIVENESS NOT VOLUME



2) LISTEN
3) COUNTRY - REGION - TOWN SPECIFIC
4) CANNOT DO IT ALONE
5) PARTNERSHIP - INSTITUTIONAL, PEOPLE
6) PROJECTS GEARED TO PEOPLE

* JUDGED BY RESULTS

PROBLEM OF MEASUREMENT

FRAMEWORK

INSTITUTIONAL - 44 BILL
PRIVATE SECTOR - 244 - HALF TO 5 TIMES

140 OF 166< 5%
75% - 12 COUNTRIES

CIVIL SOCIETY
GOVERNMENTS

PEOPLE - IN DEVELOPED COUNTRIES
AND DEVELOPING COUNTRIES

OWNERSHIP 121 WATER SUPPLY PROJECTS
49 COUNTRIES
8% SUCCESSFUL WITHOUT PARTICIPATION
65% SUCCESSFUL WITH PARTICIPATION

EXAMPLES EDUCATION - INDIA - NE BRAZIL
HEALTH - COMMUNITY - INDIA
SEWERAGE - EGYPT
MICRO CREDIT

DECENTRALIZATION OF BANK
- NGO'S - 50 OFFICES

KEY EDUCATION AND HEALTH
COMMUNICATION
WOMEN
ENVIRONMENT - PROTECTION OF OUR PLANET
SAFETY NETS
CULTURE - FAMILY - RELIGION - COMMUNITY
FAVELAS
PEACE



Foreword

P aul Hoffman was-and still is-an
icon for many of us working in development.

First, he was a man of determination. From modest beginnings in Illinois
more than a century ago, Mr. Hoffman rose from the position of porter in
an auto agency to eventually lead one of America's then-most powerful
automotive manufacturers, Studebaker. He took on the company during
difficult times in American history and breathed new life into it, guiding it
to the very top of the industry.

But he was also a man offoresight. During World War II, while still at
the helm of Studebaker, he knew that the battles would eventually end and.
that thousands of soldiers would be returning home from Europe and the
Pacific. Soldiers would need jobs and a chance to rebuild lives set back by
war and the Great Depression. A strong post-War America would depend
on a solid economy and a population that had access to opportunity. So
Hoffman joined forces with other industrialists to set up a nationwide com-
munity-based program to generate jobs for the returning troops through
the conversion of military-based industries to civilian purposes. His work
contributed to America's amazing post-War economic boom and the
smooth transition from war to peace.

Hoffman was worldly. By that I mean he had an unmatched world view.

He appreciated that America was not an island, that its well-being was
linked to the well-being of all parts of the globe.
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In response, he accepted the challenge of administering the Marshall It is time that the UN reclaim its original mandate to promote global

Plan. He knew that the war-ravaged countries of Europe and Japan would peace through economic and social advancement. It is also time that all

never see an enduring peace without genuine hope for a better future. Sta- countries support the UN in achieving this great goal.

bility abroad required assistance from home. Stability at home required sta- If the UN is to succeed in promoting peace in our post Cold War World,

bility abroad. Through his leadership, countries were rebuilt and have it must become a unified force for development.

become among the world's most prosperous nations. I know that Hoffman envisioned a UN not armed with peacekeepers

Perhaps Hoffmnan's views on this could be summed up in something he and tanks painted white but one armed with ideas, resources and the abil-

said years ago but which is still valid today: ity to guide countries from poverty to prosperity. His legacy are our efforts

to bring his vision to reality.
"It is poverty of opportunity rather than just poverty itself which causes
so much suffering and discontent. And it is through alleviating poverty Administrator, UNDP
of opportunity that development truly becomes a peace-building am October 1995
process."

Hoffman continues to be an inspiration to all of us who either knew him
or knew of his work.

In many ways, Hoffman's life is a symbol for-or a reflection of-our
world today.

Motivated by his deep personal commitment to the betterment of peo-
ple at home and abroad and his insights about the world around him, Hoff-
man did everything in his power to help bring peace to a world rocked by
years of war. And by anyone's standards, he succeeded.

Today, we are hoping to see a similar success. Our world is plagued by
the chaos brought on by Cold War politics and colonial meddling. We now
seek to end that chaos and replace it with peace.

The United Nations is charged with much of the responsibility for
bringing calm to our troubled planet, with the responsibility for guiding all
countries from war to peace.

With the Cold War over, the United Nations now has that opportu-
nity. But it must not pursue its goal solely through peacekeeping forces
and debates in the Security Council. It must pursue it through
development.

As Hoffman knew, lasting peace can only be built on a lasting founda-
tion of development. Falling living standards, lack of opportunities and an
absence of hope are a recipe for conflict and the disintegration of society.
Higher standards of living and a chance for a better tomorrow defuse the
rage brought on by a world without opportunity for change.

Vi vii



Biography
of Paul G. Hoffman

01<

P I G. Hoffman, appointed Adminis-

trator for the United Nations Development Programme (UNDP) in 1966,

was a man whose unwavering faith in humanity inspired and shaped his

times.

Hoffman grew up in the small town of Western Springs, Illinois.

Spurred on by his ambition to become a car salesman, he quit the Univer-

sity of Chicago in 1909 to take a job in a Chicago auto agency. There he

started out as a porter, but soon moved up to apprentice salesman. He

moved to California in 1911 as a salesman for the Studebaker Corporation.

His talent became apparent very quickly as he began winning every national

sales contest held by Studebaker in those years.

In 1917, Hoffman went into the U.S. Army and attained the rank of

artillery lieutenant. After his discharge, he acquired the Studebaker dealer-

ship in Los Angeles; and by 1925 he had made his first million. In 1935, he

was named President of the Studebaker Corporation, an office he held for

u 13 years.
Hoffman conceived of the idea of the Committee for Economic Devel-

opment (CED) in 1940 in order to establish a mutually beneficial relation-

ship between businessmen and economists. As Chairman of the Board of

aul G. Hoffmnan CED, he strove to help American industry plan for a smooth conversion
from a war economy to a peace economy.
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His involvement in international development began in 1948 with an
appointment, by President Truman, as Administrator of the Marshall Plan.
Through a co-operative operation, he succeeded in increasing European
agricultural production by 20 per cent and raising industrial productivity
by 40 per cent over pre-war levels.

Paul Hoffman resigned from his post in 1950 to serve for two years as
President of the newly-formed Ford Foundation. During that period the
Foundation undertook major new initiatives on both the domestic and the
international scene. Hoffman was instrumental in creating the Fund for the
Republic, an independent corporation set up by the foundation specifically
for work in the fields of civil liberties and civil rights. In 1953, he accepted
the invitation to become Chairman of the Board of the Fund, resigning
from his post as President of the Ford Foundation.

In 1956 President Eisenhower appointed Hoffman to the United States
Delegation to the United Nations. In this capacity, Paul Hoffman turned
his attention to the economic needs of developing countries. In 1959 he
became Managing Director of the newly formed United Nations Special
Fund.

Hoffman insisted from the outset that the Special Fund would assist a
project only if the country involved, no matter how poor, also made a con-
tribution. The Special Fund, whose basic principles were later used as the
basis for the establishment of the United Nations Development Pro-
gramme, was a semi-autonomous agency that made pre-investment grants
to projects rather than to countries. Hoffman's goal was to achieve a 25 per
cent increase in per capita income in the developing world in the course of
the 1960's.

On January 1966, Paul Hoffman assumed the post of Administrator of
the United Nations Development Programme, the world's largest single
source of multilateral pre-investment assistance. He retired from this post
early in 1972, leaving a rich legacy to the Programme.

2
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The European Recovery Program

From Harvard to Paris to Washington: Making Marshall's Plan A
Reality

When Secretary of State George Marshall presented his idea for a plan that would "help
the Europeans help themselves" at Harvard on 5 June 1947, there was already a broad
base of support in both the Truman Administration and in Congress. Thus, despite
opposition from some who favored a harsh peace for Germany and others who feared that
a large foreign aid program would harm the U.S. economy by provoking an inflationary
spiral and depleting stocks of essential commodities, the machinery for the Marshall plan
was in place by early April 1948.

European Responses to the Marshall Proposals

The European countries reacted quickly and enthusiastically to the Harvard speech.
Britain and France were the first to begin bilateral discussions, but were careful not to
offend the Soviet Union. The British were less sensitive on this point than were the
French; on 19 June 1947, the British Foreign Minister announced that Europe would go
ahead with work on the American proposal with or without the Soviets, since speedy
action was essential. To smooth possible discord, France subsequently sent a note to the
Soviets expressing interest in discussing the proposal with them.

Soon after they met, Britain and France called a Conference of European Economic
Cooperation, which convened in Paris on 12 July, 1947. Out of this conference was born
the Committee of European Economic Cooperation (CEEC). The Soviet Union was
invited to the conference, but declined. The Soviets pressured Czechoslovakia, Poland,
and Hungary, also invited, to stay away from the meeting. The 16 countries which
attended were Austria, Belgium, Denmark, France, Greece, Iceland, Ireland, Italy,
Luxembourg, the Netherlands, Norway, Portugal, Sweden, Switzerland, Turkey, and the
UK.

The task of the representatives at the Paris meeting was to estimate their national foreign
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exchange needs and come up with an estimate for the cost of a comprehensive aid
program to submit to the U.S. The draft CEEC report completed in August estimated that
together these countries would have a $29 billion deficit over four years. This estimate
was, however, highly suspect on two counts: statistics on annual production and exports
were very poor, even for a single year; and the figures were the result of compromise
among countries with different ways of measuring their needs, and which may in some
cases have settled higher amounts in order to reach final agreement.

CEEC Country Differences

1. Restriction and controls vs. expansion and freedom: The British excluded nonessential imports from
their calculation in accordance with their austerity program. This policy had the effect of restricting the
development of European trade. Belgium, on the other hand, advocated freedom from internal and
import controls, which encouraged individual enterprise and tended to expand the European economy.
The latter, of course, was more in line with what the US. leaders wanted to promote.

2. The future of Germany: France was deeply concerned with the consequences of German recovery,
fearing a resurgent and recidivist power on its border. This put the French at odds with the Dutch, who
were directly dependent on German growth for their own expansion.

Criticism of the CEEC Draft & State Department Conditions

The CEEC report raised concerns in the U.S. that the Europeans were interpreting the
American offer as a traditional "charity" program; previous concessional programs were
broadly judged to be failures. The State Department thus set out six conditions for CEEC
members:

1. specific commitments regarding the fulfillment of major production programs

2. immediate steps to ensure internal monetary and financial stability

3. reduction of trade barriers

4. consideration of other sources of dollar credits, such as the International Bank

5. formal recognition of common objectives

6. establishment of an international organization to coordinate the program

The Europeans responded to many of the American concerns in the final CEEC report of
22 September 1947. The estimated European foreign exchange requirement was reduced
to $22 billion, $3 billion of which would be drawn from the International Bank. The
report also called for the foundation of an Organization for European Economic
Cooperation (OEEC), a permanent agency charged with the coordination of the program
in Europe.

American Preparation for the Marshall Plan

While the Europeans were working on their programs and objectives, the U.S.
government was evaluating the shape, size and feasibility of the plan that it could provide
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for European recovery. The State Department directed interdepartmental research on
commodity availability in the U.S. and balance of payments problems of foreign
exchange-poor European countries. The result was four reports in late 1947 and early
1948:

1. Department of the Interior (Krug Report): This report evaluated the adequacy ofphysical resources
that the plan might offer. Special attention was given to commodities in short supply in the US. The
report concluded that the US. economy could withstand the proposed program.

2. Council of Economic Advisers: This report studied the effect of the unforeseen export burden on
domestic production, consumption, and prices. It concluded that the US. had both the industrial and the
financial capacity to support a program that amounted to 2-3% of GNP. "The economy had already
proved its capacity to support an export surplus in excess of that likely to arise under the aid program,
and any general threat to stability in the expanding American system was to be looked for in domestic
financial and economic policy rather than in foreign assistance policy. "However, inclusion of
commodities in short supply could bring inflationary pressure. Rather than suggesting the exclusion of
these commodities, the Council called for assiduous coordination of domestic policy and foreign
assistance.

3. Presidentially Appointed Committee (Harriman Committee): This committee, led by Averell
Harriman, included consultants from labor groups and private industry and economists. The report
estimated the cost of European recovery at $5.75 billion the first year and $12-$17 billion over four
years, but cautioned that such a long-term forecast was likely to be inaccurate. It recommended that
general policies and limits for assistance be established at the outset of the program, but that actual
allocations of loans and grants should be performed by a new separate government agency, which
would work closely with the State Department.

4. House of Representatives (Herter Committee): This was the broadest of the four studies. Committee
members visited participating countries to study relief needs. Studies were also made of availability of
resources for European needs both in the US. and elsewhere. The committee recommended measures to
protect the American economy as well, and examined the qualifications of different agencies for running
the program. It recommended the creation of an Emergency Foreign Reconstruction Authority.

The findings of the various reports were to be presented in full to Congress in January
1948, but conditions in Europe led President Truman to call an emergency session in
November. Italy and France were about to run out of dollar reserves, and were beset with
strikes and labor unrest. Because both of these countries had relatively strong Communist
parties, the Americans feared that their governments could fall to "totalitarian powers."
President Truman asked Congress for over $500 million for European needs up 31 March
1948. He signed an interim aid authorization on 17 December 1947.

A draft bill for the full plan was sent to Congress one day earlier; Truman's deadline for
its passage was 1 April 1948. Congress labored to pass the Economic Cooperation Act on
2 April 1948, and Truman signed it the following day. The European Recovery Program
(ERP), as the Marshall Plan was formally named, was legislated as Title I under the
Economic Cooperation Act. The three ERP goals specified by Congress were:

1. "the promoting of industrial, agricultural, and cultural production in participating countries;

2. furthering the restoration and maintenance of the soundness of European currencies, budgets, and
finances; and

3. facilitating and stimulating the growth of international trade of the participating countries with one
another and with other countries by appropriate measures, including the reduction of barriers which
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hamper trade."

A total of $27 billion was authorized for the four-year ERP, which was to be terminated
on 30 June 1952. The aid provided by the program could be grant or loan. The limit on
the loan component was set at $1 billion of the $5.3 billion authorized for the first year of
the Marshall Plan; Congress would annually appropriate the rest of the funds. The
Export-Import Bank was the official lending agency; it administered the approximately
10% of the assistance that was in the form of loans. The ECA, which eventually became
USAID, administered the bulk of the assistance.

The American Administrative Structures

The ECA: Dependent and "Debureaucratized"

The Economic Cooperation Act called for the creation of an Economic Cooperation
Administration (ECA) to administer the ERP. The ECA was established as a separate
agency with equal status to other executive departments . In accordance with the goal of
setting up a debureaucratized agency, its charter was temporary, and it was to be small
and controllable. It was, as Hadley Arkes has described in his book Bureaucracy, the
Marshall Plan, and the National Interest, to "progressively divest itself of its functions."
The ECA was headquartered in Washington and headed by an appointed Administrator
who oversaw evaluations of the needs of participating countries and the progress of their
recoveries. Paul Hoffman of Studebaker Corporation was appointed as Administrator on 9
April 1948-the architects of the Plan wanted a business leader to run the ECA.

In defining the authority of the ECA, Congress closely followed the recommendations of
a report prepared by the Brookings Institution. But rather than making the Administrator
bow to the Secretary of State on all questions of foreign policy, Congress gave both equal
rights to object to a proposed action, and equal access to the President as the arbiter of
disputes. This did provoke some tension between the two agencies, but weekly lunches
meetings for Hoffman and the Undersecretary were useful in smoothing relations. Most
disputes were not important enough to require the President's attention; Frederick Lawton
of the Budget Bureau was appointed to a position in the White House to arbitrate between
State and the ECA, but left after six months having had nothing to do. To further ensure
coordination, the ECA Administrator sat on the Cabinet-level National Advisory Council
on International Financial and Monetary Problems.

The ECA was first structured to emphasize delivery of essential supplies to Europe.
Deputy Administrator Richard Bissell headed divisions specialized in food, industry,
trade, procurement, and transportation-not dissimilar form how the European Bank for
Reconstruction and Development (EBRD) and World Bank programs for the CIS were
conceived. Later the ECA tried to tie U.S. assistance more closely to country recovery
policies. A division for program coordination was established. A Special Representative
was stationed in Paris to coordinate with the OEEC and with the American country
missions, but the Washington office had final authority. The staff in the office assisted the
Administrator in policy development and operating regulations, including final review
and decision on programs proposed by the participating countries and the OEEC. The
Assistant Deputy Director for Programs was responsible for making recommendations on
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OEEC proposals to the Administrator. The Director of Operations oversaw the work of
the strategic materials, procurement transactions, and transportation divisions.

The ECA financed only dollar trade, when dollars were not available from the
International Bank. During its first year of operations, the ECA expected to finance about
half of the participating countries' dollar imports, about 5% of total imports. The other
95% would be produced or imported though the nation's own resources (see the
counterpart fund, below).

A Dependent Agency

The fact that the ECA was rapidly created, and that it was mandated to self-destruct over
four years, almost inevitably made it quite dependent on other established agencies. Even
more so because it was to commit large dollar amounts, which made it subject to close
supervision. It was overseen by the Comptroller General. The Economic Cooperation Act
also provided for the formation of a Joint Committee on Foreign Economic
Cooperation-a watchdog committee reporting to Congress, composed of bipartisan
members for both Houses.

Although its niche of authority in approving ERP allotments went essentially
unchallenged (save for some disputes with Paris or the country missions), ECA operations
remained dependent on other agencies. First, the ECA architects had other agencies-the
Departments of State, Commerce, and the Treasury, as well as the Export-Import Bank
and a group of New York bank officials-establish the procedures for handling letters of
commitment. Their system confirmed the status of the ECA as their creature.
Furthermore, at the end of the first quarter of ECA operations, these other agencies had
distributed about one-third of the program expenditures charged to it. This fell somewhat
after the ECA got on its feet in 1948.

But the ECA continued to rely on other agencies for special services. The Army was
responsible for procurement in occupied areas; the Department of Labor compiled a
handbook of labor statistics and manpower analyses; the Department of the Interior
studied the availability of U.S. mineral resources; and the Department of Commerce
compiled export statistics. Because the Congress had set a ceiling on ECA administrative
expenses, the Budget Bureau played an important monitoring role in seeing that these
other agencies did not overcharge the ECA account.

One area in which the ECA operated fairly independently was procurement. At the close
of the first year of operation, about 84% had gone through private channels, with the other
16% done via the Commodity Credit Corporation, which held surplus agricultural stocks
designated for the ERP.

Many have been critical of the ECA's operations beyond the simple authorization of
funding, particularly once its Washington staff ballooned to 938 in January 1950. While
less than 10% of these people were under the Assistant Administrator for Operations, 522
were billed as administrative staff. The ECA's efforts to perform detailed commodity
screening failed, largely because even if an order was not approved under the ERP, the
buying country could use its own foreign exchange to purchase the goods. The
Washington headquarters thus abandoned this goal and began authorizing procurement in
broad commodity categories. According to some, the only "real" operations carried out by
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the ECA were technical assistance (now a major component of multilateral development
bank assistance) and strategic materials monitoring. The latter operation was actually
quite poorly staffed.

Office of the Special Representative

The Office of Special Representative (OSR) was established in Paris to communicate
with the OEEC. The individual U.S. country missions reported to the ECA through the
OSR. Averell Harriman, Secretary of Commerce at the birth of the ERP, was selected to
be the first Special Representative (Pamela Harriman, his wife, is now the U.S.
Ambassador to France).

The OSR saw itself more as a theater command with a good amount of leeway for its
operations rather than a delegation dependent on Washington for its authority. It
successfully insisted on close supervision of the missions, although Washington's
preference was to allow them to operate more independently. However, State Department
officials made the case that the independence and authority of the OSR attracted
competent and motivated people and that the organization was able to establish good
relations with the OEEC.

Though it was originally conceived as a 30-40 person staff, by 31 March 1953, the OSR
staff had burgeoned to 630 Americans and 825 locals; the Paris office accounted for
almost 50% of the administrative costs of the entire European operation. Many of these
personnel worked closely with OEEC country representatives in evaluating national
statistics, projections of trade and production, and the countries' recovery programs
(evident precursors of the OECD), but the OEEC eventually dropped its programming
functions because European officials became frustrated with the least common
denominator solutions coming out of the OEEC.

Bilateral Agreements and Country Missions

To set up the country missions, 16 bilateral agreements had to be negotiated by the State
Department. Draft agreements were submitted to all OEEC countries in late May 1948.
They included general political and economic provisions required by the Economic
Cooperation Act and specific undertakings to establish counterpart funds and to receive
special ECA missions.

Two particular European objections were raised in response to the draft agreements. All
European officials objected to the requirement to consult the IMF regarding exchange
rates whenever the U.S. thought it necessary, because this would give the U.S. power to
push devaluations. Britain and France objected to MFN status for Germany, Japan and
other U.S.-occupied areas. Though the underlying reason was probably a prescient fear of
competition from Japan and Germany, the objection against granting MFN to Japan was
raised on the basis that Japan is not European.

In the end, European countries committed to maintaining and stabilizing confidence in
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their currencies and to balancing their national budgets. The MFN clause was also
dropped and replaced with a separate protocol. The British withheld MFN from Japan and
South Korea; the French only granted it to western zones in Germany, and retained the
power to retract it with six month's notice.

By the end of the allotted three-month period for ratification, agreements were signed
with all but Turkey, the U.K., and Switzerland (an unlikely candidate for assistance,
which eventually dropped its request, but remained an active OEEC participant). The
signed agreements provided for:

1. The Purpose of the ERP;

2. Assistance and Cooperation;

3. General Undertakings;

4. Guarantees;

5. Local Currencies;

6. Access to Materials;

7. Consultation and Transmittal of Information;

8. Publicity;

9. Missions;

10. Definitions;

11. Entry in Force, Amendment, Duration.

For Germany, the Bizonal Economic Council was the operating unit. The OEEC
originally proposed that all funds provided for Germany would be on a loan basis, with no
grant portion; the counterpart fund proposal for Germany was much smaller than for other
countries at first, but once French resistance was overcome, a better compromise was
reached. Representation of Germany was initially a problem because the ECA wanted a
representative from each zone, but General Lucius Clay, the U.S. military governor,
refused that idea. Finally it was decided that a sole representative would be based in
Frankfurt. When the Federal Republic of Germany (FRG) was established in 1949, a
Deputy Chancellor handled Marshall Plan funds.

The Mission Chiefs in each country were second only to the ambassador. The size of the
Mission staffs varied, ranging from under ten to about 100. The average was about 30.

The European Administrative Structures

The OEEC

At the second meeting of the CEEC in March 1948, France called for the establishment of
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a permanent regional organization to coordinate the European recovery. The organization
would also have the longer term working objective of working toward a united Europe.
The French wanted a formal organization with an executive board that would be active
between larger conference meetings, and an International Secretariat with a Secretary
General to coordinate country activities.

The British largely agreed, but wanted a looser consultative organization. They did not
want to give the ECA and the new European entity joint executive authority in the
distribution of aid and the stimulation of the European economy, but rather wanted the
U.S. to work with the European countries on a bilateral basis. As in the long history of
debate over the EU, they did not want to compromise national sovereignty.

The result was an April 1948 compromise: the new OEEC was to draw up and implement
a joint recovery program to end reliance on outside assistance. The organization would
work toward establishing a European Payments Union (EPU) to stabilize the impact of
financial fluctuations on intra-European trade and lower reliance on dollar foreign
exchange. It was also to move toward reducing trade barriers. The OEEC would review
action taken by individual countries and report its findings.

The OEEC had a three-part machinery:

1. A Council representing all participating countries;

2. An Executive Committee of seven members elected by the Council to conduct business when it was not
in session; and

3. An International Secretariat with a Secretary General.

Decisions in the OEEC required unanimity of all countries.

The 16 ERP member nations first met under the OEEC mantle in Paris on 15 April 1948
to come to the final determination of their national needs, just before the U.S. Congress
passed the appropriations bill. The OEEC concluded that Europe needed Germany as
much as Germany needed Europe The American and British Occupation Zones (the
Bizone) were first added to the OEEC; the French zone was included soon thereafter. The
new FRG entered the OEEC in the second quarter of the second year of the Plan, on 30
June 1949. Canada and the U.S. later joined as associate members.

The sectoral priorities set by the OEEC were mining, transport, manufacturing, food,
housing, clothing and human necessities; these were closely mirrored in the division
structure of the ECA. Each country set up a National Office to liaise with the Paris OEEC
headquarters and with the American ECA officer for that country.

Initially, in preparing the first allocations, the members seemed truly dedicated to
working toward the best European solution, rather than meeting their own national
priorities. In the end, however, the OEEC proved to be a rather ineffectual organization,
though it did provide needed coordination at the outset. But in the end Washington
became cynical about the fairness and accuracy of OEEC allotments, and particularly to
the reluctance of the French and others to dedicate a greater share to the German
recovery. Even then, British reservations emerged as the major obstacle to efforts toward
European integration. The EPU, also resisted by the British, but strongly advocated by the
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The European Recovery Program http://www.marshfdn.com/page2.html

U.S., was one of the OEEC's better accomplishments.

Operation of the Recovery Program: the Counterpart Fund

The U.S. contributed $13.3 billion (over $65 billion today) to the 16 Marshall Plan
countries over four years. Most of the program funds were spent on commodities: $3.5
billion on raw materials; $3.2 billion on food, feed, and fertilizer; $1.9 billion on
machinery and vehicles; and $1.6 billion on fuel. A small portion of funds was used for
technical assistance visits to the U.S. for European farmers and industrialists. The ECA
arranged for transfer of goods in accordance with the allotments established by the
OEEC.

To benefit from the program, a European purchaser, with his national unit's approval,
requested ECA funds under the Grant Aid Plan. To do this, the purchaser's country
submitted a procurement request to the ECA, which evaluated it to see that it was within
the country's allotment. Then the ECA issued a letter of commitment to a cooperating
bank within the country. The foreign government or a private firm in the recipient
country, not the ECA, handled procurement, and the details of goods transfer were
handled by those involved in the transaction. This saved the ECA a good deal of
administrative expense.

The American supplier was paid for his goods in dollars credited against the appropriated
ERP funds. The European recipient paid for the goods in local currency which was then
deposited by the government in a counterpart fund. Ninety-five percent of each country's
total allotment was designated for the country's use; five percent went toward ECA
administrative expenses. The government could spend its share of the funds only after
assuring the ECA with a written request that they would be properly used for recovery.
Sanctioned uses of ECA funds by governments were debt retirement; promotion of
production; reconstruction and rehabilitation; and development of resources for
wealth-producing materials.

Return to Marshall Plan 50th Anniversary Web Site
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People First

It is a great honor to have been asked to deliver this lecture in memory of Paul Hoffman.
Not only was he an extraordinary statesman and humanitarian, but he was a man whose

defining life work - be it managing the Marshall Plan or leading UNDP - showed his

overriding commitment not to living people's lives for them, but to giving people the
tools, the opportunities and the encouragement to help themselves.

As I traveled here today, it struck me that Hoffman and I both came to development from
similarly circuitous routes. Hoffman from the Studebaker Corporation; in my own case

from investment banking. I do not know what thoughts crossed Paul Hoffman's mind as

he first stared at a war torn and ravaged Europe (and thereafter dedicated his life to

reconstruction and economic development.) I do know from my own experience that that

first encounter with overwhelming human need can be life-changing. I saw it in
xxxxxxxxxxxxx (JDW please add)

But many people don't see it. Even in 1997, it is possible to live one's life ignorant of the
developing world. We wake up, we go to work, we provide for our families and we don't

think about it, or if we think about it, it's as an article from National Geographic:
foreign, sometimes exotic, sometimes horrifying, but not part of us.

Over the last 2 years, I have traveled to over 50 countries. I have talked to people in
villages, slums and parliaments, and I have come to realize that this world is not another

world, it's our world. We're linked with this world. We're linked with it because we

share the same environment. We're linked with it because we breathe the same air. We're

linked with it because our health is dependent on the health in those countries. And we're

linked by crime and we're linked by migration and we're linked by war. The developing

world is not something we can opt out of.

23 million people are now inflected with AIDS world wide; carbon emissions have grown
by nearly 200 million tons since 1990; 30 million men women and children are refugees.
These are not developing country issues. These are global issues.

And it's our world not just for social or moral reasons. It's our world for economic

reasons. In the years since 1990, 50 % of the growth in GDP has come from developing

countries and 40% of the growth in trade. The Bank estimates that by the year 2010

developing countries will consume 40% of all goods and services the world produces.
And developing countries will continue to grow at an average rate of 5-6% a year into the

next decade, double that of the major industrial countries.



And it's our world not just because of economics but because we make up one humanity
with all the collective responsibility that that entails.

Mr. Chairman. I must admit it is a strange and moving experience for me to find myself
here in New York - a city I have known and loved so well as an investment banker -
talking tonight about development. Now I live in a different city and a different world.
It's a world of 4.7 billion people, many of whom live in unimaginable conditions. But
what I've learnt most as I've traveled around that world is that in country after country
people are the same. They have the same hopes for their children. The same fears about
their old age. None of these people want charity. As Paul Hoffman knew so well when he
put the European Recovery Program into action, they want a chance. They want to be
given the opportunity to help themselves, with dignity and with their own customs and
approaches.

If I have taken away one thing from those travels it is that the overall objective of
development must be people. People are the means and people are the ends. Not numbers
on a bottom line; not calculations of how much in the ledger is red and how much is
black - but people. And not just lowering the number of the world's poor who are living
on less than $1 a day; but improving infant mortality rates, literacy rates, freedom from ill
health, freedom from violence and crime.

The world has made tremendous progress in recent decades. Life expectancy has risen
more in the last 40 years than in the previous 4,000. Infant mortality has been halved.
Even in Sub-Saharan Africa where progress in reducing poverty has been slowest, infant
mortality rates have decreased by a third and life expectancy has risen by 8 years.

And yet, despite this progress, 1.3 billion people live in the developing world on less than
$1 a day; 3 billion people live on less than $2 a day. Every year 45 million children under
5 die avoidable deaths. In Sub-Saharan Africa and South Asia, close to 50% of the
region's adults can neither read nor write. In the world's 50 poorest countries, the rate of
illiteracy among women is almost double that among men. And across the globe violence
and crime are increasing.

There has also been great diversity. Some countries and regions of the world have clearly
done much better than others. In the most developed countries incomes have doubled or
tripled since 1960. In some developing countries, incomes have increased six, seven or
even eight times their 1960 levels. In others incomes are stagnant, and in some
developing countries over the last 30 years, average incomes have been halved.

Between 1980 and 1993, while the high income countries experienced 2 percent growth,
the low income countries - excluding India and China - grew only .1%, with more than
half experiencing negative growth.

Today, low income countries today make up 56% of the world's population but have less
than 5% of the world's income. And inequalities between rich and poor countries are
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growing. Between 1960 and 1990 the incomes of the richest 20 percent grew 3 times
faster than the incomes of the poorest 20%. As a result the share in global incomes of the
poorest 20% of the world's population has fallen from 2.3% to 1.4%.

Within countries there has also been great diversity. [DEC - can I have some
examples/figures please]

In society after society around the world, the needs and preferences of the wealthy are
well reflected in policy while the voices of the poor go unheard in the corridors of power.
In many countries, voice is distributed as unevenly as income. The poor are not only
marginalized; they are condemned to live outside society, with neither their needs, nor
often their existence, recognized.

The result is a growing disconnect within societies which erodes social cohesion, and
often leads to social collapse. Over the last 10 years more than half of the world's low-
income countries have experienced conflict with massive population displacements.
Between 1985 and 1995 the number of refugees doubled, reaching over 30 million. And
the number of uprooted people rises above 40 million if one includes people who are
internally displaced within their own countries.

To be sure, some developing countries have experienced remarkable success. Singapore
which in 1965 had a per capita income of $3,900 and which now has a per capita GDP of
more than $28,000. The Republic of Korea which in 1965 had a per capita income of
$1,100 and which last year was admitted to the OECD with a per capita income of more
than $10,100. Here in our own hemisphere a number of Latin American countries - long
plagued by weak and fitful performance - have recently begun to show great promise.
But these, unhappily, are exceptions

Let me assure you, I do not mean to minimize the successes that have occurred. My
fundamental point is a different one. It's to emphasize that unless we in the development
community can be sure that development is reaching the very poorest, we have no right
to consider a job well done.

Mr. Chairman, economists have long argued about the relationship between growth and
poverty reduction. The bounds of disagreement have narrowed and there is now a fairly
general appreciation that none of the poorer countries can hope to reduce poverty in the
absence of growth.

But growth itself is not enough. Unless we can ensure that growth is shared across a
broad social strata we risk missing the very people we seek to help.

Some of those people clearly can be helped. Look at xxxxxxx [DEC: I need some
examples of historical growth-sharing where the poorest have been helped.]
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The potential of shared growth is enormous . Take India where we estimate that a rate of
broadly shared growth of no more than 3% a year sustained over a decade - something
that seems entirely feasible - would halve the number of poor.

But contrast this with a typical country in Sub-Saharan Africa , where even an aggregate
growth of 5% a year will not discernibly affect Africa's poverty indicators or its numbers
of poor. These are the countries that are the real test of development.

Mr. Chairman, we face that test at a time of enormous global change.

53 years ago when the architects of the World Bank and the International Monetary Fund
met at Bretton Woods, we stood on the verge of a bipolar world which would divide
countries and regions, but under which development aid would actually fare pretty well.
Keeping clients from "going communist" or "turning capitalist" proved a powerful boon
to giving.

Fifty three years later the incentives are very different. In the wake of the Cold War,
official development assistance --bilateral and multilateral combined - has fallen to its
lowest level in almost 50 years.

And other changes are impinging dramatically on development approaches as well.
Where once the World Bank was virtually the only player in town, we are now part of a
growing universe - Multilateral Development Banks, the UN system, WTO, EU and a
growing number of foundations.

We also face a very different political and economic world. Roughly 5 billion people now
live in market economies compared with 1 billion a decade ago.

And hand in hand with those economic changes we have also seen the spread of
democracy. In 1974 only 39 countries - one in every four - were democratic. Today 117
countries - nearly two in three - use open elections to choose their national leadership.
Two-thirds of the adult population in developing countries is now eligible to participate
in national elections.

And with democracy has come a whole new role for civil society. Since the late 1980s the
number of NGOs operating in parts of Africa and Asia has almost doubled. Poland now
has 30,000 registered NGOs. In some OECD countries, operating expenditures in the
voluntary or NGO sector now account for almost 4% of GDP.

Globalization, democratization and marketization are changing the nature of the
development business.

But perhaps nothing has changed more over the last 7 years than the way in which
development is being financed and the increasing trend from public to private sources.
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Last year, private capital flows to emerging economies were nearly six times their level in
1990 - up from just $44 billion then to $244 billion last year. Private flows are now 5
times official flows; 7 years ago official flows were double private flows.

But the fact remains that a very large group of countries have not yet been able to hook
up to the driving dynamics of expanded capital, trade and information flows. Some
others are so laggard that they face potential marginalization.

Today, of the $244 billion in private capital going to developing countries, 75% is going
to just 12 countries. 140 of the 166 developing countries receive less than 5% of total
capital flows. Over the last three years, Sub Saharan Africa (excluding South Africa)
received only about 1% of total private capital flows.

The poorest countries are trapped in a viscous circle where poverty breeds instability and
private investors run for cover.

Mr. Chairman: What does that changing world means for our efforts to reach the poor?

Let me be absolutely clear. Given the remarkable transformation of the global setting, I
am absolutely convinced that financial and development institutions are not going to be
the primary engines of poverty reduction, and neither will governments. This will be
done by the private sector. But international institutions and governments have a critical
role to play as catalysts. And that means helping to create conditions in developing
countries that will encourage sustained inflows of international private capital and
equally, if not more importantly, will allow the locals to have the confidence to invest in
their own countries.

It's time we change our old habits of thinking that the private sector is somehow bad for
the poor while the state sector is good. This isn't a matter of ideology. It's a simple
recognition that public-enterprise efforts in isolation have all too often yielded meager or
negative results. In many countries public enterprise losses are on the range of 8 -10% of
GDP. Too often state spending continues to go into areas with little or no benefit to the
poor. We estimate that 25% of African budgets are needed to cover losses from state
owned enterprises - which means that 2-3 times more of scarce budgetary resources are
spent on state enterprise losses than on health or education. We need to recognize that it's
fiscal restraint on funding parastatals which will ultimately free up money to spend on
health and education.

We need to find ways to allow governments to divest themselves of activities that the
private sector can do better and all of us in the development business need to recognize
that macroeconomic reform is an absolute precondition for attracting private capital. It's
also a precondition for making aid effective. Recent studies at the Bank show that aid
channeled to poor countries with poor performance has no effect. Whereas when
channeled to poor countries with good economic policies, 1% of GDP in aid results in an
increase in the growth rate of 0.4 percentage points and a decline in infant mortality of
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0.8%. We estimate that a reallocation of aid from poor policy countries to good policy
countries would raise the growth of poor countries by an estimated one third.

Let's be frank, putting macroeconomic reforms in place sometimes means making very
tough trade-offs. Significantly, a whole new generation of African leaders are now
beginning to make those pragmatic trade-offs and are putting those economic reforms in
place. They deserve our wholehearted support.

For many countries attracting foreign capital and generating domestic savings also means
venturing into new territory - establishing legal frameworks for property rights, reforming
regulations and the civil service, creating financial systems, building capacity and
improving governance. Areas of activity which now rank high on the Bank Group's
lending and advisory agenda, but which 20 years ago were almost unknown.

It can also mean offering guarantees - The newest member of the World Bank Group -
MIGA - insures foreign direct investment in developing countries against political risks -
to date it has outstanding coverage of $2.3 billion.

Creating a dynamic private sector and attracting foreign capital also means dealing with
corruption.

We know that corruption discourages investment and impedes economic growth. But we
also know that this is much more than a question of the cost to businessmen of doing
business. The greatest victims of petty corruption are almost always the poor. They are
the ones who time and again are asked to pay a price they can ill-afford.

Corruption is not just an issue for developing countries. There are those that are corrupted
and there are the corruptors. And many corruptors come from developed countries. If we
don't want the cancer of corruption to spread in the world we must all stand up to it.

Mr. Chairman, in stressing the critical importance of a dynamic private sector, I certainly
do not mean to imply there is little role for government in development. There is indeed a
vital role. Motivated as it is by the search for an attractive economic return, the private
sector simply won't address basic development needs like health and education. And yet
we know that no country has really experienced sustained economic development without
such investment.

Better health and education are unambiguously associated with higher wages and an
improved ability to innovate. Self-employed women in Guinea with primary education
earn 29% more than those with no education. African farmers with 4 years of education -
the minimum needed to attain literacy - are more productive than those with no
education. In Northeast Brazil, children of mothers who have completed primary school
are 2 2% taller than those of illiterate mothers - an indication of their improved nutrition.
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And as we know educating girls has a catalytic effect on almost every aspect of
development - lower child and maternal mortality rates, reduced fertility rates, increased
educational attainment by daughters and sons, higher productivity and environmental
management.

The beauty of education is that it not only empowers the poor, it also reduces income
inequality. At the Bank we've undertaken a series of cross-country studies which show
that the income share of the bottom 60% of the population is significantly enhanced by
having been enrolled in school 15 years earlier.

The grim reality, however, is that globally today 130 million children do not go to
primary school - 80 million of them girls, and primary health is as neglected as primary
education. Governments spend roughly $1 per capita on public health, against a minimum
requirement of $4 per capita.

But the state has a further role to play. Investing in the poor and providing jobs helps
those who can help themselves. But what about the sick, or the elderly? What about the
grandfather in a transition economy such as Russia's, who no longer has a pension
because his state owned enterprise has been privatized, the worker who no longer has
health coverage, or the mother who no longer has childcare. Governments have a role to
play not just in helping people to become productive participants in society, but in
supporting those who cannot help themselves, and that includes those whose lives have
been turned upside down by economic transition. Safety nets for the sick, for job losers,
for the elderly are crucial to the efficient functioning of any society. Public support for
reform in the developing countries and in the transition economies simply won't be
sustained unless we pay very direct attention to human travail.

Three months ago I was in Russia............................................................... In Russia today
life expectancy for men has fallen by xx %; coronary disease and xxx have increased by
xxx. That's an incredible human toll to pay for change.

I can tell you one comes away from such exposure with a certainty that helping people is
much more than a matter of stabilizing macroeconomic policy and balancing budgets. It's
also making sure that programs take account of purely human concerns. We can draw up
perfect macroeconomic plans, but if we can't actually deliver benefits to the people, we
must ask ourselves what it is we're accomplishing.

Significantly 90% of what the Bank is doing in Russia today is for social underpinning.
We have two $500 million loans for Russia and the Ukraine to finance retraining and
social underpinning while the coal sector is being restructured. And what applies in the
transition economies also applies when we recommend privatization to developing
countries. In all cases we need to recognize that we can't have economic development
without social development.
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Significantly, a growing number of private companies are beginning to recognize that fact
too. Not because of any charitable impulse on their part but because they know that the
social agenda is good business; that without it you risk social collapse. And we in the
Bank have a whole new agenda in front of us in capitalizing on this new recognition and
working with the private sector on issues of corporate responsibility: trying to make sure
that the private sector adheres to environmental standards for example.

But be it investing in people, creating jobs, or protecting the vulnerable, success will
depend critically on how we implement policies. In September 1947, six months into his
job as President of the World Bank. John J. McCloy was asked to help sell the Marshall
Plan - which Paul Hoffman then went on to implement - to the US Congress. McCloy put
his finger on a central element - outside assistance, he said, was vital, but ultimately the
answer to Europe's problems must be determined by Europeans themselves.

We knew it then when we talked about postwar European reconstruction. We somehow
forgot it when we turned our attention to the developing world. Today, we need to relearn
it.

And that means that we can't be in the business of imposing programs devised in
Washington, Geneva, or New York which bear no affinity to local conditions, or
cultures. And neither can we be in the business of looking at economic bottom lines with
no regard for local communities or local buy-in.

Project after project has shown that in schooling, irrigation, forestry, water supply,
involving communities is a key to success. In a study of 121 water supply projects in 49
countries, we found that only 8% of those that did not involve participation by
beneficiaries were successful, as compared with almost two-thirds that did involve the
participation of local communities. And those findings can be replicated across a whole
number of sectors. We have to listen and learn and to work with local communities and
civil society. And the Bank is doing precisely that. We're currently decentralizing to the
field, and including stakeholder participation in project design and implementation. Two
years ago we had two Bank staff whose job it was to liaise with NGOs and civil society.
Today we have more than 50.

But let's be frank, greater community participation also involves a changed attitude on
the part of a number of developing country governments.

Increasingly, we also need to take account of people not just as individuals but as social
groups - the invisible bonds of family, trust, religion and community which bind societies
together. Attempts at development which shear these ties leaving nothing in their place
are bound to fail.

Mr. Chairman: I have talked about the new development agenda of encouraging private
investment. I have talked about ways we need to raise the value of labor through health
and education. I have talked about the overriding need to make sure that while we
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privatize and balance budgets we factor in safety nets so that we don't end up hurting
those we aim to help. And overarching all these, I have talked about the need to put
people at the center of the development process.

But Mr. Chairman, in the world of 1997, none of us can do this alone.

I spoke earlier of the range of new actors - not just the MDBs, and the UN System, but
foundations, the private sector, civil society and of course governments. Only through
partnership among these groups will we be able to tackle the enormous challenges we
face.

Many of those partnerships are already beginning to take root and grow: Public-private
partnerships to combat riverblindness; Bank/UN partnerships to tackle the enormous
problem of AIDS, government-Bank partnerships to build African capacity.

Through partnerships built on each of our comparative advantages we can all begin to
leverage our efforts. And let me stress that at the Bank we are prepared to lead, or follow
or be in the middle. To put our name on it, or to be anonymous. The important thing is to
get the job done.

But in order to get the job done we need to make sure that in everything we do we are
geared to development effectiveness. If we are going to get support and stay in business,
we better make sure that what we are doing is useful, sustainable and effective.

You may say that's obvious. But the fact is that most of the development institutions in
the world haven't operated on the basis of development effectiveness - partly because it's
very hard to judge effectiveness. What does it mean to make an effective program for
children in school? Is a statistic that we get more girls to come to school for 2 or 3 years
an adequate measure of our effectiveness in girls education? Clearly it isn't.

You can go into rural areas and improve crop yields by planting seeds farther apart and
getting corn that is twice as high. But it's not success if you can't store it, if you can't get
it to market, or if you have a monopolistic system of pricing.

As we enter the 21St century all of us, at the Bank, in the UN system, in governments and
in NGOs have to address the issue of what is effectiveness in the development business.
We all talk about poverty reduction and sustainability, but if we are really to make a
difference for the 4.7 billion people - who will be 8 billion in 30 years time -we need to
make sure that we can actually deliver results on the ground in a meaningful way.

And that means more than raising GDP per capita, Mr. Chairman. It means improving
quality of life in all its dimensions. It means bringing people into society who, to all
intents and purposes, have never been allowed to live there before. And it means doing
these things not simply as a means of maximizing output, but as ends in themselves.
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Mr. Chairman, let me conclude where I started - with people.

Two months ago, I was visiting Brazil and I went into one of the favelas for two or three
hours. I went to the top of the favela where we have a community project putting in
water, and sewerage. And the reception I got was enormous. And as I walked around
people kept coming up to me with little pieces of paper in their hand showing that they
could spend and pay the 8 cruzeiros a month that was necessary for their water and for
their sewerage.

And I watched this until one of my Brazilian friends said, what they're showing you is not
that they've got credit, it's that this is the first time in their lives that they've had a piece of
paper which recognizes their existence. This is the first time they've had their name on an
official notice with an address. This is the first time that they're in society.

It took not a long time to sink in but I tell you when I came down the mountain I
recognized that the task that we're engaged in is a truly remarkable task. I'm very proud
to have been in that favela and I'm very proud to be working in favelas and farms and
villages around the world.
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Director
External Affairs

May 28, 1997

Mr. James D. Wolfensohn

Jim:

Your Visit to New York - Thursday, May 29, 1997

Your visit to the UN for the Hoffman Lecture will include four associated events:

5:15 - 5:45 p.m. Informal Press Briefing. (Conference Room A).
6:00 - 7:30 p.m. Hoffman Lecture. (Trusteeship Council Chamber)
7:30 - 8:15 p.m. Reception at the United Nations. (West Terrace Dining room)
8:30 p.m. Dinner hosted by the Money Matters Institute. (Sky Club, 200

Park Avenue)

You should arrive at the United Nations Delegates Entrance (Southeast corner
of First Avenue and 45th Street) at 5:00 p.m. You will be met there by UNDP staff
(UNDP is the organizer of the Hoffman Lecture) and Alfredo Sfeir-Younis, the Bank's
Special Representative to the UN. Passes have been arranged for you and
Mrs. Wolfensohn. Mark Malloch Brown arrives in New York at 4:00 p.m. and will join
you as soon as he can get in from the airport.

Press Conference:

The press conference is a traditional prelude to the Hoffman Lecture. Its purpose
is to preview the remarks you will make, and not to engage in an open-ended discussion
of Bank and/or UN issues. Barbara Frances, Deputy Director of the UN's Department of
Public Information, will moderate the Q & A. All journalists accredited to the United
Nations have been invited, and UNDP anticipates a turnout of approximately 15-25
journalists. UNDP will provide a list of confirmed participants tomorrow.

Hoffman Lecture:

A detailed schedule for the Lecture program is attached. You will speak for 30
minutes following introductory remarks by Kofi Annan, Gus Speth, and Inge Kaul,
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Director of the Office of Development Studies at UNDP. Mr. Speth and Richard Jolly,
Special Adviser to the Administrator, will moderate the 20-minute discussion period.

Reception:

The reception, for approximately 175 guests, will be held in the West Terrace
Dining Room two flights up from the Trusteeship Council Chamber. The Secretary-
General has indicated that he plans to attend this event as well.

Mark will introduce two people who have specially asked to meet with you:
Ambassador Vladimir Galuska (Czeck Republic), President of the UN Economic and
Social Council (ECOSOC) and; Mr. Pierre Cornillon, Secretary General of the Inter-
Parliamentary Union (IPU).

* Ambassador Galuska assumed the presidency of ECOSOC in early-May and
will preside over the Council's substantive session in Geneva, 30 June-25
July. Jean-Francois Rischard will represent the Bank in your place during the
one-day policy dialogue between ECOSOC ministers and the heads of the
IMF, UNCTAD, WTO and the Bank. This meeting will give you the
opportunity to take note of issues on the ECOSOC agenda, to let him know
that you regret that your schedule does not permit you to attend, and to wish
him a successful and productive term as president.

* Pierre Comillon was elected Secretary General of the IPU in 1987. He met
with Mark, Matt McHugh, and Armeane Choksi in August 1996 to discuss
issues of mutual interest, including the potential for joint Bank-IPU training
programs of parliamentarians in countries with fragile democratic
institutions. Mr. Comillon is an energetic proponent of the IPU's status as
the oldest parliamentary union and one that is composed of institutions, not
individual legislators. Mr. Cornillon's visit to the UN coincides accidentally
with your own and, as he had requested a private meeting with you some
time ago, this permits you a few minutes to get acquainted. You need not
feel obliged to commit to another personal meeting.

Dinner:

Money Matters Institute -- of which the World Bank is a member -- is sponsoring

a dinner for 50 guests at the Sky Club, 200 Park Avenue. A brief description of the
Institute is attached. Cars have been arranged to transport you and other guests from the
United Nations to the dinner. They will be waiting at the front entrance to the United
Nations.
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It would be much appreciated if you would speak for 5-10 minutes about the
changes you are making at the Bank, particularly as they relate to the private sector. The
Grameen Bank, represented by its Managing Director, Khalid Shams, also will be
honored by Money Matters that evening. Mr. Shams will be seated at your table.

Jane Armitage
Acting Vice President

Attachments

JGrayson/New York Office (212-986-8247)/jsg
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PAUL G. HOFFMAN LECTURE SERIES

presented by

MR. JAMES D. WOLFENSOHN
President of the World Bank

AGENDA FOR 29 MAY 1997

LECTURE
Trusteeship Council Chamber

6:00 - 6:10 p.m. Seating of Guests

6:10 - 6:13 p.m. WELCOME
Inge Kaul, Director, UNDP/ODS

6:13 - 6:18 p.m. OPENING
Alice Ridley Sidibe (singer)

6:18 - 6:25 p.m. WELCOME
James Gustave Speth, Administrator, UNDP

6:25 - 6:30 p.m. WELCOME
Kofi Annan, Secretary-General, UN

6:30 - 6:33 p.m. INTRODUCTION
James Gustave Speth, Administrator, UNDP

6:33 - 7:05 p.m. LECTURE
James D. Wolfensohn

7:05 - 7:06 p.m. AWARD PRESENTATION
James Gustave Speth, Administrator, UNDP

7:07 - 7:29 p.m. DISCUSSION (Questions/Answers)
James Gustave Speth/Richard Jolly, Moderators

7:30 p.m. CLOSING
James Gustave Speth, Administrator, UNDP

RECEPTION
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James D. Wolfensohn C. Anstey
Paul Hoffman Lecture 5/28/97

May 29 1997

People First

It is a great honor to have been asked to deliver this lecture in memory of Paul Hoffman.
Not only was he an extraordinary statesman and humanitarian, but he was a man whose

defining life work - be it managing the Marshall Plan or leading UNDP - showed his

overriding commitment not to living people's lives for them, but to giving people the

tools, the opportunities and the encouragement to help themselves.

As I traveled here today, it struck me that Hoffman and I both came to development from

similarly circuitous routes. Hoffman from the Studebaker Corporation; in my own case
from investment banking. I do not know what thoughts crossed Paul Hoffman's mind as

he first stared at a war torn and ravaged Europe (and thereafter dedicated his life to

reconstruction and economic development.) I do know from my own experience that that

first encounter with overwhelming human need can be life-changing. I saw it in

xxxxxxxxxxxxx (JDW please add)

But many people don't see it. Even in 1997, it is possible to live one's life ignorant of the

developing world. We wake up, we go to work, we provide for our families and we don't
think about it, or if we think about it, it's as an article from National Geographic:

foreign, sometimes exotic, sometimes horrifying, but not part of us.

Over the last 2 years, I have traveled to over 50 countries. I have talked to people in

villages, slums and parliaments, and I have come to realize that this world is not another
world, it's our world. We're linked with this world. We're linked with it because we

share the same environment. We're linked with it because we breathe the same air. We're
linked with it because our health is dependent on the health in those countries. And we're
linked by crime and we're linked by migration and we're linked by war. The developing

world is not something we can opt out of.

23 million people are now inflected with AIDS world wide; carbon emissions have grown

by nearly 200 million tons since 1990; 30 million men women and children are refugees.
These are not developing country issues. These are global issues.

And it's our world not just for social or moral reasons. It's our world for economic

reasons. In the years since 1990, 50 % of the growth in GDP has come from developing

countries and 40% of the grow M tra e. The Bank estimates that by the year 2010

developing countries will consume 40% of all goods and services the worldproduces.
And de in countrs will continue to grow at an average rate of 5-6% a year into the

next decade, double at of the major industrial countries.
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And it's our world not just because of economics but because we make up one humanity
with all the collective responsibility that that entails.

Mr. Chairman. I must admit it is a strange and moving experience for me to find myself
here in New York - a city I have known and loved so well as an investment banker -
talking tonight about development. Now I live in a different city and a different world.
It's a world of 4.7 billion people, many of whom live in unimaginable conditions. But
what I've learnt most as I've traveled around that world is that in country after country
people are the same. They have the same hopes for their children. The same fears about
their old age. None of these people want charity. As Paul Hoffman knew so well when he
put the European Recovery Program into action, they want a chance. They want to be
givenmeopportunity tohe-lp themselveswit dignity and with their own customs and
approaches.

If I have taken away one thing from those travels it is that the overall objective of
development must be people. People are the means and people are the ends. Not numbers
on a bottom line; not calculations of how much in the ledger is red and how much is
black - but people. And not just lowering the number of the world's poor who are living
on less than $1 a day; but improving infant mortality rates, literacy rates, freedom from ill
health, freedom from violence and crime.

The world has made tremendous progress in recent decades ife expectancy has risen
more in the last 40 years than M the previous 4,0 . n ant mortality has been halved.

Twen in Sub-Saharan Arica where progress in reducing poverty has been slowest, infant
mortality rates have de asepcancy has ri en by 8 years.

And yet, despite this progress, 1.3 billion people live in the developing world on less than
$1 a day; 3 billion people live on less than $2 a day. Every year 45 million children under
5 die avoidable deaths. In Sub-Saharan Africa and South Asia, close to 50% of the
regitn'saaults can neither read nor write. In the world's 50 poorest countries, the rate of
illiteracy among women is almost double that among men. And across the globe violence
and crime are increasing.

There has also been great diversity. Some countries and regions of the world have clearly
done much better than others. In the most developed countries incomes have doubled or
tripled since 1960. In some developing coi25. income have icasedsseven or
even eight times their 1960 levels. In others incomes are stagnant, ad in some
developing countries over the last 30 years, average incomes have been halved.

Between 1980 and 1993, while the high income countries experienced 2 percent growth,
the low income countries - excluding India and China -grew on .%,ith more than
half experiencing negative growth.

Today, low income countries today make up 56% of the world's population but have less
than 5% of the world's income. And inequalities between rich and poor countries are
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growing. Between 1960 and 1990 the incomes of the richest 20 percent grew 3 times
faster than the incomes of the poorest 20%. As a result the share in global incomes of the
poorest 20% of the world's populationias fallen from 2.3% to 1.4%.

Within countries there has also been great diversitydn China an urban resident in
Guangdon province has an average annual income 9 times greater than a rural resident
in Ga itGuinea-Bissau n 1991 the poorest 20% f the o ulation had 2.10/ of total
consumption, t e ri est20% of the op ulation ha 9%)r take Guatemala, where the
poorest 10% of the population had only .6jo of total income, while the riche 10% ad

In society after society around the world, the needs and preferences of the wealthy are
well reflected in policy while the voices of the poor go unheard in the corridors of power.
In many countries, voice is distributed as unevenly as income. The poor are not only
marginalized; they are condemned to live outside society, with neither their needs, nor
often their existence, recognized.

The result is a growing disconnect within societies which erodes social cohesion, and
often leads to social collapse. Over the last 10 years than ha f the world's low-
income countrieshave experienced conict wi massive population displacements.
Between 1985 and 1995the number of refugees doubled, reaching over 30_million. And
the number of uprooted people rises above 40 million if one includes people who are
internally displaced within their own countris '

To be sure,soe develoing countries have experienced remarkable success.
which in 192fihad a per capita income of $900 and which now has a per capita GDP of
more tha 8,000 The Republic of Korea which in !Q6~15 d a per capita income of
$1,100 an w ich last year was admitted to the OECD with a per capita income of more
th 10,100 re in our own hemisphere a number of Latin American countries - long
plague y weak and fitful performance - have recently begun to show great promise.
But these, unhappily, are exceptions

Let me assure you, I do not mean to minimize the successes that have occurred. My
fundamental point is a different one. It's to emphasize that unless we in the development
community can be sure that development is reaching the very poorest, we have no right
to consider ajob well done.

Mr. Chairman, economists have long argued about the relationship between growth and
poverty reduction. The bounds of disagreement have narrowed and there is now a fairly
general appreciation that none of the poorer countries can hope to reduce poverty in the
absence of growth.

But growth itself is not enouh Unless we can ensure that growth is shared across a
broad social strata we risk missing the very people we seek to help.
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Some of those people clearly can be helped. Look at Indonesia where per capita
consumption increased from $140 in 1970 to $310 in 1993, and the poverty rate dropped
from 58% to 8%.

(Th pteial of s ar owt normous ake India where we estimate that a rate of
broadly shared growth of no more than 3% a year sustained over a decade - something
that seems entirely feasible -would halve the number of poor.

But contrast this with a typical country i Sub-Saharan Africa here a growth rate of
3% a year will not discernibly affect Africa's poverty indicators or its numbers of poor,
but where it would take a growth rate of at least 6% sustained over 10 years to halve the
number of poor. These are the countries that are the real test of development.

Mr. Chairman, we face that test at a time of enormous global change.

53 years ago when the architects of the World Bank and the International Monetary Fund
met at Bretton Woods, we stood on the verge of a bipolar world which would divide
countries and regions, but under which development aid would actually fare pretty well.
Keeping clients from "going communist" or "turning capitalist" proved a powerful boon
to giving.

Fifty three years later the incentives are very different. In the wake of the Cold War,
official development assistance --bilateral and multilateral combined - has fallen to its
lowest level in almost 50 years.

And other changes are impinging dramatically on development approaches as well.
Where once the World Bank was virtually the only player in town, we are now part of a
growing universe - Multilateral Development Banks, the UN system, WTO, EU and a
growing number of foundations.

We also face a very different political and economic world. Roughly 5 billion people now
live in market economies compared with 1 billion a decade ago.

And hand in hand with those economic changes we have also seen the spread of
democracy. In 1974 only 39 countries - one in every four - were democratic. Today 117
countries - nearly two in three -use open elections to choose their national leadership.
Two-thirds of the adult population in developing countries is now eligible to participate
in national elections.

And with democracy has come a whole new role for civil society. Since the late 1980s the
number of NGOs operating in parts of Africa and Asia has almost double o aii now
hs 30,0 registered untries, operating expenditures in the
voluntary or NGO sector now account for almost 4% of GDP.
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Globalization, democratization and marketization are changing the nature of the
development business.

But perhaps nothing has changed more over the last 7 years than the way in which
development is being financed and the increasing trend from public to private sources.

Last year, privatecapitl flows to emerging economies were nearly six times their level in
1990 - up from just $44 billion then to $244 billion last year. Private flows are now 5
times official flows; 7 years ago official flows were double private flows.

But the fact remains that a very large group of countries have not yet been able to hook
up to the driving dynamics of expanded capital, trade and information flows. Some
others are so laggard that they face potential marginalization.

Today, of the $244 billion in private caital going to developing countries, 75% is goig
to just 12 countries 40 f the 166 developing countries receive less than 5% of total

capital flows. Over the ast three years, Sub Saharan Africa (excluding South Africa)
received only about 1% of total private capital flows.

The poorest countries are trapped in a viscous circle where poverty breeds instability and

private investors run for cover.

Mr. Chairman: What does that changing world means for our efforts to reach the poor?

Let me be absolutely clear. Given the remarkable transformation of the global setting, I
am absolutely convinced that financial and development institutions are not going to be
the primary engines of poverty reduction, and neither will governments. This will be
done by the private sector. .ut international institutions and governments have a critical

r e to play as catalysts. And that means e ping to create conditions in developing
countries tat will encourage sustained inflows of international private capital and
equally, if not more importantly, will allow the locals to have the confidence to invest in
their own countries.

It's time we change our old habits of thinking that the private sector is somehow bad for

the poor while the state sector is good. This isn't a matter of ideology. It's a simple
recognition that public-enterprise efforts in isolation have all too often yielded meager or

negative results. In many countries public enterprise losses are on the range of 8 -10% of

GDP. Too often state spending continues to go into areas with ittle or no benefi tothe

por. We estimate that 25% of African budgets are needed to cover losses from state

w ent res h meanha 2 imes more o1 scarce budgetary resources are
sent on state enterprise losses than on health or education. We need to recognize that it's

fiscal restraint on funding parastatals which will ultimately Iree up money to spend on

health and education.
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We need to find ways to allow governments to divest themselves of activities that the
private sector can do better and all of us in the development business need to recognize
that macroeconomic reform is an absolute precondition for attracting private capital. It's
also a precondition for making aid effective. Recent studies at the Bank show that aid
channeled to poor countries with poor rerformance haa ng eect. ereas wh-en

c a or countries with good economic policies, 1% of GDP in aid results in an
increase in-tne growth rate of 0.4 percentage ponsadaecienifntmrltyf
O.8%~~We'eimdate that a reallocation of aid from poor policy countries to good policy
countries would raise the growth of poor countries by an estimated one third.

Let's be frank, putting macroeconomic reforms in place sometimes means making very
tough trade-offs. Significantly, a whole new generation of African leaders are now
beginning to make those pragmatic trade-offs and are putting those economic reforms in

place. They deserve our wholehearted support.

For many countries attractina foreign canital and generating domestic savings also means
venturing into new territor - establishing legal frameworks for property rights, reforming

regulations and the civil service, creating financial systems, building capacity and
improiggvrac.Aeso ciiywinnwrn ino n ank Group's
lending and advisory agenda, but which 20 years ago were almost unknown.

It can also mean offerin antees - The newest member of the World Bank Group -
MTGA - isures foreign direct investment in developing countries against political risks -
to date it has outstanding coverage of $2.3 billion.

Creating a dynamic private sector and attracting foreign capital also means dealing with
corruption.

We know that corruption discourages investment and impedes economic growth. But we

business. The greatest victims of petty corruption are almost always the poor. They are
the ones who time and again are asked to pay a price they can ill-afford.

Corrugi9qis not just an issue for developing countries. There are those that are corrupted
and there are the corruptors. And many corruptors come from developed countries. If we
don't want the cancer of corruption to spread in the world we must all stand up to it.

Mr. Chairman, in stressing the critical importance of a dynamic private sector, I certainly
do not mean to imply there is little role for government in development. There is indeed a
vital role. Motivated as it is by the search for an attractive economic return, the private
sector simply won't address basic development needs like health and education. And yet
we know that no country has really experienced sustained economic development without
such investment.
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Better health and education are unambiguously associated with higher wages and an
improved ability to nnovate. Self-employed women in Guinea with primary education
earn 29% more than those with no education. African farmers with 4 years of education -
the minimum needed to attain literacy - are more productive than those with no
education. In Northeast Brazil, children of mothers who have completed primary school
are 2 %% taller than those of illiterate mothers - an indication of their improved nutrition.

And as we know educating girls has a catalytic effect on almost every aspect of
development - lower child and maternal mortality rates, reduced fertility rates, increased
educational attainment by daughters and sons, higher productivity and environmental
management.

The beauty of education is that it not only empowers the poor, it also reduces income
inequality. At the Bank we've undertaken a series of cross-country studies which show
that the inc y o t pu o i cantly enhanced by
having been enrolled in school 15 years earler.

The grim reality, however, is that globally today 130 million children do not go to
primary school - 80 million of them girls, and primary health is as neglected as primary
education. Governments spend roughly $1 per capita on public health, against a minimum
requirement of $4 per capita.

But the state has a further role to play. Investing in the poor and providing jobs helps
those who can help themselves. But what about the sick, or the elderly? What about the
grandfather in a transition economy such as Russia's, who no longer has a pension
because his state owned enterprise has been privatized, the worker who no longer has
health coverage, or the mother who no longer has childcare. Governments have a role to
play not just in helping people to become productive participants in society, but in
supporting those who cannot help themselves, and that includes those whose lives have
been turned upside down by economic transition. Safety nets for the sick, for job losers,
for the elderly are crucial to the efficient functioning of any society. Public support for
reform in the developing countries and in the transition economies simply won't be
sustained unless we pay very direct attention to human travail.

Three months ago I was in Russia. In Russia today life expectancy for men is lower now
than it was 30 years ago, (in the ten years since 1986 life expectancy for men has fallen
by 5 years). Corona disease is increasing; so is alcoholism. That's an incredible
human toll to pay for change.

I can tell you one comes away from such exposure with a certainty that helping people is
much more than a matter of stabilizing macroeconomic policy and balancing budgets. It's
also making sure that programs take account of purely human concerns. We can draw up
perfect macroeconomic plans, but if we can't actually deliver benefits to the people, we
must ask ourselves what it is we're accomplishing.
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Significantly 90% of what the Bank is doing in Russia today is for social underpinning.
We have two $500 million loans for Russia and the Ukraine to finance retrainiingaand
socdal underpinning whe the co sector is being restructured. And what applies in the
transition economies also applies when we recommend privatization to developing
countries. In all cases we need to recognize that we can't have economic development
without social development.

Significantly, a growing number of private companies are beginning to recognize that fact
no - not because of any charitable impulse on their part but because they know that the

Social agenda is good business; that without it you risk social collapse. And we in the
Bank have a whole new agenda in front of us in capitalizing on this new recognition and
working with the private sector on issues of corporate responsibility: trying to make sure
that the private sector adheres to environmental standards for example.

But be it investing in people, creating jobs, or protecting the vulnerable, success will
depend critically on how we implement policies. In September 1947, six months into his
job as President of the World Bank. John J. McCloy was asked to helelel
Plan - which Paul Hoffinan then went on to implement - to the US Congress. McCloy put
his finger on a central element - outsiceai tance, he sad, was vital, butultimately theJanswer to Europe's problems must be determined by Europeans themselves

We knew it then when we talked about postwar European reconstruction. We somehow
forgot it when we turned our attention to the developing world. Today, we need to relearn
it.

And that means that we can't be in the business of imposing programs devised in
Washington, Geneva, or New York which bear no affinity to local conditions, or
cultures. And neither can we be in the business of looking at economic bottom lines with
no regard for local communities or local buy-in.

Projct fte prjec ha shwn hatin cholin, irrigation, forestry, water supply,
involving communties is a key to success. In a study of 121 water supply projects M 49

coutris, e oun tht nly8% f hos tht id not inivolve partlcilpation 5yB
i~I~iaieswer sucesfu, a copard wthalmost two-thirds that did i-nv-o R he

Aitcipation of local communi ies. And those ndings can be replicated across a who~Ie
number of sectors. We have to listen and learn and to work with local communities and
civil society. And the Bank is doing precisely that. We're currently decentralizing to the
field, and including stakeholder participation in project design and implementation. Two
years ago we had two Bank staff whose job it was to liaise with NGOs and civil society.
Today we have more than 50.

But let's be frank, greater community palticipation also involves a changed attitude on
the part of a number of developing country governments.
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Increasingly, we also need to take account of peoDle o ust as individuals but as social

grous - the invisible bonds of family, trust, religion and community which bindg ieties
together. Attempts at development which shear these ties leaving nothing in their place

are bound to fail.

Mr. Chairman: I have talked about the new development agenda of encouraging private

investment. I have talked about ways we need to raise the value of labor through health

and education. I have talked about the overriding need to make sure that while we

privatize and balance budgets we factor in safety nets so that we don't end up hurting
those we aim to help. And overarching all these, I have talked about the need to put

people at the center of the development process.

But Mr. Chairman, in the world of 1997, none of us can do this alone.

I spoke earlier of the range of new actors - not just the MDBs, and the UN System, but

foundations, the private sector, civil society and of course governments. Only through

partnership among these groups will we be able to tackle the enormous challenges we

face.

Many of those partnerships are already beginning to take root and grow: Public-private

partnerships to combat riverblindness; Bank/UN partnerships to tackle the enormous
problem of AIDS, government-Bank partnerships to build African capacity.

Through partnerships built on each of our comparative advantages we can all begin to

leverage our efforts. And let me stress that at the Bank we are prepared to lead, or follow

or be in the middle. To put our name on it, or to be anonymous. The important thing is to
get the job done.

But in order to get the job done we need to make sure that in everything we do we are

geared to development effectiveness. If we are going to get support and stay in business,
we better make sure that what we are doing is useful, sustainable and effective.

You may say that's obvious. But the fact is that most of the development institutions in
the world haven't operated on the basis of development effectiveness - partly because it's
very hard to judge effectiveness. What does it mean to make an effective program for

children in school? Is a statistic that we get more girls to come to school for 2 or 3 years

an adequate measure of our effectiveness in girls education? Clearly it isn't.

You can go into rural areas and improve crop yields by planting seeds farther apart and

getting corn that is twice as high. But it's not success if you can't store it, if you can't get

it to market, or if you have a monopolistic system of pricing.

As we enter the 21 t century all of us, at the Bank, in the UN system, in governments and

in NGOs have to address the issue of what is effectiveness in the development business.

We all talk about poverty reduction and sustainability, but if we are really to make a
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difference for the 4.7 billion people - who will be 8 billion in 30 years time -we need to
make sure that we can actually deliver results on the ground in a meaningful way.

And that means more than raising GDP per capita, Mr. Chairman. It means improving
quality of life in all its dimensions. It means bringing people into society who, to all
intents and purposes, have never been allowed to live there before. And it means doing
these things not simply as a means of maximizing output, but as ends in themselves.

Mr. Chairman, let me conclude where I started - with people.

Two months ago, I was visiting Brazil and I went into one of the favelas for two or three
hours. I went to the top of the favela where we have a community project putting in
water, and sewerage. And the reception I got was enormous. And as I walked around
people kept coming up to me with little pieces of paper in their hand showing that they
could spend and pay the 8 cruzeiros a month that was necessary for their water and for
their sewerage.

And I watched this until one of my Brazilian friends said, what they're showing you is not
that they've got credit, it's that this is the first time in their lives that they've had a piece of
paper which recognizes their existence. This is the first time they've had their name on an
official notice with an address. This is the first time that they're in society.

It took not a long time to sink in but I tell you when I came down the mountain I
recognized that the task that we're engaged in is a truly remarkable task. I'm very proud
to have been in that favela and I'm very proud to be working in favelas and farms and
villages around the world.

10



(j~

-4

C-,

C)
D
(5



05/28/1997 16:40 617-439-5447 WORLD TIMES PAGE 02

Money Matters InstituteDinner
in Honor of

James D. Wolfensohn, President, The World Bank

Institutg Memtbers
Gregory F. Ahern, Senior Vice President, State Street Corporation, Boston
Peter Aldrich, Chairman, AEW International, Boston
Thomas Cochran, President, MBIA & Associates International Consulting, Armonk
Richard Frank, Managing Director, The World Bank Group, Washington, DC
Roderick Gow, Chairman, Amrop International, New York
Inge Kaul, Director, Office of Development Studies,UNDP, New York
Samer Khanachet, President, United Gulf Management, Boston
Edward Madden, Vice Chairman, Fidelity Management Trust, Boston
Khalid Shams, Deputy Managing Director, Grameen Bank, Dhaka

Guests
Caroline Anstey, Assistant to the President, The World Bank, Washington DC
Jose Antonio Diaz, Managing Director, Banco Santander Investment, New York
Mary Ellen Barton, London
Robert Beckwitt, Vice President, Asset Management Division, Goldman Sachs &

Co., New York
Jan Beta-Bohrer, New York
Richard Butler, Ambassador, Australian Mission to the United Nations, New York
Barbara Evans Butler, New York
William Chui, Director, Hong Kong Trade Development Council, New York
Linda Descano, Vice President, Environmental Affairs, Salomon Brothers
Debra Descloux, Vice President, MBIA Insurance Corporation, Armonk
Hani Findakly, CEO, Potomac-Babson Associates, New York
John Fogarty, New York
Judy Grayson, Counsellor, The World Bank, New York
Hannah Grove, Director of Marketing, World Times Inc., Boston
Alfredo Jefferson, Deputy Chief, Regional Bureau for Latin America & the

Caribbean, UNDP, New York
Richard Jolly, Special Advisor the the Administrator, UNDP, New York
Alan Kaufman, Partner, Jones, Day, Reavis & Pogue, New York
James Kavanagh, New York
Ranjana Kumar, Senior Vice President, Bank of India, New York
John Langmore, Director, Social Policy and Development, UNDP, New York
Axel Leblois, Chairman, World Times, Inc., Boston
Michael Maguire, Managing Director, MBIA-AMBAC International, Armonk
Mark Malloch Brown, Vice President, External Affairs, The World Bank,

Washington, DC
Senator Jose Luis Medina, State of Nayarit, Tepic
Mrs Jose Luis Medina, Tepic
Frank Mirkow, Manager, Emerging Markets Division, Arthur Andersen,

Washington DC
Thomas Mullins, Director, Harvard Islamic Finance Information Program,

Cambridge
Michel Perez, Senior Vice President, First National Bank of Chicago, New York
Barbara Samuels, President, Samuels & Associates, New York
Alfredo Sfeir-Younia, Special Representative to the United Nations, The World

Bank, New York
Crocker Snow, Jr., President & Editor in Chief, World Times Inc., Boston



05/28/1997 16:40 617-439-5447 WORLD TIMES PAGE 03

James Gustave Speth, Administrator, United Nations Development Programme,
New York

Mahbub U Haq, President, Human Development Center, Islamabad
James Walsh, Managing Director & COO, Societe Generale Securities Corporation,

New York
Anders WijkmanAssistant Administrator & Director Bureau for Policy and

Programme Support, UNDP, New York
Elaine Wolfensohn, Washington, DC
Sara Wolfensohn, New York
Fernando Zumbado, Director, Regional Bureau for Latin America and the

Caribbean, UNDP, New York



0

C -
0



@5/28/1997 16:40 617-439-5447 WORLD TIMES PAGE 04

I oMONEY MATTERS INSTITUTE

"to inspire a continuing dialogue among leaders offinancial services, international
institutions and policy makers in developing countries to foster the most realistic role

Institute for private capital in the financing of genuine sustainable development, and to generate
the requisite supporting data about the emerging economies to facilitate this role"

The need for fresh, constructive dialogue between sources of private capital and policy
makers in developing countries was central to a World Times International Inquiry in
Copenhagen, March 1995.

Entitled "Money Matters: Financing Social Development in the 21st Century," the Inquiry
took place in the aftermath of the collapse of the Mexican peso and subsequent dislocations for
Mexicans and money managers alike. The meeting revolved around bridging the gap between
the fiduciary imperatives of private investments and the growing appetite for private develop-
ment in financing emerging economies. Seventy-five public officials from the UN system and
developing countries as well as senior executives in private financial firms participated and
encouraged the continuation of the initiative.

Thus, the Money Matters Institute was established to provide a forum for an exchange of
experience and innovative thinking regarding sustainable economic development. The Money
Matters Working Committee has determined the following to be priorities for the Institute:

* Yearly Symposium - An annual Money Matters International Inquiry on the most time-
ly and topical aspects of the subject, organized by World Tunes in association with the
LJNDP.

* Best Practice - Inventory of the most effective policy steps taken by central banks, stock
Exchanges and/or individual countries to attract and retain international private capi-
tal.

* Regional/Country Seminars - Periodic seminars focusing on regionally significant
dimensions of cross-border money flows.

* Advanced Research - Expanding and refining the variables in the World Times Wealth
of Nations Triangle Index, including data from the most reliable public and private
sources and regression analysis to determine the relative importance of each of the vari-
ables used.

The Money Matters Institute is administered by World Times, Inc. The Institute is support-
ed by three-year grants from its underwriting members to meet the goals of the Working
Committee, which is comprised of senior individuals from the supporting organizations listed
above and which sets the Institute's agenda and priorities. Institute members are entitled to
participate and invite guests to all Institute-related events, advanced access to data and infor-
mation generated by the Institute, and participation on the Working Committee.

Moiomy MAriErs INSTinrT MEMA&s:
AEW International - Amrop international - Banque Nationale de Paris - Fidelity Investments - Kuwait Investment Projects Company, K-S.C.
MBIA & Associates--inteiational Consultin' State Street Corporation * United Nations Development Frogramms - The World Bank Group

Wopu-p TMaS, 210 WortL oAo CAmmTR, DSToN, MASSAcmnseTrs 022) 0 USA Tu 617-439-5400 FAx: 617-439-5415



Institute

"To inspire a continuing dialogue

among leaders of financial services,

international institutions and policy

makers in developing countries to foster

the most realistic role for private

capital in the financing of genuine

sustainable development."

A dinner honoring
James D. Wolfensohn



Money Matters Institute Members
AEW International
Amrop International
Banque Nationale de Paris
Fidelity Investments
Kuwait Investment Projects Company, K.S.C.
MBIA & Associates-International Consulting
State Street Corporation
United Nations Development Programme
The World Bank Group

The Money Matters Institute
was established in 1996 concurrent with an ongoing World
Times International Inquiry series entitled, "Money Matters:
Financing Social Development in the 21st Century." The
Institute is administered by World Times, Inc. and is sup-
ported by three-year grants from its underwriting members
to meet the goals of a Working Committee comprised of
senior individuals from the members of the Institute.

World Times
publishes TheWorldPaper, a monthly international affairs
publication distributed in twenty-four countries and five
languages presenting local views on global issues, and
conceptualizes and organizes conferences on key global
themes around the world.
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MONEY MATTERS INSTITUTE

"to inspire dialogue among leaders of financial services,
international institutions and policy makers in developing countries

to foster the most realistic role for private capital in financing
sustainable development"

In association with:

AEW International

Amrop International

Banque Nationale de Paris

Fidelity Investments

Kuwait Investment Projects Company K.S.C.

MBIA & Associates-International Consulting

State Street Corporation

United Nations Development Programme

The World Bank Group



Background

The need for fresh, constructive dialogue between sources of private capital
and policy makers in developing countries was identified during a World
Times International Inquiry in Copenhagen in March of 1995.

The Inquiry took place in the aftermath of the collapse of the Mexican peso
and subsequent dislocations for Mexicans and money managers alike.
Entitled "Money Matters: Financing Social Development in the 21st Century",
the Inquiry, organized by World Times, was sponsored by State Street
Corporation and Fidelity Investments in association with the United Nations
Development Programme.

The two-day session revolved around bridging the gap between the fiduciary
imperatives of private investments and the growing appetite for private
development in financing emerging economies. Seventy-five senior
executives in private financial firms and public officials from the UN system
and developing countries participated, and encouraged continuation of the
initiative.

In a post-Inquiry letter to the President of the World Bank, James
Wolfensohn, Marshall Carter, Chairman of State Street Corporation, stated:

"The basic issue is whether global pension funds, totaling US $7
trillion and global mutual fund assets of US $4.3 trillion, can assist in
growing developing economies through financially sound
investments. What has to be done within the developing economies
to attract these investments, and what are the expectations vis-a-vis
return, stability, securities structures, social and economic
development of the "pooled asset" and investment management
industry? These are the key questions we are addressing -- I think we
can find answers."



Working Committee

The Institute engages different and distinct interest groups in the evolving
dynamic of money flows from capital sources to developing countries.

Capital
Sources Independent

Institutes

International Emerging

C3 Economies

Institutions

Following the Copenhagen conference, a Money Matters working committee
representing these interest groups was formed to build on the initial dialogue.
The committee recommended the establishment of a Money Matters Institute
administered by World Times with the following purpose:

"to inspire a continuing dialogue among leaders of financial services, interna-
tional institutions and policy makers in developing countries to foster the most
realistic role for private capital in the financing of genuine sustainable develop-
ment, and to generate requisite supporting data about the emerging economies to
facilitate this role."

Members of the committee are:

Prince Moulay Hicham Benabdallah El Alaoui, Prince of Morocco, Rabat
The grandson of the late King Mohammed V, Prince Moulay Hicham has pur-
sued business interests inside and outside of Morocco and independent initia-
tives around global humanitarian and social issues.

Peter Aldrich, Chairman and CEO, AEW International, Boston
Founder and Co-Chairman of Aldrich Eastman Waltch, one of the oldest and
largest independent real estate investment advisors in the United States, Mr.
Aldrich is also the founder of the Pension Real Estate Association and a member
and Director of the National Bureau of Economic Research.

(cont'd)



Stephen Callahan, Audit Partner, Arthur Andersen, Boston
A fourteen year veteran of Arthur Andersen, Mr. Callahan has served a wide
range of financial market clients, advising financial institutions that are
establishing trading operations and lecturing on operational and accounting
issues facing asset management companies.

Thomas Cochran, President, MBIA & Associates--International Consulting,
New York. Presently developing legal frameworks, institutional structures
and other tools for fostering sound credit cultures in emerging economies at
MBIA & Associates, Mr. Cochran has previously held positions of Executive
Vice President of the Institute of Public Administration and Senior Vice
President at Lehman Brothers.

Marshall Carter, Chairman and CEO, State Street Corporation, Boston. A
member of the executive committee of CEDEL, the Luxembourg-based
international securities clearing organization, Mr. Carter previously served
with the State Department and the Agency for International Development in
the Sinai Peninsula, Guatemala, Italy, and Mali.

Richard Frank, Managing Director, The World Bank, Washington, DC
Mr. Frank has been with The World Bank since 1970. He held the position of
Division Chief for agricultural project lending, then moved to the IFC as
Director of Finance. In addition to Managing Director, Mr. Frank is also
currently Chairman of the Private Sector Development Group and Chairman
of the Bank's Finance Committee.

Roderick Gow, Chairman, Americas Region, Amrop International, New York
Before joining Amrop in 1995, Mr. Gow held senior management positions
with Russell Reynolds Associates, Inc., GKR Group, and Barclays Bank. Mr.
Gow is also an Associate of the Chartered Institute of Bankers and the Board
Director of the British-American Chamber of Commerce.

Andrew Hilton, Director, Centre for Financial Innovation, London
Founder of the CSFI, an institution devoted to new thinking about the
international finance sector that is sponsored by leading financial institutions,
Mr. Hilton is a former project officer at the World Bank.

Inge Kaul, Director, Office of Development Studies, UNDP, New York
Co-author of the UNDP's Human Development Reports since 1990, Dr. Kaul
has served as a member of the Executive Office of the Under-Secretary
General for International Economic and Social Affairs.

Samer Khanachet, President, United Gulf Management, Boston
Mr. Khanachet is involved in developing and implementing a worldwide
investment strategy for the Kuwait Investments Project Company - the parent
company to the US-based United Gulf Management Inc. with over $800
million in assets.

(cont'd)



Josd Luis Medina, Senator, Mexico City
Member of the Mexican Senate and active in negotiations with the World
Bank and IMF on behalf of the Government of Mexico, Senator Medina is
currently involved in the creation of the new "afores" financial instrument
for pension fund privatization.

Rozali Bin Mohamed Ali, Executive Director, Commerce Asset, Kuala Lumpur
Former assistant-director general at the Institute of Strategic and International
Studies (ISIS) Malaysia, Dr. Rozali has varied experience in both the public
and private sectors, with specific emphasis on public policy analysis.

Sixto Roxas, Chairman, SKR Advisors, Manila
An investment banker in Manila and principal in the firm SKR Managers
devoted to rural development, Mr. Roxas is the former chairman of BanCom
and American Express International. During President Aquino's term, he
served as economic advisor to the government of the Philippines.

Roger Servison, Managing Director and Executive Vice President, Fidelity
Investments, Boston. Having joined Fidelity in 1976, Mr. Servison is
currently responsible for new product and market development as well as
overall corporate strategy and policy. Mr. Servison was previously co-
Founder and Chairman of Tax Man, Inc., and is a graduate of Harvard
Business School.

Crocker Snow, Jr., President & Editor in Chief, World Times, Inc., Boston
Former national and foreign editor for the Boston Globe, Mr. Snow is a vice
president of the International Development Conference, a board member of
the American Institute for Public Service and chairman of the American
International School.

Laurent Treca, Executive Vice President, Banque Nationale Paris, Paris
Director of the emerging markets group in the international division of
Banque Nationale de Paris, Mr. Treca previously was head of operational
management for BANEXI which handles fund management, acquisition
financing, corporate advisory services and mergers and acquisitions. Under
his management BANEXI became the leading French financial advisor.

*Additional members will be added as the Institute evolves.



Activities

A number of Money Matters initiatives have been undertaken at the
recommendation of the Working Committee. These include:

* A regional Money Matters Inquiry in Kuala Lumpur November 28-29,
1995, "Dressing up for Foreign Capital." Sponsored by The Commerce
Group in association with the United Nations Development Programme
(UNDP) and the Institute of Strategic and International Studies.
(Appendix A)

* The Second Annual "Money Matters" International Inquiry in Boston
March 21 and 22, "The Role of Private Finance in Fostering Sustainable
Development." Sponsored by State Street Bank and Trust Company and
Arthur Andersen & Company, in association with the UNDP.
(Appendix B)

* A regional Money Matters Inquiry in Tunis, March 28 and 29, "Persuading
Private Capital to Bank on Small Business." Sponsored by Prince Moulay
Hicham Benabdallah El Alaoui in association with the UNDP and the
Tunisian Institute of Strategic Studies. (Appendix C)

* A third regional conference, "Portfolio Financing: A Cure or a Curse?" in
Santiago, November 7 & 8, in association with the UNDP.

* A fourth regional conference, "Private Capital Accelerating African
Development" in Harare, March 10 & 11 in association with the UNDP.

* The Third Annual "Money Matters" International Inquiry in Tokyo, April
22 & 23, "The Private Sector Cause and Effect on Development Finance."
Sponsored by State Street Corporation and Fidelity Investments, in
association with the UNDP and with media sponsor The Weekly Toyo
Keizai.

* A World Times "Wealth of Nations Triangle Index" was first published in
March, 1996 rating thirty-three emerging economies in combined
economic, social environment and information exchange terms. A total
of seventy-five variables were factored to provide a transparent and
holistic measure of countries for the benefit of portfolio managers in
Western money centers. (Appendix D) The Index is updated every six
months.



Priorities

The Money Matters Working Committee has identified the following
priorities for future attention, and will select the most suitable and realistic to
pursue:

" Yearly Symposium - An annual "Money Matters" International Inquiry
on the most timely and topical aspects of the subject, organized by World
Times in association with the UNDP at an appropriate international
locale.

" Best Practice - Inventory of most effective policy steps taken by Central
Banks, Stock Exchanges and/or individual companies in developing
countries to attract and retain international private capital. A retreat for
Institute members and key finance ministers is planned for September 27
and 28, in Washington DC.

" Advanced Research - Expanding and refining the variables in the "Wealth
of Nations Index," including data from the most reliable private and
public sources and regression analysis to determine the relative
importance of each of the variables utilized.

" Regional/Country Seminars - Periodic seminars focusing on regionally
significant dimensions of cross-border money flows.

* "Money Matters for Private/Public Partnerships" - A volume of collected
essays by Working Committee members, covering sustainable
development, the role of ratings agencies, micro credit, managing private
capital flows and "best practice", co-edited by Inge Kaul and Crocker Snow .

* Web Site - Creation of a home page on the World Wide Web to present
"Money Matters Institute" data, with hyper-links to the web sites of
partner organizations involved in the program.



Money Matters Institute
Member Profiles

AEW International - AEW International sponsors real estate venture capital,
merchant banking and fiduciary service companies in countries outside the
United States and Canada. The company seeks direct investment in emerging
or converting economies and currently has operating companies in Russia,
Mexico and Italy.

Amrop International - A global executive search firm based on the merger of
Lamalie Associates and Amrop International, a partnership of 57 firms in 36
countries, Amrop International's client list includes a number of
international financial institutions.

Banque Nationale de Paris - France's fourth-largest banking organization,
BNP is one of Europe's most active and diversified banks, with operations in
76 countries. BNP has the 11th largest market capitalization in France, as
listed on the Paris Stock Exchange, with total assets last year of 1,509,026
billion FRF (301,805,200 US).

Fidelity Investments - America's leading mutual fund manager and the
country's second largest discount broker, Fidelity manages over $500 billion in
assets for over five million clients. Its discount brokerage firm handles over
3% of the total NYSE trading volume. Fidelity also provides professional
investment management services to individuals and institutions throughout
Europe and Asia.

Kuwait Investment Projects Company K.S.C. (KIPCO) - An investment
holding company traded on the Kuwait Stock Exchange, KIPCO's resources
are concentrated in banking, industry, media, and real estate throughout the
Gulf and the Middle East. KIPCO is supported by service companies in Boston
and London which look after regional investments.

MBIA & Associates--International Consulting - A subsidiary of MBIA Inc.,
MBIA & Associates applies its parent company's vast experience in insuring
infrastructure, asset-backed and other fixed-income securities to assist in
developing legal frameworks and institutional structures to encourage sound
credit cultures in emerging economies for clients ranging from NGOs to
governments to private sector firms.

(cont'd)



State Street Corporation - With over $3.0 trillion in assets under custody and
more than $300 billion in assets under management, State Street is a leading
servicer of institutional investors and manager of financial assets worldwide.
The Bank currently does business in 72 countries and has offices in 14 states
in the United States. State Street was founded in 1792 in Boston and has
approximately 12,500 employees worldwide.

United Nations Development Programme - (UNDP), headquartered in New
York, is the world's largest multilateral source of grant technical assistance.
With an annual budget of $1.5 billion, the UNDP supports sustainable
development initiatives through offices in 124 developing countries.

The World Bank Group - Comprised of five institutions --The International
Bank for Reconstruction and Development, The International Development
Association, The International Finance Corporation, The Multilateral
Investment Guarantee Agency, and The International Center for the
Settlement of Investment Disputes, -- the Group works to promote private
sector led development in emerging economies. It supports private
investment in these economies through a range of financial products and
services.



Mo , -MONEY MATTERS INSTITUTE

"to inspire a continuing dialogue among leaders of financial services, international
institutions and policy makers in developing countries to foster the most realistic role

Institute for private capital in the financing of genuine sustainable development, and to generate
the requisite supporting data about the emerging economies to facilitate this role"

The need for fresh, constructive dialogue between sources of private capital and policy
makers in developing countries was central to a World Times International Inquiry in
Copenhagen, March 1995.

Entitled "Money Matters: Financing Social Development in the 21st Century," the Inquiry
took place in the aftermath of the collapse of the Mexican peso and subsequent dislocations for
Mexicans and money managers alike. The meeting revolved around bridging the gap between
the fiduciary imperatives of private investments and the growing appetite for private develop-
ment in financing emerging economies. Seventy-five public officials from the UN system and
developing countries as well as senior executives in private financial firms participated and
encouraged the continuation of the initiative.

Thus, the Money Matters Institute was established to provide a forum for an exchange of
experience and innovative thinking regarding sustainable economic development. The Money
Matters Working Conunittee has determined the following to be priorities for the Institute:

" Yearly Symposium - An annual Money Matters International Inquiry on the most time-
ly and topical aspects of the subject, organized by World Times in association with the
UNDP.

* Best Practice - Inventory of the most effective policy steps taken by central banks, stock
Exchanges and/or individual countries to attract and retain international private capi-
tal.

" Regional/Country Seminars - Periodic seminars focusing on regionally significant
dimensions of cross-border money flows.

* Advanced Research - Expanding and refining the variables in the World Times Wealth
of Nations Triangle Index, including data from the most reliable public and private
sources and regression analysis to determine the relative importance of each of the vari-
ables used.

The Money Matters Institute is administered by World Times, Inc. The Institute is support-
ed by three-year grants from its underwriting members to meet the goals of the Working
Committee, which is comprised of senior individuals from the supporting organizations listed
above and which sets the Institute's agenda and priorities. Institute members are entitled to
participate and invite guests to all Institute-related events, advanced access to data and infor-
mation generated by the Institute, and participation on the Working Committee.

MONEY MATTERS INSTITUTE MEMBERS:
AEW International - Amrop International - Banque Nationale de Paris - Kuwait Investment Projects Company, K.S.C.

State Street Bank and Trust Company - United Nations Development Programme - The World Bank Group

WORLD TIMs, 210 WORLD TRADE CENTER, BOSTON, MASSACHUSETTS 02210 USA TEL: 617-439-5400 FAX: 617-439-5415



The World Times
Wealth of Nations Index

The Wealth of Nations Index is designed to measure the true health and wealth of 35
emerging economies through a total of 63 variables, equally divided in the economic,
social environment and information exchange categories. A product of World Times
Money Matters Institute, the Index is updated and published every six months.

RANKINGS
Raw scores with rankings in parentheses for each of the three legs of the Index

September 1996

OVERALL ECONOMIC INFORMATION SOCIAL TOTAL
RANK COUNTRY ENVIRONMENT EXCHANGE ENVIRONMENT SCORE

1 Korea 483 (3) 515 (1) 364 (10) 1362

2 Taiwan 515 (1) 465 (3) 379(8) 1359
3 Chile 445 (5) 437 (4) 417(2) 1299

4 Czech Republic 388(6) 411(8) 413(3) 1212
5 Israel 346 (11) 471 (2) 370(9) 1187

6 Malaysia 502(2) 347(13) 302(20) 1151

7 Hungary 293 (21) 414 (6) 401 (5) 1108

8 Argentina 359 (7) 421(5) 325(14) 1105

9 Poland 293 (21) 369 (11) 427(1) 1089

10 Thailand 467(4) 260(21) 292(22) 1019

11 Costa Rica 295 (20) 322 (16) 386 (6) 1003

12 Mexico 316 (15) 379(10) 305(18) 1000
12 Uruguay 229 (32) 414 (6) 357 (11) 1000

14 Brazil 355 (9) 333(14) 305(18) 993

15 Romania 275 (26) 298 (20) 411 (4) 984

16 Russia 270(27) 366(12) 309(16) 945

17 Venezuela 259 (31) 391 (9) 288 (25) 938

18 Panama 288(23) 310(17) 322(15) 920
19 Colombia 308 (16) 301 (19) 301 (21) 910
20 Ukraine 198 (33) 325(15) 339(12) 862

21 Turkey 322(13) 247(23) 290(24) 859
22 South Africa 319(14) 305(18) 227(32) 851
23 Indonesia 356(8) 202(28) 292(22) 850
24 China 353(10) 216(27) 272(27) 841

25 Ecuador 260(30) 249(22) 306(17) 815
26 Tunisia 278 (25) 187(30) 334(13) 799
27 Jordan 270(27) 236(24) 285(26) 791
28 Philippines 305(18) 218(26) 261 (29) 784
29 Peru 307 (17) 233 (25) 229 (31) 769
30 Morocco 301(19) 190(29) 223(33) 714

31 Egypt 286 (24) 161 (32) 262 (28) 709
32 Cuba 158(35) 157(33) 380(7) 695
33 India 324 (12) 148 (34) 219(35) 691
34 Pakistan 261(29) 179(31) 221 (34) 661
35 Vietnam 194 (34) 126(35) 238 (30) 558
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Behind the headlines..
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mentalism and economic the online information
development revolution
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Fresh persfrtives TRIBJUNEMONDIALE.
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concern*

ON rFiECOMTINEM~
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CATscanni ngthe emerging ecenomies

Taking the economic pulse, checking the
body politic and measuring the social

blood pressure are all part of our semi-

annual checkup of the
world's most rapidly

developing countries.
The World Times 2

Wealth of Nations
Index measures

63 variables, divided N O

equally between economic, social and

information exchange factors. The result is

our thermometer for gauging which

economies are hot-and which are not

-- ------.
...... .u m ....... ....

science into an art form- 7 ,.. e.

E irirps noT :Isi g in the apidiy emnering economies of Fast Asia, Latin America and Centnd Eurqpe has moved Ch 4 ( 4 4)37 10
fnlm aflid to afashion dig the short sp an of the 1990s. Attracted by the booming stock marketof Poland or defrated by4C c R be 36 (7) 4 ()4 220
arsting bubbe in o ,money inLond"m and New York, in Tokyo and Boston ar inerasingjy cutting 443
their pfsin teeth on tie ttnd pitfalk of investing in the "emerging ma rkets" nvestmnt advisies IO,4 the *'054 2352 1329 2 *189
mgte ping s Symposa in money centers address the rih diet of isk and rward Liketho "parachute

altsofestey ,y g and yuppportlo managers i ig the globe scoingoinvestmentportu-
nities in the higlways of eiOUl and A gnd the byways ofLakre and Lusaa. The WolddPaper asked one ranking M()
member of this influential breed to cast a criti cat andflciary eye on the special appeal of investing in emerging -oad035 (1 33 (1) 40 1 19
economiesand the diferent, sometimestechnicatsignasfrsccess. x4

ByAHerbertD.Btank vestormore opportunityto spread risk. ents are inherently risky, curiously 1 s (1
EING MARKETS for the in- Thepotentialforhigh retrnsis they ofersone securityfromtherisk

vestor are somewhat akin to amplydemonstratedby the fact that cx- associated with fiull dependence onin- -4Bau031 (2 43 (4 0 1) 10
Madonna for the voyeur-lots of acdy half of the 30 International Fi- vestments in devoped markets. From 2)
glamorulots of danger and very nance Corporation Global (IFCG) the evidence,thereisrelativelylow cor-
hard to ignore. Hardly a workday country indices returned more in relation between market trends in the 2)(
passesinmoney ana ntcen- 1996-as calculatedin US dollars- rich, western world and those in the

ters that doesn't feature some new an- than the 23 percent recorded by the emerging economies. So a portfolio 4
gde on the need for investors to diversi- Standard & Poors 500 Index of US manager can usefully gain risk diversi-

er maets. companies. This list includes Argenti- fication by some covering bets on mar-
At furst blush, this can seei some- na,Brazil, China, the Czech Republic, kets in Fast Asia, latin America and

A gyptndia, Malaysia,MoroccoNige- Central Europe.
- stieking solly with the ra, Poland, Portugal, Tiwan, Turkey, This attractionis inreaedbythe fact
US market have done Venezuelaand Zibabwe.Remarkably, that, dring the past 10 years, the devel-

~jst fae,thank you,over all this was in ayear that the US return opedmuarketslikcGermanyCanada,the 25 -o a 1 1) 22 2) 21 (3 3
the past 15 years. With was more than double its post-World UKandJapan have become increasing-
US asset management War II norm of about 11 percent. ly correlated with the US market, and

downtoascience, Furthermore, with each other. "A C2
whytsketheriskof ginamarket the magideof T s)

ke Zimbabwewher v tanaly- returns attainable t true of the coun-
sisseemsmoreakintoarareartfonr? in some emergig tries within the Q _q

Therereeverai dearandcogeinrea- markets daf uoenCm 1Mrco1 35 (1 8 3) 20 (1 2

sonswhy: thatavailableinde- munity. By con- 024
* The potential for higher returns veloped markets. oo trat, orea, 4

than mostrieveloped market o r Although Swe-.4
Low correlationwithth patternof den's 38 percent i U iiR ISXI India,andlbtkey / 5 - 433) 12- () 2)

returnsindevekpedma&etsalowi in- topped all returns - u have been nega- . /.

fordr-etOped ar-1rively errelated
las in 1996, 11 with the US mar-

The Wealth of Nations Triangle d Is emergin m t over the past
pubishedtwice ayarln Mach and hep- did better. More- VReya4

teibe. Based on a wide variety of pub- over, seven of these returned at least 65 So a compelling case can be madeI
wshed andognalsources, ItIS prepared percentwiththetopdhreebeing Hungsy forinvestinginemerpng s.Along II, MR&-

by Wiford Welch, director of global re- (99percent),Venemnela(14opercent)and with requisite and almost religious . 1 W.
search, and ss Jin Chen. Then- Russia (164 percent). words ofWcaution. Investment managers e
dml s a product of The Woddimies Mon- But the very identity and geography have no illusions about achieving de-
ey Matters Institute, whose goal Is to of the top performers also underscores sirable return and ik prof ile character- ,-u ,,.,,.

"fstr the most realistic role for private the potential risks inherent in emerging istics as simply as they can by investing 4~
capta i fianin sutanaledevelop- market investments, and why simply fo- in the US. It is, for instance, not very

ment Underwriters of the Institute are cusing on financial data can be danger- meaningful to telaninvestnientmanag- sww n.

Amrop ineaIna, AEW ntmtonal, ous. In 1995, *hile the S&P 500 re- er that the Rnssianmarketrose 164per- e
Banque Ntionale de Pars, Fidelity In- tured a sparklingS4percentinvestors centastyearifitisnextt for
vestments, Kuwait Investment Projects in Hungary and Venezuela China lost him or her to invest there. wn e
Co., State Street Bank and Trust Compa- more than 25 percent.M

p Pro Soallthat glitersisnotgoldor,ifit ing marketsgivenew meaning totheas-
and The Wod Bank Group is,itmay be debaed by cheaper metals. set manager's understanding of "duetwm.

Still, if developing country invest- 6 s T A 2 alastywirX
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Investing overseas a matter of fu _E

t e eart aswest I onasswea e <asash adaor withotarnt. D ilgeeathe heart agen L e etwo
By Vicky Skarpe well-connected totecurrentpoica

C0OitOATION ~WALKING away .leadership-the cletand on our part- a sh ke

from business? And proud of it? ners.AD seemed well when we met widh
Odd as it sonnds, that is the di- the relevant ministers, heads of utilities, .isl et
rection Ontario Hydro Tnterna- financiahinstitutions andecreditagni. 2 2 2

tional Inc. ha. taken inx reent Financing, however, was tight. Then,
, successully marying es-out of dhe hlue, a ew investor arrived 4 4

erations in away that screens out shadypae@idctdta hywr eun.Ntnauaplce
prects.Thnh insrstpdakngus

How~ in a bottom-line industry, did adhcoueaeoeitteuue

the international inarketing and invest-Evtalywdicvrdttcean 7 7 7

wtscandnonmenric getid- funo nto a fre cofpan , otebair

--volved with indexes of hoped to use this project to mobilize the
- - corruption and sustain- money. We were hack to the drawing

able- development? It boardinourseanxhfor"dleanfuinds,"and 2 e F hbas s"nc
~ ~~was,mn fct, avery bui- infacthavemovedtoadifferentprqjectin rn <

nessiikedecision,drivenbyaneedtocre- that country.OHIl barely avoided being
ate astrong, disiive ideitty inanin- caught mna political storm, and has lost 12 is 17

cresiglyrode~copeitvemrkt.precious marketing dollars. But it could >

whavtepbraee nworse.He 24g2wo24 ble udgge*

i 19 thU tthequsinanddidavoidtheproblem. 14i"n1

ed Nation's 1992 Rio Earth Summitkind of exposur'e? One is toset astrate- pormn gae
trg ntteacrprt akfregy thatlkeeps you out of countiies rated a - -*n

chrgdwthncrpra Sufanaleashiglycorrupt.Easiersaidthandone; ~-
EnryDvlpet(E~rnilsnoniatter who compiles the listit is de- 41 1 8 2

into OntariofHydro's business practices pressinglylong.Besides,trying to equate 2 2 s
in a ay tat bth etrenhed heseval-ratings to reality does not always follow

ues and improved profitability. For the a logical path, something illustrated by i 4 1 E e

f6rsttme,energye~iciencyand environ- the faict that economic growth-and x~

mental work became distinct product hence opportunities-are often highest2 2 24 sete a a nlt h
and service lines. - i ~m some ofthe more corriupt cruntres.

Examining the sustainability of A *#elokn plait, but What abmit these at the buttom? Some coprtos Ausefulsourceis The Transparency
ar. starting to Incorporate sooWa and ethical data Into their planning process Itrational Corruption Perceptionin-

dexI99%itratedNewZealandasthe
OHIPsprojects-or theworkitwaspur- ing a company Code of Ethics has be- least corrupt with a score of 9.43 and2 i 4 s

thatmangin eyn thnalng the proesi ofa flshion recently.In then assessed at least one of everyone's 244 s 2

HHUIV

-sues. Data and variables tahd ng hepcesofOHil developing its own favorite emerging markets at less than 5.~
mamt n er been absent from corporate documents code, wih the assistance of the Hminan Jordan scored 4.89, Hungary 4.86,. A5 2 r9 1

*""" se~i~s bad to be dug up,put in proper context Rights Research arid Education Centre S8pain 4.31, Argentina 3.41, Indoniesia 2 2 2
les Me magaaada Eea an actedupon.at the Universty ofOtawa,weexamined 2.65, China 2.43 and, bringiig up the 2--3.se 2

Aaatrlfhotofthia exercise, those of many copne. The lesson rear, Nigeria with 0.09. (Incidentally -'- ~ -~~t

I

s,"" ". * * CEC NOAT'nomtoissimplynota iale.AI- weoflendoistoalterowrsalestavticsto as 2 a
twaannt usia tar & Contnuedfro page lmost by deflnition,investora have anin- reduce our exposure.In China, our ac- t i 3 2

Anessa roer. **'"**complete foundation on which to base tivities have been franght with difficul- 2 2 27 2

/ , ""diligence." The economic and politi- their decisions. ties. So rather than seeking investments ~.
age ** , cal conditions of Central Europe, not PA Liquidity. Many emerging markets inlarge generation projects we have "re- s 2 2 3

cas tee ~~~~to spa of the much poorer landu of have little liquidity This is true even for tired" to lower profile services work, of uandre m nen nbr

Bootthe Indian Subcontinent or sub-Saha- issues withrelatively large market capital- the type being administered and funded
PQMran Africa, require a special commnit- nzations. Shares are outstanding,butsizn- by bilateral or multilateral agencies. In

an xaemmemerit of time and attention to spot op- ply not available to outside investors, or this manner we stayinthe market, do not

THE NTIONportunity and minimise risk. A variety are available onily at steep premiums. It's enter into negotiations with local clients and human rights practices than if it is the time of our decision, poor circum-

n o ws of special considerations, some techni- not an even playing fild. and essentially work for a Canadian- delivering consulting services as a sub- stances. Similar1y, we will not work in

cal, some common sense, apply to this * Misleading indexes. The potential based development agency contractor.A simple exampleis allowing Myanmar-the extent of the repression

Ssa kind of investing: for great gains in an emerging market is Acting ethically does not boil down the staff working for you on a construc- of that regime does not allow us to posi-
SAccounting and disclosure treat- nearly always characterised by refer- to whether you take bribes or not. Dlur- tion project to meet freely there even if tively influence anything.

ments.Eveninmanydevelopedmarkets, encing the returusposted onalocalmar- ingprject selectioneachelementiscon- the local laws do notrecognize this right. Theseare some of our experiences. It
accounting standards and disclosure re- ket index. But, as the former British sidered from a variety of perspectives Another example would be OHII's is a little early to say whether we have

-- quirements are not nearly as exacting as Prime Minister Benjanin Disraeli once whichinay addup toaremuding"n&." decision not to participate in the Three quantifiable improvements in dollar

s 13"**those in the U35. _____--.---- observed, "There Indeed, one aspect alone may be a "deal Gorges Project in China. The company terms, but the new approach certainly
man-T-- Mny o theare three kinds of breaker"Many of the latter are associ*t opted out of this massive hydroelectric provides a competitive edge.0

nmaam emrgin maretslies: lies, damned ed with tedhnical and commercial risk- project on the upper Yaingtze River be-

e Mriapos reainligt-yarslies and statistics," the conventional variables for risk as- cause we would not have been able to VicKY SArwPEi IVic-PRizsmMcr,

ana uona awafromnyun- . and there are sessment-but it can be issues such as change the fact that many Chinese re- ENERGY MANAGEMENT FOR ONTARIO
formstadars o trmendous in- employee safety. Recently we filed a "no quired resettlement under what was, at HYDao ITmwATIONA..

StA sn oadisclosurerequire- P3W o n sis te nci es bid"ona pn~ect based onKarachi,Pak-
meets. among these local istan for this reason.

s Curencyindexes. Few things are black and white-it is
t e o ^ stabllityIt'salmost The bottom struglingthroughthegraythatkeepsus

s s a truism that asta- line is that many of on our toes.AkeyelementinOHl's ap-
Sn ble currency is a the returns boasted proach to screening projects, and of _ _ _ _ _ _ _ _

me new ,anma a""" very important component,mn some cas- by emerging market indices cannot be greater significance during implementa-
.. ase. aag es the dominant component,ofaforeign achieved byinvestinent managers due to tion, is the concept of"proportionalty." Aw BOOK STORE

R Wot C~mm stock's return. Currency swings in the vagaries and limitations of local Do youwork in acountry whose gener-
-oe -eerg-ing markets can be especially pro- stodunarkets, thus rendering those sta- alhumanrightsrecordispoor,butwhere OECD Economic Outlook, Dec. 1996
s -37 'es ara v- nouncedandsudden.Moreover,incoun- tistics meaningless. you can eflect some improvement with- oEC'sasesyn of ecn ctrends andI policies for 1996 and its economic

A t "" DEAE tries such as Russia, there can be wide A Reguiatory environment. Typically in the scope of your project? Or do you frmOCpblctos
camma Granaase" a edisparities even between individual do- emerging economy investors do riot get just stay away? rjconfr197ad99.bs-slrfrmECpbictns

"T d " ~- mestic hanksmireported exchange rates. nearly the regulatoryprotection that they If a company is funding a project, or #106 255 PP. US$35.00 ($&.lO)

M~rimM Aultat 'Custody and settlement. Histor- receive in the US and other developed is its operations and maintenance con-
A ically, custody and settlement issues markets. Investors can also be subjected tractor, it has considerably more influ-

have been among the most uncertain to unexpected fees, stamp duties and ence over suchimatters as environmental Emerging Stock Market Factbook 1996
en- e-' e factors facing emerging market in- withholding taxes. Publirlhed by the World Bank, the volume profiles more than 60 markets. ipter-

4""'f"" ~vestors. With little if any electronic fi- Asset managers of the domestic or - preting their basic economic and stock niarket characteisics. Apdisinclde

nance, trades and corporate transac- international variety are subject to a , g ga directory of emerging stock exchanges around the world, summaries of lavest-
Marc Greer Ao dtions have often taken indeterminate range of input-economic and emo- merit restrictions and tax issues facing foreign investors.

lengths of time to settle. tional-in performing their profession ,oacoo~ se 102 300 pp. US$100.00 ($10.00)
c- 4 Also,when settlements are handled and fulfilling their charge. Those with HuelD~t~N~fAl~t&

-M-

in the old-fashioned, paper heay a taste for emerging markets are push- ~
physical fashion, securities are often ing the envelope .*China in the 21st Century: Long-Tr Global
misplaced and corporate transactions Ultimately, it is market perfor- Ca andi te tonad yace te task of integating the huge
cannot he processed i a timely way. mance that is ctical. But to predictt
Problems of this kind are still preva- and profit from it requires empathy

lent in markets such as Russia, hut in and creative energy along with tradi- (exweaDsC ED priblication examines the prospects for the Chinese economy to 201Q/292Q

~<. emerging markets overall there has tional analytical skills-and perhaps * "'*and looks at the implications for OECD countries and China's neighbors.
Sbeen significant improvement in the more than a little serendipity. Other- Wm e * #103 114) pp. US$14.00 ($&.0#)

-last two years. wise, the triple-digit-like retiqrns of the -- -- - - - -

s, * *- Data availability and consisten- business page headlines carn turn out _________________sa

cy. Money managers of all-stripes like to be just like the Venus DeMilo- I pisurea saege Iwcomny
to compare current data on a particu- lovely to look at, but serving no praC- gg misyf~rMeBook ll)_____ Cost___
lar financial issue to historical data for tical purpose.@ ____ ____ rtdseiern $ na

welcnnct e o dwcoroe Current Psolitical

that issue and aggregate data fr that

a c -market. HExuEr D. BwAKixs A DIlIECTOR AT IDC5ordwde B ..koo s workP ToetlAmouot $_____
In many emerging markets,hbowev- THE INvESTMENT FIRM OF DEurscuE W__________________W

er, such historical and "perspective" MoANw GRENFELLIN Nzw Yoirx.



MARCH: 1997 THEWORLDPP 3

Gimba onnm ispermaln tO uneguad# gow* ubMrsit

o.is it time to reakte money ans

By David Korten erates the breakdown of the planet's life-support sys-

braced policies leading to growth that isjobless petition between rich and poor for the resource base
EM E tIED o OY T owI "cUs on the quant ty t is- akwe gee o a aial e o srtdi h

(creates unemployment), ruthless (benefits only that remains.
the rich to the exclusion ofthe poor),voiceless
(suppresses democratic expression), rootless An amalgam of gold and greed

(destroys links to community and culture) and future- A typical consequence of this competitionis illus-

less(destroys the planetary life support system).So says trated by the case of the Igorot people of Benguet
the Human Dcvelopment Refort 1996, the United Na- Province in the Philippines reported by Robin Broad
tions Deveopment ProgranM e's annual effort since and John Cavanagh in Plundering Paradise. For years
1990 to measure the quality of life. By implication, the Igorot engaged iniall scale mining of the rich gold
growth that is desirable would create adequately com- veins found on their ancestral lands. Their lands are
pensated employment, benefit the poor, strengthen de- now dominated by huge open-pit mines operated by the
mocratic expression and the links ofpeople to coimu- Benguet Corporation owned in approximately equal
nity andcuture,and maintain environmental health.. shares by wealthy Filipinos, the Philippine government

The reporthowever,failed to and US investors. Dozens of bulldozers, cranes and
-note anessentialpoint: the kinds trucks cut deep gashes into the mountain, stripping
of growth it fids harmful are a away the trees andtopsoiland dumping enormous piles
direct consequence of the eco- of rocky waste into the riverbeds. With their soils and
nomic policy framework being water sources depleted, the indigenous people in the

advocated to the world's governments by most official area can no longer grow rice and bananas and have to
aid agencies. go to the other side of the mountain for drinking water

This framework is known among insiders as "the and to bathe. The cyanide used by the Benguet Corpo-
Washington consensus"because the Washington-based ration to separate the gold from the rock poisons the1l-
World Bank and International Monetary Fund, a num- cal streams, kills cattle that drink from the streams and
ber ofconservative think tanks and centers of corporate reduces rice yields of people in the lowlands who use
interest within the United States government are among the water for imgation. When-the tailings and cyanide
its most articulate and powerful proponents. I would empty into the oceans they kill the coral reefs and de-
summarize the framework as follows: stroy the fishing industry on which thousands of coastal

*Economic growth is the measure of human progress people depend.-
and the key to universal prosperity and happiness. The company reaps handsome profits. The local

eMarket liberalization and economic globaliza- people bear the costs. Economists applaud the com-
tion-deregulating markets, privatizing public assets, pany's contribution to national economic output and
scaling back government, reducing taxes on investors export earnings. And the winners in the global econ-
and integrating local and national economies into a omy are able to buy their gold trinkets at a more at-
seamless globaleconomy--are the preferred pathways tractive price. This is a dramatic case of the rich and

to growth. powerful privatizing economic gains, while passing the
However, the disparities resulting from this ap- costs onto weaker elements of the society. It is a pat-

proach are becoming so extreme that even corporations tern being repeated around the world countless times.
themselves are beginning to take notice.Klaus Schwab While it is often argued that growth is essential to
and Claude Smadja ofthe World Economic Forum,an ending poverty, in truth economic growth is predomi-
association ofthe world's 1,000 largest corporations, nantly an elitist agenda. The
have pointed out that globalization"tend to delink the economic interests of the
f (te of the corporation from the fate of its employees" poor center not on growth,
and leads to "winner take-all situations" in which but rather on such things as a ^

"those who come outon top winbig,and theloserslose secure place to live, an ade-
even bigggr," *~ for th~ m ,uate diet, basi education

Unfortunately frteebr of the World Ec- and health care, decentcloth- , ., .

consensus to correct the disruption identified by its within the community. Ad-
leaders .The framework sets the wrong goal-undiffer- justing economic priorities to
entiated growth in economic output-and advocates the meet these needs may or may
wrong means-an unregulated global market. not increase growth-de-

pending on national circum-\
Three cheers for irore police stances. In any event, the

The monetary indicators of economic production needs, not mindless aggre- "
by which we measure growth make no distinction be- gate economic growth,
tween the beneficial and the harmful. Producing arms should define the goal. The Livng In Cuba, America on our minds
for sale to poor countries or to children increases eco- unmet needs of those with lit-
nomic output. Expanded use of cigarettes and alcohol tdemoney are oflittle interest,
directly increases economic output. Indirectly it in- however, to the dominant
creases the demand for health services. Crime and ter- players in the economic sys--- -
rorism result in increased expenditures for security tem created by the policies preferred by the Washing-
alarms and guards, police, lawyers, courts and prisons, ton consensus.Fie
The food produced and consumed by a subsistence- Arguing that the market is the most economically ef- Assailed by the US for its socialist policies,FielCastro's regime has
farming family isn't counted as economic output be- ficient, democratic and accountable of human institu-
cause iris not sold. But if the family is forced off its land tions, the Washington consensus is quite explicit in its earned the loyalty of Cuba's people by committing resources to basic
to make way for production of export crops by a foreign view that decision-making power should be vested pre-

agribuinefrm, it is recorded as an increase in eco- dominantly;if not excluively, in the insttutionsof an ned -o dhat aded at n rterta te rstutrad
nomic output and a plus for society. unregulated market. Local markets comprised'of small

In short, what is good for the economy may or may local buyers and sellers of reasonably equal economic markets demanded by the global economy. German photographer Ulrike
not be good for people--these's no guarantee. power are indeed likely to be reasonably efficient, de- dcds

Part of the problem is our failure to take into ac- mocratic and accountable to local needs and prefer. Welsch, whose association with The WoridPaper spans two dcds
count the limits to human uses of the earth's ecosys- ences. With strong leadership from the US government,..
tem. The continued press for economic growth accel- A MRONEY CHAINS PAGE 4 recently visited the island nation. She was struck by the broad consensus

S . .>.....~ .that economic growth should come on Cuba's terms and serve Cuba's
~. . .needs first, a consensus that is holding in a time of great shortages. Her

. ~photos reflect the kind of 'focused growth' society advocated by David
Korten-and rebutted on the following page by Ruben Mendez

With the loss of the preferential trade with the Soviet Union sadlier this decade, Cubans have been forced to live
with strict rationing. During this "Special Period," every person has a ration book that entitles them each month
to a kilogram of chicken or meat, 2 kg of fish, 15 kg of vegetables, 15 kg of root vegetables or bananas, 14 ounces
of coffee, 10 eggs, 3 kg of sugar, 500 grams of beans, 500 g of salt, 250 g of oil, 250 g of soap-a deeply covet-
ed commodity-and 4 packets of cigarettes. Despite the readily apparent effects of America's long-tandlng trade
embargo, Americans are admitted to the numereus food queues without any rancor
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Foedder ftir aem Bro? The Congresslonal act, which allows US buslnessusto sue frgncompa-
nIes using her exproprlated property in Cuba, probably doesn't extend to these vIntage US cars. But
It ha frwwr vu'ragod SiUbaUns, Whoeoii appear mn cartwen frm on wals and ilod th<Vh
out the country. Car owners, meanwhile, keep restordng theIr vehicles In defiance of age and me-

chncllaws. Soate are makdng handsome profits .xpqrtng for the 'vIntage' car market. Those who

EGR T CWNSdOn't possess ono of these pro-Fidel Castro souvenirs make the most of whatever wheels ar avaIlable

Continued from page 3
est. The World Bank's report, Global Economic sources toward production that meets the needs of their

what the Washington consensus is creating, however, Prospects and the Developiing Countries 1996 illus- own people. Rather than pressing Northerngovernments

through the structural adjustment programs and trade trates the point, to open up their markets to import even more of the

agreements such as NAFTA, is a borderless global "mar- The report's central concern is with assessing the South's wealth, Southern countries will need to reduce

ket" economy dominated by mega-corporations whose "progress" of developing countries toward integrating their dependence on exports and foreign investment and

only concern is for the kinds of growth that maximize themselves into the global economy. It measures eco- exert their own right to decide when and with whom they
short-term profits. nomic integration by the ratios of trade and foreign di- will engage in foreign trade and investment relationships.

rect investment to gross domestic product. This is tan- This means implementing properly managed systems of
Howbig is too big? tamount to saying that economic progress for import tariffs and quotas and placing clear limits on

Today, the concept of market competition is being turned developing countries consists of transferring ever more- prospective foreign investors.
on its head as mega-corporations meld themselves into a of their economies to foreign control. Accordingly, the The Washington consensus would call this protec-

seamless web of central control through mergers, acqui- policies the report classifies as "good" include those tionisni. If it is protectionist to favor local firms and

sitonsandstrtegc alince aied t lpgg man t serve to accelerate the transfer of the country's workers who py local taxes, live by local rules, respect '
tbycoinpetitron amog thmev o iulxease wgt ta private foreign capital through tax breaks and and nurture telocal culture and eco systems, compete

refitmargis, thynaesdence teekolog andet- leegulaion.fairly in localmarkets and contribute to cmuiyie

sbturcng to shed millions ofjobs and ps'dw wages. S e 'theiiso b 4t
Facing agrwn employment erisis,ppe and conunu- Sb t___________
nities are pressed into a life-and-death stuge to he If our concern is to increase the equitable and sos- DAviD KonrTE ni 1tESIDENT OF THE PEOPLE -~

"globally competitive," or to outdo others in winning the tainable output and consumption of those goods and ser- CmiNRE DEvEzp~icu r FoaUi AND AUTHOR 01'

favor of the central corporate planners who determine vices essential to a good quality of life foralipeople then When Corposrations Rule the World.
who will he given the jobs that labor-saving technologies our goals must be defined accordingly.
have not yet eliminated. . Southern countries, which, since colonial times, have

By prodding each nation and community to become been forced to subsidize Northern consumption, will
more globally competitive, the Washington consensus need to reclaim their economic sovereignty by restruc-

aligns solidly in this struggle with the corporate inter- turing their economies to apply their labor and re-

No, people in 'paradise' want riches too

By Ruben Mendez proceeded most rapidly, and not a de- vestors, is highly romanticized andI SYMPATHIZE with David Korten's dine as Korten claims. Anecdotes can patently false. Life for the Igorots has
views on the Washington consensus, be used to claim that foreign invest- been far from idyllic. hideed, even ek-
but not his denigration of economic ment is damaging to the environment ing out a living has required the labori'-er xetsa nls

growth. To condemn this goal would and income distribution. But the ous terracing of the steep slopes of their
be a tragedy for the Third World, record shows that during the post- land locked mountain habitat to growLng geTan gad
where it is far from being reached. colonmalperiod,foreign investment has food-a taskthat has been compared to Ts rprto o h
There are 90 countries comprising 4.8 the building of the Pyramids. Not men- C S O F O I M T
billion people where per capita in- tioned is the fact that the bulk of the
comes average less than US$1,590 a gold once found on Igorot lands hadan Ohe s ntatet
year; of these, more than half are coon- been mined long ago by Spanish and n m wa m
tries where 3.2 bIllion people earn an American colonizers, leaving little to
average of $380 per year. Many of these post independence Filipinos. The fact
countries, especially in Africa, have is that today's Igorots, like many other PrprtnfrUnvstyndB in s
shrinking economies or report no "first peoples," are now more con- Shrpato n E orn verxa t and Professa
growth. Korten offers proposals for hal- cerned with jobs and growing out of ScolEtac xmsadPoesoa
ancing growth with social and envi- poverty thanwith preserving their eco- CertIfication and Uicenslng.
ronmental concerns. But in the end, the nomic and cultural past.
less developed countries will remain -Korten's proposal to delink Third Eng"is Language Porm o

mired in poverty unless we increase the ' World economies from the global itrainlSuet n rfsinl

size of the economic pie. Economic mainstream would be a reactionary W Uni.ersiy Admissions Cnutn
growth may not be a sufllcient,butit is retrogression to an age and philoso- WWW~kaplan..Com/IntI
a necessary, condition for human phy of autarky, which has failed with Located In over 150 centers In the USA Fax: 01-212-957-1854
prqgress,certainlyin thelower-income ,disastrous results. Korten alsone
countrtes. EuofrIondly, but we'dI rather have Jobs glects a crucial point: The Washing-

Generation after generation of Cas- ton consensus' paradigm ofglobaliza-
sandran have warned of the dire conse- promoted development by expanding tion calls for unregulated markets and

quences of growth. But their predic- the nuniber ofjohs, increasing foreign flows of capital and other financial re- ~K pa' ore o a astiI ~.~lgtp~pgau
tionshave not materialized. The earth's exchange for importing capital and sources, but conveniently leaves out PI aeSn nomto nKpa' ore o .it.tdi etneaalnso-s
"carrying capacity," asJoel Cohen has consumer goods, diversifying labor, the mobility of which is an es- O GRE

note inHowMany People Can the economies and building industries sential part of the free-market modeL'AE
noted in Howti dynamic of com- It is easy for Northern do-gooders It calls for dismantling international fiGA

plex factors, including technology, the to champion the cause of indigenous trade barriers, investment regulations -
physical and biological environments, and other "native" peoples, for they are and foreign exchange controls, but ________________
institutions, levels and styles of living, too few in numbers to be a real threat says nothing about immigration re- O SAT/ACT
and preferences and values, to the North. But the indigenous cause strictions. As with the "first peoples," I cm STmE ZIP CINCLEX

Science and technohogyinstitution- can he used to undermine the Third it is easy to show bravado on eye- * ex O CGFNS

al structures and serendipity have World. Unhiappily, Korten and others catching but non threatening issues * i TOEIC

changed the equation time and again, can go overboard or spread iniscon- and ignore the fundamental ones, En~m 0E~ TOEFL Plus Academic Englishj
creating new frontiers and higher stan- ceptions on the subject.This is the case which are too discomforting for most TO RECEIVE YOUR mmaTEILs, sEin Tmis CoUPon To 0 USMLE Steps :land 2
dardsofliving,*hichare a prerequisite in his account of the Igorots of the Northerners. 0ALNEUAioA ET~ USMLE Step 3
to the wider range of pptions advocat- Philippines. His vignette of an Igorot 0TRAiNLA~ssosDPRMN UniversIty Admissions
ed by the Human Develop ment Report. gold-producing "paradise" with its RUnn MENDEz, A.PiiLnPPINE . IS alnlscn oN
This has been demionstrated by an in- "ancestral" lands suffering from ex- NATflONL, IS THE AUTHOR oFJ iniena jg ItAPIU dats epit mOnthl.

0U*SAM tut itat forpA*4an Olts progow Mams.

crease in employment, among other ploitation by wealthy Filipinos, the tionalPublicFinale:4 New
things,inareaswhereglobalizationhas Philippine government and US in- PerspectiveonGLobal Relaions. m r - - - - - - - - - - - - - - - - - J
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mercosur utSout Americans in the

holiday sirit
A whiff of optimism surrounds Mercosur,
the common market established by Brazil,
Argentina, Uruguay and Paraguay in 1994.
The nationalism that hobbled earlier free
trade efforts in Latin America has, so far,
been absent-and North America, Asia and
Europe are taking note

By Carlos Castilho ity of Mercosul's citizens is access to
HEN THE Southern Cone imported goods and cheap holidays
Common Market (Mercosul in abroad. In a poll conducted last No-

Spanish speakers) was created Porto Alegre, only 7 percent of the re-
in 1991, the conventional wis- spondents expressed any concern
dom was that the new associa- about Mercosul's impact on their jobs

tion wouldn't survive the tensions gen- and lifestyles.
erated by the next soccer REPORTING Among businessmen,
match between Brazil and y ---- diplomats and government
Argentina. officials in all four countries

To many Argentineans, the expectations are
Brazilians are macacos (mon- grander. Integration is a
keys). To Brazilians, their Spanish- mantrareitedduringallregionalmeet-
speaking neighbors to the south are ci- ingsthough the meaningofthismantra
carachos (cockroaches). But these are still shows some national diffirences-
considered almost polite descriptionsin Uruguay and Paraguay, MercosuPs

A the normally wild atmosphere at soccer smaller members, want a faster pace
matches, where fans of both teams tra- while Brazil and Argentina are opting
ditionallybehave as if theywere party to for a more cautious pattern.

iBa life-or-death struggle. In an average week, newspapers re-
Mercosul, however, has survived portanaverageof20Mercosulmeetings

X T*these violent sac- of busssmJN"C cer passions and, and diplomnats.Despite woes' wFe s IN4beaeae A F unn Evnd therd

is de ering the goods Americans.
For the residents U)ltowadi, r=g311
of Bral Argenti. labor actions and

By Sergio Sarmiento na,BUrugua and cmmnar x-
HE NorTH AwamucAN Free Trade Paraeauy, the first cises.
Agreement (NAFTA) started in visible sign was J The key to un-
1994 under a cloud of controver- the opening of derstanding the
sy,itsbirthgreetedbyaviolenthn- fast-track line at S0 A m IphRWU most significant
dian rebellion in the Mexican the main airports changes wrought
southern state of Chiapas. for Mercosul citi- 73 by Mercosul can

Far to the south, another regional be summed up in
free trade bloc experienced no such V Nowaftertwoyearsofeconomic co- one word: trade. The cross-border
birth pains. The four members of Mer- linked. The available existence,fBrazilians and Argentineans flow of goods and services between its
cosur are, however, watching Mexico facts, however, all point to an entirely still raise eyebrows when they met at members increased fourfold be-
carefullyjfearful thatits economic prob- different conclusion, stadiums, but are both proud of their tweenl994 and 1996. Encouraged by
lems are linked to NAFTA and that It is now clear that the Mexican eco- memberthip in Mercosul and prone this growth, multinational corpora-
similar trouble will haunt their union. nonic crisis was provoked by errors of to forgettheirnastynicknames. Last tions started looking south again,

In a world where free-trade REPORTN economc and monetary man- year the Buenos Aires government pouring approximately US$40 billion
is becoming increasingly com- - ---- agement. NAFTA is not officially apologized when a local into Mercosul countries in the past
mon, NAFTA was-and is- ~ h among those errors. In fact, newspaper referred to Chileans as two years.
unique because it links an un- NAFTA prevented a greater macacos in a sports headline. Ap- Big car manufacturers led the
derdeveloped country, fall of the Mexican economy proximately 400,000 Argentineans, scramble for position in a regional
Mexico, with two major industrialized and has been a major factor in its vail. Uruguayans and Paraguayans spent consumer market that is home to 190
economies, those of Canada and the prompt rebound. In the the 1996 summer holiday season at million people. US-based General
US. Economists throughout Latin Overall trade between Mexico and autumn of H... ' -E BAHAMAS Brazilianbeaches. Motors is racing to set up a networkof
America questioned Mexico's deci- the US jumped 63 percent, from last year, I Overall, people believe Mercosul assembly plants in Argentina and the
sion, warning that the weakest partner, US$89.6 billion in 1993, the year be- had the oppor- Do. will evolve into a Latin American ver- southern part of Brazil that will pro-
Mexico,wouldbe dominatedby its two fore NAFTA, to $146 billion in 1996. tunity to talk with EE sion of the European Union, ac- duce trucks, tractors, utility vans and
stronger neighbors to the north. Mexico was the main beneficiary, as its Julio Maria Sanguinetti, cording to a recent opinion family cars. Ford, Volkswagen, Fiat,

In spite of these fears, many coun- exports to the US increased 84.2 per- president of Uruguay, dur- GUAEMALA poll in Uruguay. On a Renault, Peugeot, Chrysler, Toyota,
tries in Latin America asserted their cent from $43.1 billion to $79.4 bil- ing a state visit to Mexico. ELSALVADOR A -, day-to-day level, Audi, Volvo and even the Czech Re-
right to join NAFTA. Chile was be- lion. To some extent this was a come- Elected in late 1994, he wasn't PANAMA however, what public's Skoda also have their sights
lieved to be next in line, although it is quence of the Mexican peso the president who promoted Merco- V E matters for set on Mercosul. All told, car mau-
still waiting. Others, although they devaluation of late 1994, but the ex- sur. In fact, his political rival, Luis Al- the ma- facturers will invest $10 billion in the
haven't abandoned hope of joining pansion started earlier, with the incep- berto Lacalle, negotiated the deal. But COLOMBIA jor- four member-countries by the turn of
NAFTA, decided tojoin Mercosur. tion of NAFTA. still, Sanguinetti was optimistic about c oun- the century.

Like NAFTA, Mercosur (or Merco- the agreement. "The whole world is try from Pharmaceutical and petrochemical
sul) links countries of disparate sizes. moving toward freer trade," he said to errors of industries are making their first moves.
Brazil and Argentina are the two giants IncI l IS me. "Our countries cannot be an ex- economic But it is in the transport sector where
of South America, while Uruguay and ception." manage- the economic stakes are highest now.
Paraguay are two of the continent's The big challenge for Uruguay, which ment, such Civil engineering contracts worth
smaller countries. But unlike NAFTA, has the most developed and expensive as the ones $10 billion are being competed for by
these four South American countries i II ilIV OH S "social security systemin Latin America, M e x i C oPERU at least nine international consortia.
have roughly the same level of devel is to rerain cmpetitive inafree trade made earlier this The 35 kilometer bridge across the
opment. In this sense, Mercosur is a if environment. Uruguayans do not want decade. So farthereGOLIIA La Plata river, the 2,000 kilometer wa-
more traditional regional free-trade theirextensive social supportsystemdis- has been no "sucking terway linking the Parana and
agreement than NAFTA. Tlade between Canadaand Mexico, mantled for the sake of free trade. sound" of jobs being Paraguay rivers, the Bolivia-Argenti-

This is of little comfort to the pea- albeit starting from a lower base, also In this sense, Canada is Uruguay's lost by any of the three na-Brazil gas pipeline and the up-
ple in the Mercosur countries. The rea- rose significantly over the first three counterpart in NAFTA. Canada has a signatories of NAFTA, grading of the 4,000 kilometer-long
son for their concern is the economic years of NAFTA, from $2.7 billion to far more extensive and expensive social as former US presiden- CHILE MercosulIHighway(from So Paulo to
crisis thateruptedinMexico at the end $3.8 billion-a 40 percentjump. security system than either Mexico or tial candidate Ross Per- Buenos Aires) are thejewels in the in-
of 1994, the very year NAFTAbecame Mercosur officially came into being the US. The main reservation most ot warned. What did frastructure crown.
effective. That crisis later rippled onJanuary 1, 1995, 10 days after the Canadians have about NAFTA is the happen is a major in- At the start of this decade, Brazil,
through most of Latin America, creat- Mexican devaluation detonated the same as Uruguayans' have about Mer- crease in overall trade Argentina, Paraguay and Uruguaywere
ing what became known as the "Tequi- Tequila Effect. As a consequence, both cosur-they don't want to sacrifice with a win-win end re- considered losers in the economic race
Ia Eflect." Brazil and Argentina suffered major their privileges for the sake of an ab- sult. towards progress and wealth. Five

Opponents of free-trade in Mexico economic sethacks in 1995 and early stract idea such as free trade. This is what the Mer- years later, the German corporation
and in the rest of Latin America have 1990,and UruguayandParaguaywere Still, everyone agrees that an ex- cosur countries should , Siemens ranks the four Mercosul coun-
argued that this crisis was a conse- pulled down by them. As is usually the pansion in trade generates jobs and rightfully expect in the 0 MwCosur tries-plus Chile and Bolivia-as the
quence of NAFTA. The short time-lag case whenever a country suffers an eco- jobs create prosperity. And prosperity next few years.0 . new Latin Tigers.
between the agreement and the col- nomic crisis, foreign products and free is what allows countries to keep exten- The German company may have
lapse of the Mexican economy led trade attracted plenty of blame. sive-and expensive-social services. SERGIG SARMMENTo IS A overestimated the reality, but it is bet-
many outside the fiancialworld to be- By late 1996,however, amore sober If the NAFTA experience is any SYNDIcATED NEWSPAPER ting on Mercosul's future. The region-
lieve the argument that the two were view ofMercosur was beginning to pre- guide, free trade does not insulate any coLUMNIsT IN MExIcO CITY. 4 HOLDAY P"T A 6
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An end to choas

Asian tig ers lookat
erCosur- and see,

f00 on he tale
ByM.G.G.Pillai itasanysuccessfuldiplomatic mission nent,thenaneffortwillberdadetosteer

oum ~ ~~A 1i1 ~~ri~Ae ica t ought to be, was selftserving. But he ititoards another MerCosur country.
the average ctize of the Associ- did such a tremendousjob that, despite Buta swallow does not make a summer.
ation of South East Asian Na- obvious jealousies of his South Amer- The mental baggage of the past still in-

tions(ASEAN), is a terribly un- icancolleagues,hewasinstrumentalin trude into each region's viewxoftheoth-
stable place: riots, e getting them togetherinto an er-Malaysianbusinesspeople traveling
guerrillas holding am- -------------- informal group and sold toArgentinaandBrazilforthefirsttime

bassadors hostage and FR~M Mercosur to Malaysians. were taken by surprise at the level ofin-
countries that go to war Because ofits own history, dustriization they encountered.
over soccer match results. ASEAN looks at the internal ASEAN's residual wariness stems
All in all, a good region to keep away squabbles of Mercosur-such as they from a desire to make sure Mercosur
from. are-withequanimity.ASEANafterall, can and willworksmoothly.Where,for

The region south ofthe Rio Grande was formed amidst unresolved disputes instance, does Chile fit into the equa-
and north of Tierra del Fuego was one between Indonesia on the one hand and ton? Arguably South America's most
large,unexplored,unknowncontinent. - dynamic economy, Chile has been
AS late as the md-1 970s, only Thai- Wairting both Mercosur and The Amazing Orace the passnthat mak see gams bo n Brail ad Agna w el afr
land, Indonesia and the Philippines North American Free Trade Agree- surfaced In Mercour, the free trade agfrneant lkng them with Uruguay andpA y
had diplomatic missions in any of the ment, better known as Nafta.
continent's countries. It figured pe- = W W WW W 1 There are also problems to be HOLIDAY SPIRIT shape their citizens'hopes and expec- crossroads in world politics. The US,
ripherally in the education system. ironed outat the Asian end. The South Continuedfrom page 5 tations. NAFTA's leading member, and the Eu-

Today, this is changing rapidly. * f MOM " Asian link was to have been SAARC- In spite ofsuchworrying drawbacks, ropean Union are silently struggling for
South America has come back into fo- the South Asian Association for Re- al trade boom was reflectedin a 20 per- the group of four nations has attracted influence over this mtrade bloc.

cus for ASEAN. Bilateralvisits have be- 3 gional Cooperation-but it has been cent increase in the global economic the attention of Chile and Bolivia. Both The Europeans recently signed a key
come the norm. The press pays more hampered by bilateraj dissension and activity in the Southern Cone block countries have applied for partial mem- agreement with Mercosr4 rs to
attention to events there, often backing *fears.Neither India nor Pakistanwilllet from1991 to1995,fivepoints above the bership as apreliminary step towards fll mprove notonl e,btpoliticaand
it with political and economic features. the other represent its interests in the Latin Americanaverage rate, according integration. MercosuPs aspirations are cultural relations as well.

Five years ago,a businessman planning 1I dialogue, something inevitable in a ro- to the Inter American Development also boostedhyon-going talkswithPeru, America, meanwhile,is trying toby-
a visit could spend literally days trying' tational leadership system; both insist Bank(IDB).Today the globalGross Na- Ecuador; Colombia and Venezuela. pass Mercosu'sacievements through
to find out the best way to travel; now 1 1 1 8 they separately represented. tonal Product Of Mercosul countries is These countries, ._an ambitious idea
there are direct flights by ASEAN air- What bodes well for the future rela- reaching $800 billion ayear. together with Bo- containedin former

lines. Ofi tionship between ASEAN and Merco- But there is another side of the livia, stitched to- * als, president George
What caused this change? One fac- sur is the fact that relations all along coi the huge imbalances among the gether an Andean Bush's Initiative for

torihedevelopmentofMercosur,the Malaysia and Singapore on the other. have been based on trade. Political re- Mercosul partners. Brazil's popula- Common Market 1S t. Ely the Americas: an

Southern Cone Common Market com- During that period Singapore hanged lations between the two groups of tion is 3.6 times bigger than all other inthe 1970s,butits . . Alaska to Patagonia

prising of Brazil, Argentina, Paraguay two Indonesian marines for an explo- Southern Hemisphere countries are at countries combined. The collective impact has been tIN free trade zone,
and Uruguay, as a credible force. An- sion outside a bank in 1967. worst neutral, as one would expect be, gross national product (GNP) of Ar- modest. . known asAmenca's

other is Malaysia's prime minister, Indeed, Malaysia's former foreign tween regions separated by a few thou- gentina, Paraguay and Uruguayisoly By the end of fle "i V 1 li5 Free Trade Al-

Dato' Seri Mahathir Mohamed, who minister, Tan Sri Ghazali Shafie, be- sands miles of ocean. one third the size of Brazil's GNP. Ar- 1997, if the talks

not onlyvisited almost every country in lieves that a certain amount of friction A start has been made. Mercosur is gentineans, however, earn twice the between Mercosul Tigers no longer
LatinAierica but eneotagedthe set- is healthy. "It is good t q seen by ASEAN as a conscious politi- per capita income of Brazil and four countries and their * . shake a the knees

tg 4ofjAint ventures and gffered res surface, for out y come cal effort by its members to have a life times what the average Paraguayan Andean neighbors ""- when Washington
ASEAN countries-'especially an understanding strengthen outside the United States economic makes. succeed, allformer grols, TheylTiow

hy" the regiown's stoppIng ff [Mercasur", umbrella in whatis touted as the Pacif There are also other hurdles. Mer- Spanish and Portuguese colonies in that, regardless Of their g Avernilit

pointfor trade with Asia. On changenotedbyASEANdiplo- ic century. To achieve that goal, itmust cosul is the only existing free trade South America will be integrated for positionAmerican corporations won't

Simultaneously, the Argentinean mats and businessmen duringineetings forge links along the Pacific Rim-and blockin the world exclusively founded the first time inhistory, and the region's pass up the opportunity afforded by
ambassador to Malaysia, Eduardo Al- with their South American counter- it is here ASEAN can be usefal.O by-and comprised of-developingna- population of nearly 320 million will be the newly open Mercosul markets.O

berto Sadous, went on a diplomatic parts is a new willingness to share the tions. Its four members are newcomers only 50 million smaller than that of the

sales mission. He started by selling his wealth. There is frequently an under- M.G.G. PLLAI IS A KUAA LUmpua- to the democratic system, and the North American Free Trade Agree- CAItroS CASTILRO IS A WorldPaper

own country, then pushed Mercosur standing that if a particular country, for ASED JOUtNALIST SPECIALIZING is memories of hyperinflation and polit- ment (NAFTA) members. ASSOCIATE EITOR FOR LATIN

and other links with his region. Part of whatever reason, cannot get an invest- ECONOMIC AND POLUTICAL ISSUES., cal turmoil are still strong enough to Mercosul is is already at a strategic AMEincA.
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otedb overnmentsevere,
ere lation runs wild and free

If the road to hell is truly paved with good intentions, then deregulation may have one of the paving contracts. Privatization's dowdy
partner has been present and partying in countries ranging from Argentina to Japan-with mixed results. The presumption that
deregulated industries will use their freedom to pursue cheaper, better, more efficient means of doing business has frequently been
found wanting. Post-deregulation industries are all-too-capable of less service for higher prices while migrating into fields they have
little or no expertise in

By Brad Durham banking sector's total assets. Fradpr Ic "
N RUSSIA c6msnALt s don't have to Much of this had debt is concen-
rob banks, they just start them," trated in one area-the business sec-
goes the refrain ofmany bitter Rus- tor. Bad loans represent more than 20 A rgentnes
sians who believe that the powerful percent of the total loans outstanding
banking sector operates in an en- to Russian companiesand nearly halftiray lawless environment. of all outstanding debts have been
White a generous helping of enivy postponed at least once. For RussianY

drives s stereotype of champagne- banks, the conclusion is obvious:
swilling, cherubic bankers, for the there are far more profitable places for \
most part it is correct. The assassina- them to put their money than Russia's

tion otank presidents industrial giantswhiich are trapped in at m ore gasis ucha eguarevent a spirat oftionpayment, unable to pay
in Russia that it's clear back either suppliers or creditors
a whole set of unwrit- since they aren't being paid by their
ten rules govern this in- customers. And,ifyou are going to put

dustry and its swashbuckling partici- money into business, buy it first so By Zollan Mikoes
pants. The few formal regulations you call the shots. e ANG BANG! Tux sound was
imposed by parliament or the Russian Consequently, the loan portfolio of too harsh even to come from one
Central Bank are clearly secondary. Russia's top 10 banks-responsible of the frequent car crashes that

Ironically, these oficial regulations for the lion's share of corporate take place in front of my house.
are beginning to loans-amounts The Avenida delLibertador,one
rem in the un- . to less th one-the busiest avenues in Buenos
conventional, tfi third of their as- Aires, was suffering from its usual
"'frmnge" banks sets. The ratio is rush-hourfeverbut there was nothing
that dot Russia's far less if all of out oftheordinary. Still, the strange
financial land- Russia's banks bang 40k r d indag
scape and feed are considered, Th glatincthe foow-+ los iuageoflaw- includ;g nany Ln.onnM oeya-l o
lessness. The~ > he iriall, 1y- . a eihe odicvrta e
country'. major - by-night opera- b onrwstknoe yb~o
banks, which tions with a tiny era and construction workers.In due
through lobbying capital base that course, a big in-
and finaia4 are set up solely Dstiuatlou ukuown: thd by fro, .arketorwadtrs assumee resposble b s that thrivo --- flated plastic
clout really are to invest in Rus- Oi compatjtive m Thte reaflty l and Mthur nsw to "aptiliN i luch different tiger-the mas-
beyond regulation, are moving-un- sia's high-yield T(reasury)-bill mar- cot of Esso-ap-
conventionally-into the traditional ket. tor were disintegrating-and from quirements, tighter licensing stan- too vulnerable tl a downturn in the peared on the
ields of fnancing and assisting the This situation has actually had a cheap centralized loans. dards, ended centralized credits to market as they increase their equity roofof yet another new gas station,

business sector. positive effect on many of Russia's AlU bankers had to do to hit paydirt baks and has been attempting to re- holdings and suggest that Rusa Yes, "yet another."In the last fw
savvier companies who,without much was to invest their rubles in dollars duce T-bill yields, mainly to cut the needs a Glass-Steagall Act, intro- years, the number of gas stations

Leadlingby ownership hope of raising development capital at and wait for hyperinflation and a government's costs of borrowing. The duced in the US after the 1929 stock has grown by around 20 percent.
Banks like Menatep Bank, Onex- home, have buffed up their balance rapidly devalued ruble to work their pinch has touched off a couple ofliq- market crash to restrict the participa- Existing facilities get facelift so of-

inbank, Stolichny Savings Bank, sheets and staged roadshows in Lon- magic. uidity crises, forcing many smaller and tion of banks in the equity market. ten the everyday landscape changes
Most Bank and the Alfa Group now don and New York where they are tap- .several large banks under-or into re- But others such as Boris Jordan, a every week.
control such major Russian enter- ping international capital markets InflaIuonaryhangover organization-because they did not us citizen who opened CS First Afterdecadesoffar-reachingstate
prise f as the oil holding companies through private equity placements, But the rules of the game quickly have enough ready cash to meet their Boston's profitable Moscow office and control,such competition is relative-
Yukos and Sidanco, the world's syndicated bak loans and corporate changed. Russia got its fiscal house in obligations. launched the rapidly growing ly new to the Argentines-at least in
largest nickel producer Narilsk Nick- Eurobonds. ' order, reducing inflation from more Russian Central Bank officials to- Moscow-based investment bank, Re- this sector of the economy. It started
el,and many others.Russian fiancier The current plight of the banks, than 1,000 percent a month to the day wear smug naissance Capi- in 1991 when President Carlos Men-
Boris Berezovsky, who has parlayed amongst whom an estimated third to current level of under 2 percent and expressions as tal,believes these em's government, strongly commit-
his influence into a position on the a half will either go belly-up orbe con- introducing a trading band for the - they announce lban-led consor- ted to liberalization and privatiza-
country's national security council, solidated into larger banks in the next ble that caused it to appreciate against the latest tallies of tius represent a tion, decided to deregulate the
said recently that bank licenses that necessary phase country's oil market.
the contry'sAsix have been re- in the restructur- "Before, the principle was self-
largest banks voked. More than ing and financing sufficiency," says Daniel G. Monta-
control 50 pr- 200icenseswere r e pof many of Rus- mat, the head of the oil consultancy
cent of the econ- jerked last year hsi's ailing enter- Montamat & Associates. "The gov-
omy on top of 315 in pises over the erhment created an executive arm to

Ifyou lookbe- next 5-10 years. implement this policy: YPF, Ar-
yond these gi But in reality, T ae. Jordan likens this gentina's 10 percent state-owned
ants, however, ', toe at in stage of develop- petroleum monopoly. There were
Russi's banking the regulator's d p ment to the US at some other players allowed in Mx-
sector has been net are small fry. the turn of the ploration. But production, refining
in a state of near Russia's top century when the and distribution were strictly regu-
collapse for sev- marriage of in- lated. The few producers which got
eral years. But ent story. They d dustrialmonopo- licenses beside YPF,were forced to
there is no real represent the tdlies and large sell their oil to the monopoly at of-
consensus onecx- country's most Junk merchant banks ficial prices. Though Shell and

powerful lobby- like J.P. Morgan Exxon also operated gas stations,
lapse means in a rng group and were the prime prices had to be the same every-counltry withsuc conr ihhave been suc- ngthmeorge.Aked engine of growth. where in the country.".

hi "After the US Deregulation opened up all the
banks, no regula- legislatorspriva- financial indus- segments of the market-now anydons steering tiz rimfiiltions tteering I A &d trial groups were company can participate. Govern-
banks away from and presidential broken up," said ment price control was abolished,
the stock and The flames keep AdiRussians have come to find that burning conimdst flags was the easy advisors tinto Jordan, "on their along with import duties and export
government se- part of d g ting their centralized economy clearingapath for x . backs emerged taxes on oil and derivative products.
curities markets banks to both re- one of the most Exploration blocks (i.e. promising
and, consequently, little activity that few years, owes much to the regula- the dollar. This sent the banks scurry- structure and transparent and fields), once the exclusive domain of
can be characterized as the lending tion-free environment in which Rus- ing in search of profits into the gov- control top Russ- h $4 liquid equity YPF, were made available to anyand savings variety associated with sias banks were allowed to take root. ernent securities market, where ian companies- markets in the bidder. As the last step of the
traditional banking. Most Russian banks cut their teeth triple-digit yields also offired windfall in much the same . world where any- process, YPF itself was streamlined

Unlike inmost countries,including as currency traders during the easy- gains, and into corporate lending. vein that Ger- body in the and then, in July 1993, privatized.
the major emerging markets, the Russ- money period of hyperinflation from Since the bankers had learned little many's industry country, with the "Today,it depends only on your eco-
ian banking sector is largely detached about 1990 to 1994. Because of lax about evaluating risk, assessing cred- giants are cod- right idea, can nomic considerations, when and
from the real economy.So a collapsing capital requirements and liberal legis- itworthiness and performing due dili- dIed by a powerful banking sector raise capital and develop a successful where you build a gas station," says
banking sector would not necessarily lation, virtually anybody with a blue gence, they got burned.
drag the economy down with it, ac- suit andsome petty cash could open a At the same time the Russian Cen- Eqity hinge in that direction, u t it will take No wner th i a Ow ffgh
cording to Mikhail Dmitriev, a Russ- bank and begin accepting deposits. tral Bank, sensing a real opportunity No regulations prevent Russian time."@ for market share. Shortly after its
ian banking analyst with the Carnegie The banks were fueled by non-inter- to restructure the banking sector by banks from their current acquisition opening, the Esso station near our
Endowment. fliitriev says that bad est-bearing deposits from former thinning its ranks, decided it was time binge, which has led to the creation of Bitw DuursAM IS THE EDNTOR or home got a metal pedestal displaying
loans t clients are not likely to trigger state-owned companies-since many to implement some sorely needed reg- hundreds of financial industrial Rusia PortfoiioA US-5AED NEwS- a bright red sedan. Customers were
a crisis in the Russiai economy since of the specialized banks that were ulations. Since late 1995 it has intro- groups (FIGs). Some observers are LETTER FOcUSING ON RUSS-i invitedby wide banners flying in the
they amount to only 1 percent of the used to support a single industrial sec- duced increasingly strict reserve re- concerned that Russia's top banks are sIcUirrs. :LE5s U) PAGE S



creased dramatically.In 1989 the num- Contirnue4from page 7 Once the two price levels hadi

J er of applications was only 794. But in reached equilibrium, it was reason-

.P.1990 the numberjumped to 1,667,and wind: "Win one of the 50 Renaults able to expect that the compitIn

5 ~ they climbed to 2,206 in 1995. we draw!" unleashed in January 1991 would

Prci r repiagoenetow P oly' cae in hoig voite: prices d(wthu ptaxes,r igherl tanby . ow n ~ riy bl nket the telephone market. For long-distance "At Shell, the prize is not a car. It's a in many countries.
calls, three new entrants-DDI, Japan Land Rover." "Oil is a commodity which cane

Telecom and Teleway Japan-started Isn't this a car-owners paradise? sold or bought any time in the i

By NozomuNakaoka ternationalcompetitivenesaofJapan,and This is an improvement; at the regulate- providing service. Charges of long-die- Won't petroleum companies rush to national market but, of course, pri

UIHEN TrnE meter is running in will eventually reduce living standards if ry high tide,there were more than 11,400 tance telephone calls declined steep1y. do anything to attract more cue- depend on the actual conditio

f5 Tokyo, foreign businesspeo- it is not checked. governing the society, but corporate ex- KDD, whichlhad a monopoly on inter- tomers and keep them happy? says Montamnat. "In the case of Ar-

pie squeal in pain, Aided and Prime Minister Ryutaro Hashimoto ecutives still want the ministries to relax national telephone calle,was also broken Well, nearly. They give you all you gentmna, transportation and logisdc
abetted by government regula- said atthe Liberal Democratic Party con- about 1,800 of the current regulations. with new-comers. While consumers still can imagine-but at a higher price. difficulties allow vendors to charJJtors, the city's taxi drivers take ference in March, 1996, that, "compa- The present coalition government complain ofhighrates,they are enjoying Despite competition, gasoline more. Deregulation has been soWvil
full advantage of their artificial nies are now choosing the countries led by the Liberal Democratic Party the fruits of competition. Charges have prices have been increasing steadily. Now it ou t

monopolyitoargsome othe' hget where they operate.ltieurgent for Japan (LDP~peeneaplan for deregulation fallen alinost every year. Whichever station drivers choose,toe -

prices in the developed world. to change a high cost structure. Other- as part of their agenda for lastyear's elec- These gains, however, have failed to they now have to pay over US$1 for
'Thxi fares are one ex- wise Japan will loose its attractiveness tion. After the election, Hashimoto un- increase the pace of deregulation-in a liter of premium gasoline, a sharp

N--ample ofJapan's notori- and business opportuniities,and the con- veiled a plan, called "Japan's Big Bang," part because there are so many people increase on the pre-deregulation

- ouspssionforrglaig cernaboutidustal~hulowing-out"- to liberate the financial market by the~ trumpeting its real or imagined draw- prices. This price might be greeted

industry-4heMinistryof' the fleeing of industries to cheaper labor yearof200l.Inaddition,Minister ofFi- hacks. The LIP is based on vested in- with cries ofjoy in France, but it is

Transportation dictates akesleaving behind only corporate nance Hiroshi Miteuzuka also an- terest groupe, most of which are against steep compared to most of South
faresandotherbusinesepractices for taxi headquarters-will become a reality" nounced the government's plan to con- any drastic chaiiges. Farmers, construc- America and three times US rates.

companies and, until recently, did not At the same time international pres- solidate the number of ministries and tion companies and small-to-medium With its 1994 oil produc-
allow any price competition. among siaed companies, all of whom are vul- tion of approximately $8
them. nerable to competition and tabbed as million cubic meters,4

But soineof the squealshavereached losers in the international marketplace, Argentina lags far
official ears.Because ofthe criticism from are the LDP's main constituencies. behind Saudi

cosmrabouthightaxifares,theniin- Even the Social Democratic Party, Arabia

istry baa cautiously started to relax its which is amember of the coalition gov- (464 lowed by in-

regulations. Recently a taxi company emrnent, ine dependent on government mil- ternatienalization."
named MK Taxi,which once fought the workers'unmons,which also oppose cut- lie n ). There is one exception to this gen-
local transportation authority in Kyoto igtegv-et nodrt rt Still,in the eral tendency. Diesel fuel, thanks tO a

for the right to charge lower fares, an- their metubers joba.Even the capitalists same year, generous tax cut aimed at helping the
nounced thatit has lowered its prices in idon't seem all that keen-there is little /the fuel/energy agriculture, now costs about $41.45

Tokyo. But its service is go limited that, doubt that a "Big Bang" in the financial /portion of its for- per liter, 3$ percent less than three

for the time being it is a matter of hick market will bakut some of the weak- eign trade balance years ago.
whether or not you flag down one of the elsefcinakadeurts msshowed a $1 billion Unfortunately,I cannot feel happy

company's taxis. Abrart' ghae:Japan's consensus on santnrty ahead tfcosts makes and many workers will lose theirjobs. surplus. By 1994, the about this reduction, and not just be-

This sinallshiftispartofapattern that the deregulatlon ofanutrt such as th. financial snctsr a fdheigprosp~ct AnopinionpollreleasedineadlyFeb- share of fuel/energy in the total ex- cause I do not have a diesel car. The

has made deregulatonabusswordinthe rmary indicates that 51 percent of the re- ports of the country had growrr to measure derailed a successful envi-

Japanese media. For years, security in sure is increasig, the mounting nation- agencies from22 to 11. spondents do not believe thatlHathimo- more than 10 percent, up from 3.4 ronmental program to switch enginea

Japan hasbeen regarded as more impor- al debt and the rapid aging of its poptila- Mitsusuka also promised to reduce to can deregulate Japan because of the percent in 19l80. Argentina current- to natural gas. Bus companies u
taut than costs. Regulation can provide tion are also compellingJapan to reduce the number of government workers by lack of leadership. And if he does lead, ly supplies some 7 percent of the oil cab drivers now prefer cheap didi

the peoplewith improved security-but the reach of governmentanid encourage 2,200 during the flscalyear that endsthis the people are not ready to follow They needs of Brazil. How then can gaso- fuel and what we have to inhale i
it also imposes high costs. Today, those economic elliciency. Currently,tdie total month. Despite the fact that this ac- . have lived fur a long time in a comfort- line be so expensive here? downtown Buenos Aires, named ti
costa may be toe high,but aieen sense debt of the national and local govern- counts for onlyo.2percentofthe totalof able society with no fear of losing their According to Montamat, after an city of "Good Air,"is often little ber

of the dangers that might be unleashed mentsaniounts to Y 403 trillion. The~per 855,000 goenet workers, officials jobs. Deregulation will definitelydestrey initial price hike, which was un- ter than exhaustion gas.

bydeeultinhave slowed the pace of capita debt stands at an unbelievable say that this showe the goemn's de- life-ime employment. But ifJapan fails avoidable, oil companies now take Premium and basic grades of

real change to a crawl. 'i3.38 million. In the face of such a debt termination to tiim its own ranks. . to deregulate itself its economy will fall advantage of Argentina's logistic 5asoline are expensive. But maybe jit

Bothdornesticandforeignfactorsare problem, a smaller gvrenis vitaL. Deregulation has certainly pro- behind those of other countries. problems. is better this way. It is possible pee-

putting pressure on the traditional atti- But the government rmistoo big gressed, albeit ata very slow speed. One The Japanese are now faced with a "After deregulation, prices had to ple will buy less and Argentina's en-
tude towards government regulation. and its reach too intrusive. According to of the more notorious regulations, the dilemma for which there are no regula- he based on international. refer- viroriment will get some unintend-

Theemhaiousafety'givsgeatscope a survey about the reguilations conduct- LgeRetail Store Lawv which the trade tions to guide them.O encee," he explains. "As a frt atep ed rotection.O

coptiin rmabodaais find- tionAgency,tberewe 0,)00regulations have been criticizing as a trade brir Nozowiu N~ n A 5ENT(OR EDITOR to be sae ~to oanlths tIle Z ANIMOAS1 I5 AN ARE-

ingtht hecotsof thW n~cinyare and rules which repuire pe'sso and wea din 1990 as aresultofret voR TH ~ d9iNWlfd~~ oper it Nk& rtie1itn shoelklig, TIiui4ni N1 i NN JiOURNAIJS5T

growing High costs udriethe in- approvals from ministries and gece. atieris between Japan and the US. Ap- Toyn Kcizai. 40 percent jump in Septentber BAsD iN BUENOS AmaE.
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If It's worthl theo wait...

C WW,Theworld

is standing

inline for

capitalism

From affluent American teenagers lining
up for rock concert tickets to starving
Africans waiting patiently for food, queues
are an evocative symbol of the human
condition. What we will stand in line
for-and who is found at the head of
queue-are often important clues to a
society's direction and values

B, DanidPassent Polish abbreviationis NFI). For a year,
HE LONGEST QUEUEs in Polandevery adult Pole was entitled to buy one
have formed at the border be- NFI certificate for the equivalent of
tween capitalism and socialism. US$8. Over the next few years, these '
Poleswhoused to lineup to spend certificates will automatically turn into
their moneyongoodsqany goods, shares and be traded on the stock ex- driven up the value of the certificates
now queue up for any op- change. tenfold According to the designers of ZOR- nesses will accept checks. Instead, value. If something good appeared in

portunity to make the money -- Critics of the scheme sawno As these queues cleared, new ones BA, it acts as "shock therapy" for the everyone takes cash to their bank, de- the store,itsvalue was measured by the
needed to shop in the well- ~ ~~~need for queues, predicting that blossomed as a result of two "reforms" banking system, with a lot of early pain posits it, and draws it outin the form of amount of time people were willing to
stocked stores. only half those entitled would implemented in the name of eficiency giving way to gain. As usual, it is the cash when moneyis needed queue for it. When thefirst Sony tele-

Today, the most likely place--~~~----~ -bother to buy a certificate. They First, the largest savings bank, customers who stand in endless queues Even on a day when there is no re- vision sets appeared, people stood in

to find such a gathering is in front of a were wrong: by last November, people PowszechnaKasaOszczednosci (P1(1), that pay. According to Andrzej Topin- form or new computers at work, basic line for two days.
bank. Last November, thousands were lining up at different banks in introduced anew"integrated"comput- ski, president of PKO, a more gradual banking easily consumes an hour. It During this era, queuing was a way
queued for hours in sub-zerotempera- freezing weather for up tn eight hours ersystem-known asZORBA--thathas .approach is impossible because, takes two weeks for banks to notify of life, and special "social committees"
tures at banks trouglytthmeconty in order to beat theoue-year.4eadline, customers completely baffled, "banking reform islike an airplane tak - e ~ e m o kept order. It was' here, that pedple,
While piople in other countries were When that deadline passed, 95 percent Adding to the confusion is the coun- ing off, Once it has left the ground you . made friends, exchanged news and

shopping for Christmas presents, Poles -of the Poles who were entitled to had trywide introduction ofnew,mandato- can't stop it." Nor, says Topinski, is uS eii ifici tis% suchi made comments, especially about

were staking a share of the industries bought a certificate. ry bank account numbers. According closing the banks for a few days to re- .h - communism. Many of the more endur-
being privatized. As it happened, many of.the Poles to the Bank of Poland, they are a step store order. "We have not only individ- asl Mth, *lIW5Iig i1165 Il ing queues formed outside meat stores.

The 400 state enterprises privatized who bought NFl certificates left one towards European Union norms,kut to ual customers but business clients as . Meat was a "strategic commodity,"and
in 1995 were divided-by lottery-into queue at the bank and joined another- most Poles they look like the formula well, and these cannot function with- uSCOMII0 0i i yS 118Wi every time its price went up Poles took

2%) National Investment Funds (the when they got to the end of this one, for a nuclear reaction-this author's out a bank even for a day." ULa to the streets. This was a relatively sim-
they resold their certificate to the bank new number, for instance, is PKO BP There is, however, a deeper reason till II li| UtfI~ pt ple process-the queues became
at a profit ranging from $30-$40. This 110/W-wa 10201026-86974-270-41- these lines form at banks. They, more protest marches.
was a result of market forces, which had 111. Added together, the new numbers than any other institution, represent the WiC, anower nit noi tI |tIN Outside of necessities such as meat,

Si 5 89[and ZORBA mean that even the siam- gate between socialism and capitalism. I ad .a i the longest lines in the communist days
plest banking procedure such as mak- Under socialism, the banking sys- iswere found nfront ofthe Passport Of-
ing a deposit takes three hours. tern was very primitive. Cash was used -fice, another border between Poles and

for all transactions between individu- their customers of a transfer, six weeks capitalism. Stefan Kisielewski, a lead-

.. s, .ei etigblso uigaue o hmt ahafrincek _Nt ig i-o mmn Apierad cm

/eeiso.Individual checking ac- wonder this system is a bottleneck for poser, recalls queuing for three hours

tax eS tim ~e I .counts did not exist, and even Poland's new capitalists, a queue-pro- to apply for a passport and another five
I ~today very few Polish busi- ducing legacy from the conununists hours to appeal the state's refusal to

and their planned economy. - give him one.fo r 1t O~ t WhnPles were living that myth, Now, Poles queue not for freedom
patience was unlimited and the "time but for money. There is one exception,

/ is money" rule did not apply- however. People will stand in line forli1~ 'tt't( fl( ~ '~.. /there was plenty of time and days for the chance of getting a travel
A~L~4IJLL1LvJIP (money had no visa to the US, capitalism's champion.

66To themthese visas are a ticket to par-

B Carlos Casdklo . '4 adise.@
~OR MOST OF THE 40 million Brazil--______

ians who live in cities, it literally .DA.NIEL PASSENT, A FORMER EDITOR

L takes days out of their lives. For tfve estimate made by a group of so- oF ThIe WorldPaper, iS FOREiGN

rmik~w a en.e V i 9, ,-

17-year-old Rodrigo Souza Par- cial workers in Sio Paulo. The result is an added EDITOR OF THlE WuIsAw-
etit means money in the According to some researchers, cost for businesses, who need a "line BASED NEWSMAGAZINE

bank-US$300 a month, to be queuing is the biggest drain-after the professional" live Parente to function Polity ka.
precise. hours spent at work-on the time of in this environment. "You probably

Parente's job is to queue at least Brazilians who don't own a telephone would think I'm over reacting if I'd -ir~ -i \

four hours a day in three or four dif- line or a car and live in cities with say that without Rodrigo the office m Sf(uUW U5ca.a

ferent places in more than 400,000 inhabitants. In wouldn't exist, but it's true. As attor-- - So Paulo, the a year the average -:.x\- ,:x,,x~xxww*:neys we need to Eein eco n o m ies
biggest and most Brazilian urban .. be in daily con-
dynamic Brazil- dwellerwillspend tact with the
ianacity. Parente 5da ust D. Mut courts to, ut iCCye

and he does all the external work not waiting in line. lice districts,

is anit. o4oic boy for an attrny' firm, stndn and MN j__F~rlt~ ~ Deaet po- ...............

only for his bosses,but also for the as- This figure does- banks and so on.
sistant secretaries, the receptionist n't take into ac- .~ , L We wouldn't do B, Crocker Snow Jr. many a developing country in Asia, ferent; more technical, more compet-
and the computer operator. count the number IIl tiii igle nOS dtt anything due to H E LINE TH ESE DAYS doesn't Latin America, the Middle East and itive, more mercantile in nature than

"IfI add all hours Ive stood inline of hours spent in- the long lines in form at the rear of the World Eastern Europe, and they brandish ever before. Gone-or going-are the

ini the last three years I've probably side buses, cars itSi E I W tlttt almost every flBank's headquarters two blocks good housekeeping seals of approval days of government-to-government

queued for six month in a row," says and trains, corn- . place," says attor- north of the White House on from multilateral organizations like understandings leading to develop-
Parente, who admits that without the muting to and tit50 I$ t ifllli 0ii,11 ney Simon flWashington's Pennsylvania Av- the World Bank. They seek good re- ment grants and aid packages.
lines it would otherwise be difficult from work. If this *ad Hertz, Parente's Uenue. Instead, it marches confl- ports-and rapport-with money Gone too is the post petro-dollar
for him to get a job as an office boy time is added, the aii IESi, ce iiii boss. dently through the vast new front en- managers and investment bankers illusion that "sovereign governments
and enjoy the $300 monthly wage that time wasted each According to trance, re-forming later for from the likes of Fidelity don't go broke." Gone is the domi-
allows him to attend a private sec- month ranges fIM work Parente, the power lunches at the W rn.nlan and Peregrine, Morgan nance of the "big bang" banks like
ondary school. from 60 hours to worst lines are Meridian Hotel's Cafe UIIR Stanley and Merrill -Hongkong Shanghai, Bank America

The opportunity that Parente is 90 hours depending on the distance in some banks and in the courts. Fleuri in Boston's fiancial Lynch. or Sumitomo with their Third World
exploiting is actually a curse for most commuted. "Many times I have to make a deal district, the Regency on These elite solicitors loan portfolios.

urban Brazilians who, by some esti- The reasons for this state of af- with some friends of mine who are Park Avenue in New York and Simp- queue up like so many door-to-door The Chicago School finance mini-
mates, lose an average of two and a fairs? Bureaucracy, bad planning, lack also office boys so one queues while son's in The Strand in London. salesmen to extol the virtues of their isters are in there pitching, one
halfhours each day queuing for such of information and conformism are the other does something else..In These lines are composed of a va- countries and insist that their finan- against another, for the attention of
things as buses, bread, public tele- the main causes, according to con- banks I always avoid standing behind riety of well-heeled, well-groomed cial house is in order. Their goal? To young, detached money managers i

phones; bank tellers, restaurants and sultant Antonio'Trevisan, who recog- guys with fat portfolios because they folk in business suits who speak Eng- attract the international flows of Western capitals whose only alle-
cinemas.It adds up to more than-two nies that thereae many other South normally are paying a lot of bills and lish in a variety of accents. They are monies that now drive the global giance is to the most lucrative invest-

full days (50 hours) a month of wast- American countries where queuing is will work with the teller for more than finance ministers, central bankers or economy. ment with the least amount of risk.
ed time, according to one conserva- even worse. TAXES TIME PAGE 10 state-owned enterprise directors from These financial diplomats are dif- BEAUTY CONTEST PAGE 10
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Eytas lhiwap tclnatln orbpsiglessTAXES TIME
Continued from page 9

Good things do not come to those who Other psa "lin are
paid to buy tickets for music concerts,
important 5OCCer matches and popu-

to queue-somaetme for MOrIeh

wait~~-' inCiossua m
By Omar Younes dan i tw enSESPT YARS OF British inf-waiting to buy tickets

ence, Egyptians have never for the famous Car-
adpe 3neo 6rtnnasms nival paradle.

cherished institutions, standing Poor retirees can't
in line. When forced to wait for pay somebody else to
something, Egyptians much pre- queue, so they

fer standing in a hunch-queuing en face a monthly
masse-or striking off in search of an relt gtodeal t e
REFQG alternative, their pension

The best place to oh- checks. Floria-
serve this attitude in-ac- nopolis resident
tion i the Mugamma, aaime F
massive, Katka-esque tunato, 58-

shrineto delay setin the heartof Cairo. years old,
Meaning literally "the coming togeth- spends atleast five hours every month
er," the Mugamma houes a piece of queuing to get his $170 check and
practically every governmnent agency tells some grim tales.
that needs to he accessible-or at least "Ive seen people fainting and one
give theappearance of being so-to the guy even diedinfront of me in the
public.Withinits walls are branches of line," complains Fortunato, who ad-
the Fire Fighting Organizationthe Tax mits that his worst fear is faliing ill
Evasion Investigations OfEces, the "because nobody else can get the
Passport Ofces and the High Co- money on my hehalf.
mittee for Sports and Youth,just to Last December, Brazilian televi-
name a few ofthe jewels in the bureau- sion showed dramatic scenes from the
cratic crown. public hospital of Fortaleza, in the

The rsIlt of thiis a bureaucratic northeastern state of Ceara, where
logjam that the average citizen has o women with children, many of them
hope ofsh'iting.Ths is especially tre nly born, waited in line for more
if the citizen were so foolish as to stand then seven hours to get an appoint-
patientlyinline. ment with a doctor. One of the

Those entering the Mugamma are women shown by the cameras was
assaulted by an odd, headache-pro- Most businesses have resorted to Sooner or later, though, even the ing able tojudge the mood ofa Mugam- whomisaprostitutebuteventually be- clearly in agony.
ducing hum that the complex emits hiring someone full-time whose main navigators must gather to wait.In the ma avitalskill.Itisimportant comes so confused by the Mugamma's But Brazil's lines have their soft
constant. There is little visual relief. duty is to navigate through the Mugai- jellied queues of the Mugmmalife is to remember he (or the more danger- logic that be forgets what brought him side too. They are regarded as a
Recently, the Mugamma has been ma. These navigators are not only well harsh:subtle lhoving to improve your ous she) is without fear of unemploy- there inthe first place;flnallyhejustde- unique opportunity t socialize and,
dressed up a bit with a re-cemented versed in the location of departments position is key, sarcastic epithets mert, fortified with dusty stacks ofpa- mands some kebabs to eat. if you are luck, to make friends. Par-
entrance and a few flower pots, no and key personages, but understand hurled at opponents can catapult you per, mentally numbed by years of There was a time when Egyptians ente met his gir friend in a hank line,
doubt feeble offspring of the new re- the proper etiquette. Unlike the passive ahead in the mental queue formingin stagnation and armed with the power formed lines, hut the art of queuing while Fortunat's favorite poker part-
forms sweeping the bureaucracy in impersonal, line-forming approach a bureaucrat's mind-or blast you to make you wait 5 minutes,two hours left with the colonists that brought it xer is an old queue companion.
Egypt today but the beast's true char- found in Western countries, these back if it is not well received by the. or three days here. Ironically though, you can still Indeed, some Brazilians do not
acter remains'intact. All Egyptians bedouins of bureaucrac, reflective of crowd. Perhap& the most famous story de- find the British "queuing up" along leave the social aspect of queuing to
dread having to go to the Mugamna, their heritage, are constantly on the With the absence of any physical picting the Mugamma and how Egyp- with the other tourists directly across chance. Last New Year's Eve, in the
but unless you have noneed ofgov- move, only pausing briefly for tea and queues,the goalis to get to the head of tians feel about it isthe fllm Irrab wa the square from the Mugamma at the ciy f Campinas,inSIo Pao stats,
emnent services it is unavoidable. cigarettes. these mental queues, which makes be- fthebab (Te Trrorist and The Ke- Cairo Museum. . file ebredheaiv f

ba) The entire movi, which was re- The law of the Mugama is, how- I97 tgther whtile queuing for three
leased about 10 years ago, takes place ever, suspended for visitors. Egypt's days to get a plaee for their sosand

BEAUTY CONTEST There is, however~ arealandgen- it-is not sold, he argues.-"But if the inside the ?ugamma and tells ofhow informal--but rigorously observed- daughters inabiyregardedpuble
Continued from page 9 uine debate about this trend. Surpris- family is forced off its land to make one man beicame so frustrated by the code of hospitality makes the naviga- schoob.O

ingly, a house organ of the United way for production of export crops by workings of the building be decides to tore toe the line.O
These ministers are lining up to talk Nations Development Programme a foreign agribusiness firn, it is hold it hostage. CARLOS CASTIU~o Is A
the talk and demonstrate they can is the latest to raise its head. The recorded as an increase in ecgnomic The hero of this film is able to co- OsMAR YounEs is ASSISTANT To The WorldPapr socutznEron
walk the walk. They parrot the jargon January edition of the magazine output and a plus for societyIn short, opt a few other disgruntleds, one of WorldPaper's uUBLsuE,. ron L ATiN AsEixicA.
of "structural adjustment" and "ca- Choices features a truth-in-advertis- what is good for the economy may or
pacity building" fostered by the ing type point/counterpoint on this may not be good for people."
World Bank and the International issue. Rebutting his arguments is Ruben
Monetary Fund. And they practice In it, writer David Korten, author Mendez, a development economist
the demanding arts of privatization, of of Wizen Corpo- _____________ from the Philip-
creating a functioning stock market, a rations Rule Ike .. pines. According
first bankruptcy law and a suitable le- World, stirs the IfUpEW iflI to Mendes,
gal system, all of which isjudged by a debate with a ."Anecdotes can
jury of portfolio managers. ' powerful, almost NObe used to claim

The queue that forms outside the polemical piece ._ that foreign in-
bastions of private capital has,of decrying the 1151 55 vestment is dam-
course, its own characteristics.For a "Washington aging to the envi-
start,tit doesn't operate on a first consensus" of the 151 I5O I 13i ronment and
come, first served basis; rather, the IMF and World income distribu-
logic is best presented, best served. Bank that eco- tion. But the
Which means that the same countries nomic growth is record shows that
seem to be standing at the head of the measure of human progress. He during the post-colonial period, for-
every queue. cites the 1996 Human Development eign investment has promoted devel-

The 1990s' phenomenon of private Report's conclusion that decision opment by expanding the number of
capital flowing-and even flooding- makers "have too often embraced jobs, increasing foreign exchange for
into the "emerging markets" coun- policies leading to growth that is job- importing capital and consumer
tries is a notably unspontaneous and less (creates unemployment), ruthlesp goods, diversfing econonues and.
undemocratic building indus-
one. The un- tries "
healthy equation The debate is
that 20 percent of a proper one. It
the world's popu- may hrahcndal
lation consumes b thers. The pslb-
80 percent of the cies and proce-
world resources is dures required of
mirrored in the developing coun-

equallyunbal-tries by western"
anced flow of pri- money managers
vatecapital to the are, in the post-
worlis develop- comnmist peri-
ing countries. od, presented as
China, Malaysia, e coma-
Taiwan, Thailand A r
inAsia; Chile, Ar- . Marx saw some
gentina, Mexico, economic ab-

Brasystem Laiwid isoluted too. deat wit a e hAw bdee an sc ur h
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"Ours is a world of dierse cultures, and there is strength

In this diversity. Ours Is also a world of increasing Interdependence;

economically, politically, socially. It is one of vast imbalances which can

be more gently balanced only as global perspectives become clearer

and more central."
- Harry Hollins, Founder, 1978

F or eighteen years, The WorldPaper has perceived the most

fundamental issues of the world as transcending national

boundaries. Its pages reflect this, addressing timely and topical themes

from a truly international point of view by featuring exclusive articles

written by those native to the regions on which they report.

The WorldPaper's focus is on process more than events. It covers com-

mon denominator themes of international interest, import and

impact. It practices the art of "think global, act local," providing a

balanced global perspective by publishing pertinent local insights.

Circulating to business and government leaders in a wide variety

of countries and cultures, The WorldPaper provides direction regard-

ing the critical forces of change in contemporary times.
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Global information resource..

The WorldPaper
Published weekly as a special section on international affairs
in national newspapers and business magazines on five continents,
with a global circulation of over 750,000.

International Inquiries
Conferences exploring critical global issues, held in gateway cities
around the world with participation by business leaders, govern-
ment officials, journalists and scholars.

One Voice
Dinner discussions featuring noted individuals with special insight
on timely international topics.

Wealth of Nations Index
Published annually to measure the wealth and health of nations by
merging a variety of economic, social environment, and information
exchange indicators.

The WorldPaper Online
Full text of The WorldPaper available on Lotus Notes Newsstand for
corporate subscribers.

WorldSources Online
Database of the text of WorldPaper associate publications, available
through leading commercial online services, including Dow Jones
News Retrieval, Lexis/Nexis and Lotus Notes Newsstand.

Synd 'on
Packages of artie from The WorldPaper available selectively
through Los Angeles imes Syndicate International.
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