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THE WORLD BANK
Washingtan,SI?A. C.20433

A.W. CLAUSEN

President March 6, 1985
MEMORANDUM TO THE EXECUTIVE DIRECTORS
WORLD BANK PROGRAM OF SPECIAL ASSISTANCE
TO MEMBER COUNTRIES, 1983-84
Introduction
1 The World Bank's Special Action Program (SAP) was launched in

February 1983 to increase Bank assistance for member countries trying to
cope with the unusually difficult global economic environment of the past
few years.”, / The Program comprises financial measures and policy advice

to help countries in implementing the adjustment measures needed to restore
growth and creditworthiness. It has been highly successful in meeting its
objectives, and indeed has surpassed original expectatlons. This progress
report, in updating an earlier report to the Board, / estimates that the
SAP will have had a total impact on disbursements of about $4.35 billion in
44 countries, has assured implementation of some 260 projects supporting
investments totalling $50 billion, and has contributed substantially to the
design and implementation of programs of adjustment and policy reform.

2 The innovations under the SAP have been made a normal part of
Bank operations and are now included in policies and guidelines to staff.
The portfolio in eligible countries has been largely restructured and any
further actions required can be addressed under the revised procedures.
These will also allow the Bank to assist with the same flexibility
countries undertaking adjustment and restructuring in the future. The
essential features of the program are now institutionalized in the Bank
and, consequently, a formal extension of the program is not proposed.
However, the adjustment process is far from complete. Despite a resumption
of growth in many developing countries, heavy external debt service and
other constraints will continue to exert a toll on their export earnings
and investment capacities well into the 1990s. Continued flexibility by
the Bank will be required to assist our borrowers in addressing these
difficulties. The initiatives introduced under the SAP, increasingly
integrated into the regular operations of the Bank, will thus continue to
play an important role in the process of adjustment.

Country Coverage

3. Through CY1984, 44 countries have benefltted from the Program
(Table 1). Although geographically the SAP countries / are concentrated
in Sub-Saharan Africa and Latin America, in terms of income levels they are

l/ "World Bank Program of Special Assistance to Member Countries,
1983-84", R83-22; IDA/R83-10, dated January 28, 1983.
2/ "Special Action Program: Progress Report Through December 1983",

R84-25; IDA/R84-7, dated February 7, 1984.

3/ i.e., countries where at least one SAP operation has been approved.
The income groups are according to the "Per Capita Income Guidelines
for Operational Purposes”, SecM84-953, dated November 8, 1984.



Table 1:

East Africa West Africa LAC EMENA East Asia
Burundi Benin Barbados Morocco Indonesia
Comoros Burkina Faso Brazil Turkey Malaysia
Djibouti CAR Chile Yugoslavia Philippines
Ethiopia Eq. Guinea Colombia Thailand
Kenya Ghana Dom. Republic
Lesotho Ivory Coast Ecuador
Madagascar Liberia Mexico
Malawi Mali Panama
Mauritius Mauritania Paraguay
Sudan Niger Peru
Zambia Nigeria Uruguay
Zimbabwe Senegal
Togo
Total No. 12 13 11 3 4
Memo Items
Total No. of
Current Borrowers E/ 20 20 23 14 11
SAP Beneficiaries
as % of Total 607% 657% 487 217% 36%

2/ The 30 countries assisted under the Program in CY1984 are shown in bold face type.

E/ Countries with lending operations in the FY84-85 programming period.

Countries Assisted Under SAP Through December 31, 1984 2/

South Asia

Bangladesh

147

Total= 44
Total= 95
46%



spread over the entire spectrum: 15 countries belong to group I (1983 per
capita GNP of $400 or less), 13 to group II ($401-790), 8 to group III
(8791-1,635), and the remaining 8 to groups IV and V ($1,636 or more).
Fourteen of the beneficiaries are IDA countries, 8 are blend countries and
the remaining 22 are Bank borrowers. As discussed in the interim Progress
Report, the country coverage under the Program largely reflects the
acuteness of the adjustment problems being faced by different countries and
their own response to the crisis. The relatively large country
coverage——almost half of the active Bank Group borrowers--is also
indicative of the flexibility available under the Program to respond in a
graduated manner through a wide variety of instruments--ranging from
setting—up of revolving funds to lending for structural adjustment.

Overview of SAP Operations

4, As of December 31, 1984, a total of 281 SAP operations were
approved, including 14 new operations and modifications to 267 operations
(Table 2). Total SAP commitments amounted to about $3,000 M -- $2,800 M
for IBRD and $200 M for IDA.%4/

5% The most significant element in terms of new operations approved
under SAP has been the lending for Sector Adjustment. These operations,
although similar to SALs in terms of rigour and specificity, are narrower
in scope, generally focussing on policy changes and institutional reforms
in a single sector. Because of this narrower focus they are easier to
prepare and implement and have therefore proven to be more attractive in
situations where a broad-based program of policy reform, typically
associated with SALs, is either impractical or less urgent. In some cases
they have also been used as a follow-up to SALs to deepen the reforms
initiated under the SALs. While lending for Sector Adjustment was
increasing even before the SAP was launched, the Special Action Program
played an important role in stimulating the use of this instrument. As
explained in the recent paper on "Bank Lending Instruments"i/, Sector
Adjustment Lending is likely to remain an important part of the Bank's
operational kit for providing financial and non-financial assistance to its
borrowers.

4/ The number of operations and dollar amounts mentioned above are
indicative and should be interpreted with caution as there is an
unavoidable element of arbitrariness in deciding what should or should
not be classified as SAP. To maintain Bank-wide consistency and to
avoid unnecessary refinements, in line with the interim Progress
Report, the following criteria have been adopted for determining
whether or not a particular activity should be classified as SAP:

(a) Only SAP-type actions approved after consideration of the SAP
paper by the Board (i.e., February 22, 1983) are included in the

SAP; "actions" taken prior to that date are excluded; and

(b) the benchmark for deciding additionality due to SAP is the Bank
lending program planned before Board approval of SAP.

37 "Bank Lending Instruments"”, December 20, 1984,



Table 2: Operations Approved Under SAP Through December 31, 1984

CY1983 a/ CY1984 Total
No. Commitments No. Commitments No. Commitments
—(USSM)— ——(US$M) -~ e (IS EH)—
A. New Operations
Sector Adjustment Loans 6 1,300 6 725 b/ 12 2,025
Structural Adjustment Loans A2 335 = = 2 335
Sub-total New Operations 8 1,635 6 725 14 2,360
B. Modifications to New/Ongoing Operations ¢/
Increased Cost-Sharing/Front-Loading

of Disbursements 123 80 54 75 177 155
Revolving Funds 105 N.a. 49 Nea. 154 n.a
Restructuring 31 Nea. 28 Nede 59 n.a
Financing of Working Capital/

Recurrent Costs 11 335 3 = 16 335
Cancellations 4/ = n.a. 10 n.a. 10 n.a.
Supplementary Loans 4 95 3 45 7 140

Sub—total Modifications 175 510 92 120 267 630
Total SAP Operations 183 2,145 98 845 281 2,990

fl~
I

3/ See interim Progress Report for the list of individual new operations in CY83.

b/ Zambia - Export Rehabilitation/Diversification ($75 M)
Morocco — Industrial Trade Policy Adjustment ($150 M)
Yugoslavia — Fertilizer Sector ($90 M)

Colombia — FEN Power ($200 M)
Uruguay - Agricultural Sector ($60 M)
Philippines - Agricultural Inputs ($150 M)

C/ More than one modification in some cases.

d/ Total Cancellations amounted to $305 M.
Seven operations involved cancellations only.



6. The limited use of Structural Adjustment Lending under SAP can be
ascribed to delays and difficulties in designing and implementing the
broad-based SAL programs and to the fact that in many cases the SAL
operations were already part of the Bank lending programs before launching
of the SAP and hence have not been classified as SAP.

" The commitments of $2,360 M associated with the 14 Sector
Adjustment operations and SALs approved under the SAP constitute about 10%
of the total Bank/IDA commitments during CYs 1983-84. An additional
$2,650 M was committed during the same period for 21 other operations (11
SALs and 10 Sector Adjustment operations) which were in the Bank lending
programs before the SAP was launched. In aggregate, the 35 SAP-type
operations accounted for about 207% of the total Bank/IDA commitments during
CYs 1983-84. This is a sharp increase over the 1980-81 period when such
operations represented barely 5% of the total Bank Group commitments. The
large increase is clearly indicative of the Bank's willingness and ability
to respond quickly to the changing needs and priorities of its borrowers
and of the borrowers' determination to adopt appropriate adjustment
policies.

8. Increased cost—-sharing and/or front-loading of disbursements have
been the most commonly used modification under the SAP. 1In a number of
cases this was achieved through restructuring of the existing projects and
by deleting/scaling down components whose viability had become questionable
since the original appraisals. In many cases, increased cost-sharing was
made possible by the sharp appreciation of the US dollar vis—a-vis other
currencies, which reduced the overall project costs in dollar terms.
Supplementary loans were used in a small number of cases as a last resort
in accordance with the Bank's normal policy on cost-overrun financing.
Conversely, in several cases, following consultations with the borrowers,
the approved loans/credits were fully or partially cancelled since the
investments they supported no longer enjoyed the priority accorded to them
earlier. The scope for further use of increased cost-sharing on ongoing
projects in hitherto eligible countries is limited because: (a) the
most-pressing cases for increased cost—sharing have already been addressed
under the Program; and (b) in many of the poorest countries, ongoing
projects already include very high (90-95%) cost-sharing by IDA and/or
co-financiers. For new operations, however, there may be a need in the
medium—-term for increased cost-sharing by the Bank, including selective
financing of local costs in some middle income countries. We plan to do
this on a case by case basis when presenting future operations for
consideration by the Board.

9. Setting-up of revolving funds has been the other commonly used
feature for modifications to both new and ongoing projects. By providing a
ready source of finance up-front to financially hard-pressed governments
and project entities, these funds are proving to be an important aid to
improved project implementation. Following review of their effectiveness
last October, revolving funds were adopted as a regular feature for future
Bank operations. As of December 31, 1984, some 310 revolving funds with an
aggregate advance of over $1.4 billion were in existence, and in the past
six months roughly 17% of the total Bank disbursements were made through
these funds. Besides helping to accelerate project implementation, the
revolving funds are also contributing to greater efficiency in the Bank's




own operations as they help to reduce the need for processing numerous
small claims from the borrowers for reimbursements by the Bank.
Considering the significant amounts involved, monitoring of the revolving
funds will form an important part of project supervision in the future.

0 In a limited number of cases where the availability of current
inputs was judged to be the most serious constraint to effective
utilization of Bank-financed investments, provisions were also made for
financing working capital/recurrent costs —- through increased loan amounts
and/or changes in project scope, sometimes as a temporary measure.

Lls Table 3 gives a breakdown of the approved SAP operations among
the various Regions and country income groups. To provide a better picture
of overall "SAP-type" assistance by the Bank, the table also shows
parenthetically the same breakdown based on all SAP-type operations (i.e.,
including operations which in substance are similar to SAP but have not
been formally classified as SAP). The Latin America Region (especially
Brazil and Mexico) still dominates the program, although not as much as
before. The Regional distribution of commitments is, however, considerably
more even when the SAP and SAP-type operations are considered together.

The number of operations is fairly well distributed among the four income
groups. However, the bulk of the SAP-related commitments are for the
middle-income countries as a result, of course, of the severe constraints
on IDA resources and the fact that both India and China, accounting for a
major part of the low-income group, have been largely unaffected by the
economic crisis of the past few years.

12, Table 4 shows the sectoral breakdown of the 260 projects selected
for modifications (excluding cancellations) under SAP during CY83-84. The
SAP projects are concentrated in the Agriculture and Rural Development
sector, reflecting the emphasis on high-priority production and/or
export-oriented projects. A comparison of the implementation status of the
SAP projects with those of all Bank projects under supervision indicates
that, typically, the projects accepted for modification under the SAP had
fewer non-financial problems (e.g., expected benefits, compliance with loan
covenants, institution-building) but significantly above-average financial
problems (e.g., project finances, disbursements). The sectoral composition
of the SAP projects and the nature of the problems associated with those
projects indicate that the criteria and procedures used in selecting
projects for assistance under the SAP have been appropriate and effective.



Table 3a:

Regional Distribution of CY83-84 SAP Operations 2/

Region Operations Commitments
No. (%) (UsSsM) (%)
E. Africa 31 11 150 )
(35) (12) (530) (10)
W. Africa 43 L5 400 13
(45) (15) (680) (12)
EMENA 24 9 580 1)
(26) (9) (1,:250) (23)
LAC 120 43 1,670 56
(124) (42) (1,870) (34)
E. Asia 58 21 160 6
(61) C21) (990) (18)
S. Asia 5 2 30 1
(6) (2) (170) (3)
Total 281 100 2,990 100
(297) (100) (5,490) (100)
Table 3b : Breakdown of CY83-84 SAP Operations by Country Income Groups

Per Capita Income

Group Operations Commitments
No. (%) (ussM) (%)

$400 or less 51 18 170 6
(57) (19) (670) L2

$401 - 790 82 29 710 24
(84) (28) (1,330)  (24)

S791 = 14635 5il 18 280 9
(58) (20) (1,330)  (24)

$1,636 or more 97 35 1,830 61
(98) (33) (2 ,160) (39)

Total 281 100 2,990 100
(297) (100) (5,490) (100)

a/ Figures in parentheses are inclusive of "SAP-type"

formally classified as SAP.

operations not



Table 4: Sectoral Composition (Z) of Projects Modified Under SAP

Total Portfoliod/P/ Bankwide

Sector SAP Projects of SAP Countries Portfolio Ey
Agr. & Rural Development 45 34 34
IDF 6 9 9
Industry, Oil and Gas 2 8 -8
Public Utilities 12 155 16
Social Sectors 11 9 10
Transport 13 14 14
Others 11 11 10

Total 100 100 100

Memo Item:
Total No. of Projects 260 971 1,756

a/ i.e., 44 countries as per Table 1.
b/ As of June 30, 1984,

Program Impact

13. At a time when most Bank borrowers had been forced to severely
curtail public expenditures, resulting in persistent and serious shortages
of counterpart funds, the SAP facilitated completion of priority projects
by ensuring timely availability of financial resources and by creating a
climate of renewed confidence among suppliers and contractors associated
with those projects. The fast-disbursing assistance made available under
the Program allowed the importation of critical raw materials and spare
parts needed for better use of the existing production capacity, and made
the adjustment process less painful. The Program also provided a good
opportunity for identifying and resolving administrative bottlenecks to
efficient project implementation. Finally, the perceived responsiveness
and willingness of the Bank to adapt its procedures and practices to the
economic difficulties being faced by the member countries had a beneficial
effect on the Bank-country policy dialogue as well as a demonstration
effect on other donors.

14, A quantitative assessment of the Program impact is complicated
due to the uncertainty about what would have happened in the absence of the
Program. Given the unusually difficult project implementation environment,
the historical performance trends and timetables are of rather limited use
and any evaluation of the Program must necessarily be subjective to
someextent. The likely impact of the Special Action Program on project
implementation and resource transfer, on Bank-country dialogue, and on
actions of other donors is discussed below.



Project Implementation and Resource Transfer

154 Detailed status reviews of operations approved/modified under the
Program indicate that although there are instances where the assistance
measures did not live up to the initial expectations (either because of
inadequate appreciation of the problems besetting the project or because of
delays in putting the modified arrangements in place), in the vast majority
of cases, the assistance under the Program has been a key factor in
maintaining the momentum of project implementation. In particular, the
implementation data for SAP projects indicates a noticeable improvement in
the project finances——-the weakest aspect of projects chosen to be included
under SAP (para 12). Without assistance under the Program, most projects
would have experienced substantial delays due to budgetary constraints and
might perhaps in some cases have been left uncompleted. The 260 operations
modified under SAP had a total undisbursed balance of $13.3 billion and
they support a total investment of about $53 billion. Assuming
conservatively that on average the utilization of this investment is
advanced by one year, the net incremental benefits accruing to the
borrowing countries would be some $5-6 billion. To the extent that the
streamlined procedures developed under the SAP have been adopted for
"non-SAP" operations, the incremental benefits from the Program should
clearly be even greater.

16. Somewhat easier to quantify is the SAP impact on disbursements.
Incremental disbursements during FY84-86 due to SAP operations approved
through December 31, 1984, are estimated at $4,350 M (Table 5), including
about $2,500 M already disbursed as of December 31, 1984. Thus the SAP
impact on disbursements is almost double the $2,250 M envisaged initially.
Brazil, Mexico, Indonesia, Philippines, Yugoslavia, Nigeria and Morocco are
some of the main beneficiaries in this regard as evidenced by the sharply
increased monthly disbursements shown in Table 6.

Table 5
Projected Impact of SAP Operations Approved
Through December 31, 1984, on IBRD/IDA Disbursements

FY83 E/ FY84 2/ FY85 FY86 Total
SAP Commitments 1,020 1,760 210 = 2,990
Disbursements from
SAP Commitments = 820 1,140 640 2,600
Increased Disbursements
due to SAP Modifications
to new/ongoing operations = 850 750 150 1,750
Total SAP Impact on
Disbursements (2+3) e 11620 llggo _Zgg 4,220
of which IDA - 50 90 70 210

Actuals.



- 10 -

Table 6: Average Monthly Disbursements

Average Monthly Disbursements Percent Increase

———————————— (US§ M)-—————=——-m Seattil ) e
Country July '82-June '83 July '83-Dec '84
Brazil 64 116 81
Mexico 32 48 50
Philippines 28 39 39
Yugoslavia 24 32 33
Morocco 15 19 27
Nigeria I'5 19 27
Indonesia 49 60 22
Memo Item:
All Bank Group Countries 777 922 19
17 A large part of the SAP-related increase in disbursements during

FY84-86 is due to advancing of future disbursements because of
modifications to ongoing projects. Thus, one consequence of the Program
will be a reduction in disbursements beginning in FY87. However, it should
be noted, that because of the adverse economic conditions prevailing in
many Bank borrowing countries, there has been a general slowdown in the
project implementation pace and therefore disbursements on normal Bank
operations have experienced significant shortfalls over the past two years
or so. In fact, in FY84, the SAP-related increase just about compensated
for the shortfall in disbursements on the regular portfolio. In aggregate,
therefore, the medium—term outlook for Bank disbursements should not be
affected significantly. This does not preclude, however, the possibility
that the negative impact on future disbursements could be substantial in a
few countries (e.g., Brazil, Mexico and Yugoslavia) depending on the volume
and composition of the lending programs in FY1985 and subsequent years.

Impact on Economic and Sector Work and Country Dialogue

18+ Given the continuous, and in most cases long-standing
relationship and dialogue which the Bank maintains with its borrowers, it
is not meaningful to separate the economic and sector work done
specifically for or as a result of the SAP. The shift towards developing
specific, timebound, monitorable action programs to support structural
change over the medium-term has been underway for the past several years

and the Special Action Program simply provided an additional impetus in
that direction.

19 Economic and sector work addressing pricing and resource
mobilization issues, export promotion and debt management had emerged as a
major component of the Bank's work programs well before the SAP was
launched. The SAP did provide, however, added focus on one important
topic, i.e. the public investment reviews. The number and frequency of
public investment reviews (including state enterprise investments and,
where feasible, the broader public expenditure reviews) has increased
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greatly over the last two years. From occasional exercises usually
undertaken as part of project identification, they have become much broader
macroeconomic exercises, often carried out in relation with IMF-supported
programs, and aimed at selective reductions and rationalization of plans
made obsolete by the new resource position of most developing countries.
In the course of CY83 and CY84, such reviews were conducted, for example,
in the Ivory Coast, Morocco, Niger, Nigeria, Senegal, Turkey, and
Yugoslavia. In all these cases the objective has been to rationalize
expenditure programs not just by screening projects that needed to be
postponed or eliminated but more importantly by encouraging
institutionalization of sound project selection criteria as well as
programming and budgeting systems to strengthen the link between the
capital and the current budgets, a most frequent weakness, especially in
African countries.

20. The economic and sector work and the policy dialogue have been
directed towards more specific areas in those cases where some form of fast
disbursing lending has been seen as the appropriate response. Thus, for
example, under the Industrial and Trade Policy Adjustment Loan in Morocco,
customs duties have been reduced, export licensing requirements eliminated,
and procedures for import licensing have been simplified. Similarly, the
Agricultural Inputs loan in the Philippines is supporting adjustments in
the price of agricultural inputs and major food crops, in addition to
improvements in the institutional framework for agricultural policy
formulation.

21 Thus, while the Special Action Program has not been the prime
force behind the expanded macroeconomic and sectoral policy content of the
Bank's economic and sector work, it has certainly instilled a sense of
urgency and underscored the need for greater specificity in the analyses
and recommendations to underpin the assistance measures approved under the
Program.

Impact on Actions of Other Donors

22. Considering the serious financial and economic difficulties being
faced by Bank borrowers and the modest size of the Bank's Special Action
Program, it was noted at the beginning of the Program that similar efforts
would also be necessary by other donors. An important element of the
Progam was therefore to persuade other donors to help mobilize additional
resources. The expectations have by and large been fulfilled.

23 Both the Asian Development Bank and the Inter—American
Development Bank have instituted programs parallel in timing and content to
the SAP. A recent IDB staff report notes that their Special Operating
Program, which commenced in June 1983, had benefitted 17 countries through
a variety of assistance measures applied to 138 projects under
implementation, mainly in Agriculture, Transport and Telecommunications.
The measures, as in the SAP, included revolving funds, supplementary
financing, higher cost-sharing and restructuring of projects. New
operations, including supplementary financing to groups of projects, were
approved for six countries for a total of close to $800 million.
Additionally, under a special Industrial Revitalization Program initiated
in 1982, new operations in excess of $900 million for 12 countries were
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approved by the end of CY1984. 1In all, the IDB estimates that
disbursements in the 18 months covered by the program were increased by
$645 million, which is close to their original objective.

24, The Asian Development Bank, under its Program of Special
Assistance, increased cost-sharing by allowing utilization of project
savings, and provided supplementary loans and credits for ongoing ADB
financed projects in Bangladesh, Philippines, Sri Lanka, and Western
Samoa. These ADB loans/credits were similar to an IDA Supplementary
Assistance Credit extended to Bangladesh under the SAP, in that they
provided additional funding to ease shortages in local cost financing for
ongoing projects and were designed to address basic project implementation
and budgetary constraints.

25+ As regards the African Development Bank (AfDB), although no
systematic program paralleling the SAP was undertaken, AfDB has initiated
measures whose objectives are similar to those for SAP. Thus, AfDB
participated in quick disbursing rehabilitation credits in Ghana
(agriculture and transport) and Zambia (copper mining). AfDB also assisted
in restructuring a public utility project in Cape Verde, an education
project in Benin and a palm oil project in Congo, and supplementary loans
were extended to Cape Verde (ship repair yard project), Uganda (gravel
road), Guinea (rural and industrial development project), and Tanzania

(rice, bridges and water supply projects) to permit a smooth completion of
those projects.

26« The efforts by the Bank to attract and help reorient financial
flows from other multilateral and bilateral sources has been carried out
principally through consultative groups and coordination activities. This
has been done with strong support from the Development Assistance Committee
of the OECD (notably on the occasion of the DAC meeting of October 1984 in
Paris). As a result, more consultative groups have been formed for African
countries, and the UNDP, with Bank assistance, has undertaken to revamp the
process of Round Tables that were instituted at the end of 1981 to mobilize
assistance for the Least Developed Countries. Among the recent and most
successful aid group meetings were those held for Ghana and Senegal (in
December 1984), both of which have been reported to the Board. These
exercises were noteworthy for the wide ranging participation by donors, and
even more so for the level of assistance provided in support of adjustment
programs presented by the two governments.

Summary and Conclusions

2.1 4 The Bank's Special Action Program was initiated at a time when
many developing countries were facing unusual economic hardships and
prospects for the global economy appeared highly uncertain. Conceived as
a two-year program of emergency assistance, the main elements of the
Program were:

~ expanded lending to support structural adjustment and policy
change;

= increased use of revolving funds to facilitate implementation of
new and ongoing projects;
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- provision of supplementary loans to ensure timely completion of
high-priority operations experiencing cost-overruns;

= financing of working capital and/or recurrent inputs to promote
better use of existing production facilities;

- restructuring of ongoing projects to delete/scale down components
whose viability had become questionable since the original
appraisals; and

= increased cost-sharing and/or front-loading of Bank disbursements
to maintain the implementation pace.

28, The program has surpassed most expectations. Specifically, the
Program has succeeded in:

accelerating Bank disbursements (about $2,500 M by December 31,
1984) in some 44 countries. The total SAP impact on
disbursements is estimated at $4,350 M, almost twice the $2,250 M
envisaged initially;

= assuring uninterrupted and/or improved implementation of some 260
high-priority development projects supporting a total investment
of over $50 billion;

= substantially contributing to the Bank's policy dialogue with its
member countries and strengthening their resolve to implement
sound adjustment policies; and

= influencing other donors to implement their own programs of
special assistance.

29. The sectoral distribution of the Special Action Program has also
accorded with the Bank's priorities, with agriculture enjoying the greatest
share, a sector that for a large number of borrowers is a major contributor
to foreign exchange earnings. The existence of an IDA resource constraint
was a major drawback which resulted in skewing the program in favor of
countries that were Bank borrowers, a problem well recognized during
discussion of the SAP proposals two years ago.

30. Most of the SAP measures have proved to be important vehicles for
providing financial and non-financial assistance to Bank borrowers, and
with appropriate adaptations, they have already been absorbed in the Bank's
normal operational kit. In particular,

= lending for structural adjustment and sectoral adjustment is now
an important part of the Bank's lending activities (para 5);

- revolving funds have been adopted as a regular feature for future
Bank operations and detailed guidelines have been issued to staff
(OPN 3.07 issued in October 1984);

= staff guidelines have been issued for financing cost-overruns on
Bank-financed projects (OPN 3.12 issued in February 1984); and
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= revised policies and procedures regarding Bank financing of
recurrent costs and/or working capital have been issued (OMS 1.21
issued in January 1985).

31, Several other SAP measures such as increased cost-sharing,
front-loading of disbursements and restructuring of ongoing projects also
proved to be very helpful devices. The most-pressing cases for such
modifications have already been taken care of in the 44 countries
benefitting from the Program (para 3). 1In future, individual situations
in these and other countries can be handled on a case by case basis under
normal Bank policies and procedures.

32, The Program was approved for a two-year period ending with FY85.
Since the main features of the Special Action Program have been
incorporated into normal Bank operations, and the bulk of the feasible
actions have been taken in eligible countries, we do not recommend formal
extension of the Program. Starting in FY86, all of the actions under the
SAP can be provided to countries which are starting their adjustment
process later, by relying on the revised operational procedures for most
measures and applying flexibly--on a case by case basis-—the few remaining
features such as front-loading disbursements. The same case by case
approach will also be used for operations in presently eligible countries,
which, for one reason or another, will not have undertaken reform programs
by the end of FY85.
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cial Action Program: rogress Report through December 198

Ls Mr. Rajagopalan introduced the draft paper, noting that the Spe-
cial Action Program (SAP) was established to increase the scope for
providing Bank assistance to countries addressing unusually difficult
global economic problems. The SAP enhanced the Bank's ability to provide
quick disbursing funds through a number of mechanisms: front-loading
disbursements, financing recurrent costs, providing supplementary financ-
ing to enable projects to be campleted, providing revolving funds to
facilitate more rapid disbursements, and increased cost-sharing. In the
course of the last two years, the SAP has benefited some 44 countries at
all income-levels.

2. The SAP was introduced as a temporary measure to provide this
assistance. The question now is whether the program needs to be con-
tinued. The paper recommends that SAP not be continued as a special
program since most SAP measures have already been incorporated into normal
Bank operations. In particular, Mr. Rajagopalan pointed out that proce-
dures for incorporating front-loading of disbursements, recurrent
cost-financing, and supplementary financing, into normal Bank omer t° -1 .
have already been elaborated and are in effect. Increased ot .i-gir:! R
middle—income countries, which is a feature of the SAP, wou' - i 30 Lc1:j€!
automatic for individual operations. However, in future, increase
cost-sharing will be consideres ul. a case-by-case basis when recommended
by staff. The scope for restructuring the existing portfolio in SAP
elicit'e comtries has been virtually exhausted and, over the past two
,ears, iew operations have incorporated SAP features as a matter of

course.

e Some speakers noted that the type of economic reforms which the
SAP was designed to support have not yet begun in some countries; these
countries have therefore not benefited at all from the SAP. These
speakers were concerned that even if such countries undertake the neces-
sary reforms in the near future, the flexible support provided under the
SAP would no longer be available. The Chaiman reiterated that these
countries will not lose any of the benefits which were available under the
SAP because, in many cases, these are now normal Bank practices. In cases

P-1867



where they are not normal Bank practice they can still be made available
on a case-by-case basis.

4. A speaker noted that the absorption of the SAP into normal Bank
operations could be misconstrued as a signal that we are no longer con-
cerned about increasing disbursements to countries undergoing severe
structural reforms. However, the Chaiman emphasized that the suspension
of the SAP does not indicate any reduction in the Bank's interest in these
problems. On the contrary, it reflects the fact that we have adjusted our
procedures to ensure that we can address these problems systematically
rather than on an exceptional basis. Another speaker pointed out that

in countries where the lending program has been quick disbursing in recent
years, future disbursement rates will be reduced, reflecting this
front-loading. The effects of reductions in future disbursement rates
should be carefully evaluated when deciding to front-load disbursements.

5. The paper notes that the SAP encouraged the introduction of
similar programs in other develomment agencies, and persuaded other donors
to mobilize additional resources and speed up disbursements. Both the
Asian Develomment Bank and the Inter-American Development Bank have
instituted programs parallel in timing and content to the SAP. The paper
will be circulated to the Managing Committee before being sent to the
Board.

Finance Sub-Committee. No report.
rati LEL

G, Mr. Hopper reported that Administration is continuing negotiations
for special discounts with interested airlines, and that a number of
airlines have expressed interest in providing such discounts. It is not
envisaged that unit managers would benefit from savings fram utilizing
airlines which provide discounts. Mr. Hopper noted that some incentive
would have to be given to managers to encourage utilization of discounted
airlines. Administration has been requested to undertake a survey iden-
tifying the costs to staff in time and inconvenience, due to utilizing a
restricted list of airlines.

Other Matters
T ‘Mr. Stern noted that there would be no further approvals, for the

time being, for the technical assistance secondment program for IDA only
countries. PBD's interpretation of the budget freeze for 1986 includes
the technical assistance program, but since that program has no direct
relationship to the work program, the reason for this interpretation
remains unclear. However, no solution has been found so far and therefore
there can be no expansion in the technical assistance program beyond the



level of 25 positions already approved. The matter will be taken up with
the Managing Committee.

8. Mr. Stern also reported that some staff seemed to hold the
seriously mistaken belief that travel would only be authorized for trips
on which projects could be identified and appraised. Allegedly, this
misconception is widespread. He doubted that staff could believe such a
story or imagine that their managers could impose such a nonsensical rule.
Operating units are giving high priority to increase the number of ~
appraisal missions departing before June 30, 1985, in order to strengthen
the pipeline and reduce bunching in the next fiscal year. He asked
managers to assure that staff understood this objective so that this type
of misconception would not gain credence.

Cleareq,with Mr. Stern

[,
PDogggadEml
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ds The attached paper, "Special Action Program: Progress Report
through December 1984", will be an agenda item for the next OVP meeting,
which will follow the OPSC meeting on "Bank Grant Financing for Research
in Human Reproduction and Contraceptive Technology", scheduled for

9:30 a.m. on Wednesday, February 20, in Room E-1208.

g s &

2 Following the recent discussions of the Bank's medium-term lending
prospects, the Board is eager to review this Special Action Program paper
as soon as possible. Therefore, it is scheduled for OVP discussion at
this stage although it requires some further work.

Attachment

cc: Messrs. Stern, Asanuma, Baneth, de Azcarate, de la Renaudiere,
Rajagopalan, Clements, Ruddy
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February 13, 1985

SPECIAL ACTION PROGRAM

PROGRESS REPORT THROUGH DECEMBER 1984

Introduction

le The World Bank's Special Action Program (SAP) was launched in
February 1983 to increase Bank assistance for member countries trying to
cope with the unusually difficult global economic environment of the past
few years.l/ The Program comprises financial measures and policy advice to
help countries in implementing the adjustment measures needed to restore

growth and creditworthiness.

25 An interim report covering progress on the Program through
December 1983 was reviewed by the Board on March 1, 1984.3/ The report
concluded that in most respects the Program was surpassing the original
expectations. In particular, a large number of countries (35) had been
assisted under the Program through a significant acceleration in Bank
disbursements and through intensified policy dialogue on issues such as
export promotion, pricing policies, debt management, resource mobilization,

and rationalization of public investment programse.

l/ "World Bank Program of Special Assistance to Member Countries,
1983-84", R83-22; IDA/R83-10, dated January 28, 1983.

2/ "Special Action Program: Progress Report Through December 1983",
R84-25; IDA/R84-7, dated February 7, 1984.



3. This report provides an updated assessment of the Program and
makes recommendations as to its future. The report is organized in two
parts. Part I provides a summary overview of the Program through December
1984, including country coverage, key features of the actions approved and
the likely impact particularly on resource transfer, project implementation
performance and the Bank/country policy dialogue. Part II reviews briefly
the developments in the global economy during 1984 and makes
recommendations for the future in light of the updated global outlook and

the implementation experience so far.

I. Program Through December 1984

Country Coverage

4, During CY1984, 29 countries were assisted under the Program, of
which nine (Benin, Colombia, Djibouti, Ethiopia, Equatorial Guinea,
Malaysia, Morocco, Turkey and Uruguay) were new beneficiaries. Thus,
together with the 35 countries assisted under the Program in CY83, so far a
total of 44 countries have benefitted from the Program (Table 1). Although
geographically the SAP countries 3/ are concentrated in Sub-Saharan Africa
and Latin America, in terms of income levels they are spread over the
entire spectrum: 15 countries belong to group I (1983 per capita GNP of
$400 or less), 13 to yroup II ($401-790),8 to group III ($791-1,635), and

the remaining 8 to group IV ($1,636 or more). Fourteen of the

2/ i.e., countries where at least one SAP operation has been approved.
The income groups are according to the "Per Capita Income Guidelines
for Operational Purposes”, SecM84-953, dated November 8, 1984.



Total No.

Memo Items
Total No. of
Current Borrowers

SAP Beneficiaries
as % of Total

East Africa

Table 1:

Countries Assisted Under SAP Through December 31, 1984 2/

West Africa

Burundi
Comoros
Djibouti
Ethiopia
Kenya
Lesotho
Madagascar
Malawi
Mauritius
Sudan
Zambia
Zimbabwe

12

b/ 20

607

Benin
Burkina Faso
CAR
Equatorial Guinea
Ghana

Ivory Coast
Liberia

Mali
Mauritania
Niger
Nigeria
Senegal

Togo

13

20

657%

LAC EMENA
Barbados
Brazil

Chile
Colombia

Dom. Republic
Ecuador
Mexico

Panama

Paraguay
Peru

Uruguay

Morocco
Turkey
Yugoslavia

11 3

23 14

487 21%

4/ Countries assisted under the Program in CY1984 are shown in bold face.

E/ Countries with a lending program in the FY84-85 programming period.

East Asia South Asia
Indonesia Bangladesh
Malaysia
Philippines
Thailand
4 1
11 7
36% 147,

Total= 44

Total= 95

46%



beneficiaries are IDA countries, 22 are Bank borrowers, and the remaining

8, blend countries. As discussed in the interim Progress Report, the

country coverage under the Program largely reflects the acuteness of the
adjustment problems being faced by different countries and their own
response to the crisis. The relatively large country coverage——almost half
of the currently active Bank Group borrowers——is also indicative of the
flexibility available under the Program to respond in a graduated manner
through a wide variety of instruments—-ranging from setting—up of revolving

funds to lending for structural adjustment.

Overview of SAP Operations

5. A total of 93 SAP operations were approved during CY84 including
7 new operations and modifications to 86 new/ongoing operations. Total SAP
commitments during the year amounted to about $950 M.ﬁj Including the 184
SAP operations approved earlier during CY 1983, a total of 277 operations
have been approved so far and the total SAP commitments now amount to

$3,100 M—-$2,900 M for IBRD and $200 M for IDA (Table 2).

6. The most significant element in terms of new operations approved

under SAP has been Sector Adjustment Lending. These operations, although

é/ The number of operations and dollar amounts mentioned above are
indicative and should be interpreted with caution as there is an
unavoidable element of arbitrariness involved in deciding what should
or should not be classified as SAP. To maintain Bank-wide consistency
and to avoid unnecessary refinements, in line with the interim
Progress Report, the following criteria have been adopted for
determining whether or not a particular activity should be classified
as SAP:

(a) Only SAP-type acticns approved after consideration of the SAP
paper by the Board (i.e., February 22, 1983) are included in the
SAP; "actions” taken prior to that date are excluded; and

(b) Benchmark for deciding additionality due to SAP is the Bank
lending program planned before Board approval of SAP.



Table 2: Operations Approved Under SAP Through December 31, 1984

Cy1983 a/ CY1984 Total
No. Commitments No. Commitments No. Commitments
—(USSM)— —(US$M)— —(US$M)—
A. New Operations
Sector Adjustment Loans 6 1,300 7 815 b/ 13 3. 118
Structural Adjustment Loans 2 335 _ = 2 335
Sub-total New Operations 8 1,635 7 815 15 2,450
B. Modifications to New/Ongoing Operations ¢/
Increased Cost-Sharing/Front-Loading

of Disbursements 124 85 55 80 179 165
Revolving Funds 105 N.a. 49 N.a. 154 n.a
Restructuring 31 n.a. 28 N.a. 59 n.a
Financing of Working Capital/

Recurrent Costs 11 335 5 = 16 335
Cancellations 4/ 1 Tiabe 3 n.a. 4 n.a.
Supplementary Loans 4 95 . | 45 7 140

Sub—-total Modifications 176 515 86 125 262 640
Total SAP Operations 184 2,150 93 940 277 3,090

3/ See interim Progress Report for a 1lst of individual new oprations in CY83.

b/ Zambia - Export Rehabilitation/Diversification ($75 M)
Morocco — Industrial Trade Policy Adjustment ($150 M)
Yugoslavia — Fertilizer Sector ($90 M)

Colombia — Export Development (590 M)
Colombia — FEN Power ($200 M)

Uruguay - Agricultural Sector ($60 M)
Philippines — Agricultural Inputs ($150 M)

€/ More than one modification in some cases.

_S/ Total Cancellations amounted to $225 M — $5 M in CY1983, and $220 M in CY1984.
(Data on cancellations to be confirmed).



similar to SALs in terms of rigour and specificity, are narrower in scope,
generally focussing on policy changes and institutional reforms in a single
gsector. Because of this narrower focus they are easier to prepare and
implement and have therefore proven to be more attractive in situations
where a broad-based program of policy reform, typically associated with
SALs, is either impractical or less urgent. In some cases they have also
been used as a follow-up to SALs to deepen the reforms initiated under the
SALs. While lending for Sector Adjustment was increasing even before the
SAP was launched, the Program played an important role in stimulating the
use of this instrument. As explained in the recent paper on "Bank Lending
Instruments",é/ the Sector Adjustment Lending is likely to remain an
important part of the Bank's operational-kit for providing financial and

non-financial assistance to its borrowers.

7s The limited use of Structural Adjustment Lending under SAP can be

partially ascribed to delays and difficulties in designing and implementing
the broad-based SAL programs and partially to the fact that in many cases
the SAL operations were already part of the Bank lending programs before

launching of SAP and hence have not been classified as SAP.

84 The commitments of $2,450 M associated with the 15 Sector
Adjustment operations and SALs approved under the SAP constitute about 10%
of the total Bank/IDA commitments during CYs 1983-84. An additional

$2,650 M was committed during the same period for 22 other operations (12
SALs and 10 Sector Adjustment Loans) which, although similar to SAP
operations, have not been classified as SAP. 1In aggregate, the 37 SAP-type
operations accounted for about 20% of the total Bank/IDA commitments during

CYs 1983-84. This is a sharp increase over the 1980-81 period when such

57 "Bank Lending Instuments”, December 20, 1984.



operations represented barely 5% of the total Bank Group commitments. The
large increase 18 clearly indicative of the Bank's willingness and ability
to respond quickly to the changing needs and priorities of its borrowers
and of the borrowers' determination to adopt appropriate adjustment

policies.

9. Setting-up of revolving funds has been the most commonly used

feature for modifications to both new and ongoing projects. By providing a
ready source of finance up-front to financially hard-pressed governments
and project entities, these funds are proving to be an important aid to
improved project implementation. Following review of their effectiveness
last October revolving funds were adopted as a regular feature for future
Bank operations. As of December 31, 1984, some 310 revolving funds with an
aggregate advance of over $1.4 B were in existence, and in the past six
months roughly 17 % of the total Bank disbursements were made through

these funds. Besides helping to accelerate project implementation, the
revolving funds are also contributing to greater efficiency in the Bank's
own operations as they help to reduce the need for processing numerous

small claims from the borrowers for reimbursements by the Bank.

10. Increased cost-sharing and/or front-loading of disbursements has

been the other commonly used modification under the SAP. In a number of
cases this was achieved through restructuring of the existing projects and
by deleting/scaling down components whose viability had become questionable
since the original appraisals. In many cases, increased cost-sharing was
‘made possible by the sharp appreciation of the US dollar vis-a-vis other

currencies which reduced the overall project costs in dollar terms.

Supplementary loans were used in a small number of cases as a last resort

in accordance with the Bank's normal policy on cost-overrun financing.



Conversely, in several cases, following consultations with the borrowers,
the approved loans/credits were fully or partially cancelled since the
investments they supported no longer enjoyed the priority accorded to them
earlier. By now, the most-pressing cases for increased cost-sharing

have already been addressed under the Program. Also, in many of the
poorest countries, ongoing projects already include very high (?0-952)
cost-sharing by IDA and/or co-financiers. Thus, on ongoing projects, the
scope for further use of increased cost-sharing is quite limited. For new
operations, however, there may be a need in the medium term for increased
cost-sharing by the Bank, including selective financing of local costs in
some middle income countries. We plan to do this on a case by case basis

when presenting future operations for consideration by the Board.

11 In a limited number of cases where the availability of current
inputs was judged to be the most serious constraint to effective
utilization of Bank-financed investments, provisions were also made for

financing working capital/recurrent costs —— through increased loan amounts

and/or changes in project scope, sometimes as a temporary measure.

12. Table 3 gives a breakdown of the approved SAP operations among
the various Regions and country income groups. To provide a better picture
of overall "SAP-type” assistance by the Bank, the table also provides
parenthetically the same breakdown based on all SAP-type operations (i.e.
including operations which in substance are similar to SAP but have not

been formally classified as SAP). The Latin America Region (especially



Table 3a: Regional Distribution of CY83-84 SAP Operations 32/

Region Operations
No. (%)

E. Africa 31 11
(35) (12)

W. Africa 44 16
(45) (15)

EMENA 19 7
(21) (7)

LAC 120 43
(125) (43)

E. Asia 57 21
(61) (21)

S. Asia 6 2
(6) (2)

Total 277 100
(293) (100)

Table 3b : Breakdown of CY83-84 SAP Operations by Country Income Groups

Commi tments

(ussM) (%)
150 5
(520) (9)
400 13
(680)  (12)
580 19
(1,250) (23)
1,760 57
(1,960) (35)
170 5
(990) (18)
40 1
(170) (3)
3,100 100
(5,580) (100)

Per Capita Income

Group Operations

No. (%)

Ls $400 or less 53 19
(57) (20)

IT. $401 - 790 17 28
(80) (27)

III. $791 = 1,635 52 19
(59) (20)

IV. $1,636 or more 95 34
(97) (33)

Total 277 100
(293) (100)

Commi tments

(ussM) (%)
190 6
(670) (12)
710 23
(1;330) (24)
370 1.2
(1,420)  (25)
1,830 59
(2,160) (39)
3,100 100
(5,580) (100)

a/ Figures in parentheses are inclusive of "SAP-type™ operations not

formally classified as SAP.
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Brazil and Mexico) still dominates the program, although not as much as
before. The Regional distribution of commitments is, however, considerably
more even when the SAP and SAP-type operations are considered together.

The number of operations is fairly well distributed among the four income
groups. However, the bulk of the SAP-related commitments are for the
middle-income countries as a result, of course, of the severe cpnstraints
on IDA resources and the fact that both India and China, accounting for a
major part of the low-income group, have been largely unaffected by the

economic crisis of the past few years.

Table 4: Sectoral Composition (Z) of Projects Modified Under SAP

Total Portfolio2/P/ Bankwide

Sector SAP Projects of SAP Countries Portfolio b/
Agr. & Rural Development 45 34 34
IDF 6 9 9
Industry, Oil and Gas 2 8 8
Public Utilities 12 15 16
Social Sectors 11 9 10
Transport 13 14 14
Others 11 1.1 10

Total 100 100 100

Memo Item:
Total No. of Projects 262 971 1,756

a8/ i.e., 44 countries as per Table 1.
B/  As of June 30, 1984.

1.3s Table 4 shows the sectoral breakdown of the 262 projects selected
for modifications under SAP during CY83-84. The SAP projects are
‘concentrated in the Agriculture and Rural Development sector, reflecting

the emphasis on high-priority production and/or export-oriented projects.
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A comparison of the implementation status of the SAP projects with those of
all Bank projects under supervision indicates that, typically, the projects
accepted for modification under the SAP had fewer non-financial problems
(e.g., expected benefits, compliance with loan covenants,
institution-building) but significantly above-average financial problems
(e.g., project finances, disbursements). The sectoral composit;on of the
SAP projects and the nature of the problems associated with those projects
indicate that the criteria and procedures used in selecting projects for

assistance under the SAP have been appropriate and effective.

Program Impact

14, At a time when most Bank borrowers had been forced to severely
curtail public expenditures, resulting in persistent and serious shortages
in counterpart funds, the SAP facilitated completion of priority projects
by ensuring timely availability of financial resources and by creating a
climate of renewed confidence among suppliers and contractors associated
with those projects. The fast-disbursing assistance made available under
the Program allowed import of critical raw materials and spare parts needed
for better use of the existing production capacity, and made the adjustment
process less painful. The Program also provided a good opportunity for
identifying and resolving administrative bottlenecks to efficient project
implementation. Finally, the perceived responsiveness and willingness of
the Bank to adapt its procedures and practices to the economic difficulties
being faced by the member countries had a beneficial effect on the
Bank-country policy dialogue as well as a demonstration effect on other

‘donors.
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15. A quantitative assessment of the Program impact is complicated
due to the uncertainty about what would have happened in the absence of the
Program. Given the unusually difficult project implementation environment,
the historical performance trends and timetables are of rather limited use
and any evaluation of the Program must necessarily be subjective to some
extent. The likely impact of the Special Action Program on project
implementation and resource transfer, on Bank-country policy dialogue, and

on actions of other donors is discussed below.

Project Implementation and Resoruce Transfer

16. Detailed status reviews of operations approved/modified under the
Program indicate that although there are instances where the assistance
measures did not live up to the initial expectations (either because of
inadequate appreciation of the problems besetting the project or because of
delays in putting the modified arrangements in place), in the vast majority
of cases, the assistance under the Program has been a key factor in
maintaining the momentum of project implementation. Despite the fact that
the Program supported some of the most vulnerable projects in the Bank's
portfolio, the overall implementation performance (as measured by the PIR
ratings) remains quite similar to the rest of the portfolio. In particuar,
the implementation data for SAP projects indicates a significant
improvement in the project finances -- the weakest aspect of projects
chosen to be included under SAP (para 13). Without assistance under the
Program most projects would have experienced substantial delays and might
perhaps in some cases have been left incomplete. The 262 operations

‘modified under SAP support a total investment of about $53 billion.



Projected Impact of SAP Operations Approved
Through December 31, 1984, on IBRD/IDA Disbursements

= 13 = .

Table 5

FY83 2/ FY84 2/ FY85 FY86 FY87 FY88 FY89
(Us$ M)
SAP Commitments 1,030 1,760 300 = = - =
Gross Disbursements
from SAP Commitments = 820 1,150 680 280 110 40
Net Disbursements
from SAP CommitmentsP/ - 750 850 150 -350 -400 =450
Net Disbursements from
Changes to Ongoing
Operations = 850 750 150 -100 =350 =400
Total Net Impact = 1,600 11609 290 =450 -750 -850
of which IDA = 50 70 30 -30 -30 =20
Memo Item: Net Impact on Major Borrowers
Nigeria = 100 80 60 -10 ~70 -70
Yugoslavia = 130 150 40 -70 =70 -80
Brazil = 690 400 -110 =130 -150 -180
Colombia = 10 270 40 -10 -110 -70
Mexico = 200 130 120 -10 =170 -140
Indonesia = 150 50 -30 -40 =40 =40
Philippines = 100 110 50 -50 -50 -50
2/ Actuals.
Ey Net of disbursements foregone due to lending substitution by SAP.
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Assuming conservatively that on average the utilization of this investment
is advanced by one year, the net incremental benefits accruing to the
borrowing countries would be some $5-6 billion. To the extent that the
streamlined procedures developed under the SAP have been adopted for
"non-SAP" operations, the incremental benefits from the Program should

clearly be even greater.

17. Somewhat easier to quantify is the SAP impact on resource
transfer. Incremental disbursements during FY84-86 due to SAP operations
approved through December 31, 1984, are estimated at $3,500 M (Table 5),
including about $2,500 M already disbursed as of December 31, 1984. Thus
the SAP impact on resource transfer is substantially greater than the
$2,250 M envisaged initially. Brazil, Mexico, Indonesia, Philippines,
Yugoslavia, Nigeria and Morocco are some of the main beneficiaries in this
regard as evidenced by the sharpely increased disbursement rates shown

below (Table 6).

Table 6: Average Monthly Disbursement Rates

Average Monthly Disbursemnt Rate Percent Increase
-~ (US$M) —————————————  —————= (7)==——— =
Country luly '82=June '83 July '83-Dec '84
Brazil 64 116 81
Mexico 32 4t 38
Indonesia 42 57 36
Philippines 2] 40 90
Morocco 15 19 27
Yuigoslavia 24 32 33

Nigeria 14 19 36
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18. A related issue is the SAP impact on Bank disbursements over the
mediumterm. A large part of the SAP-related disbursements during FY84-86
is due to advancing of the future disbursements —— about $1,000 M because
of accelerated disbursements on ongoing projects and about $1,700 M because
of substituting in the CY83-84 lending programs the fast disbursing SAP
operations in place of the more traditional operations which typically
disburse over a 7-8 year period. The remaining $800 M(?) represent the
estimated savings which would have been eventually cancelled were it not
for the modifications made under SAP. Thus, an inevitable consequence of
the Program will be a reduction in the future disbursements by as much as
$2,700 M, beginning in FY87. It should be noted, however, that because of
the adverse economic conditions prevailing in many Bank borrowers, there
has been a general slowdown in the project implementation pace and
therefore the disbursements on the normal Bank operations have experienced
significant shortfalls over the past two years or so. In fact, in FY84,
the SAP-related increase just about compensated for the shortfall in
disbursements on the regular portfolio. In aggregate, therefore, the
medium-term outlook for Bank disbursements should not be affected
significantly. This does not preclude, however, the possibility that the
impact on future disbursements could be substantial in a few countries

(e.g., Brazil, Mexico and Yugoslavia.)

Impact on Economic and Sector Work and Policy Dialogue

19. Given the continuous, and in most cases long-standing, policy
dialogde which the Bank maintains with its borrowers, it is not meaningful
to separate the economic and sector work done specifically for or as a

result of the SAP. The shift towards developing specific, timebound,

monitorable action programs required to promote structural change over the
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medium-term has been underway for the past several years and the Special
Action Program simply provided an additional impetus in that direction.
Similarly, economic and sector work addressing pricing and resource
mobilization issues had emerged as a major component of the Bank's work
programs well before the SAP was launched. The SAP did provide, however,
added focus on two important topics: public investment reviews and debt
management. The number and frequency of public investment reviews
(including state enterprise investments and, where feasible, the broader
public expenditure reviews) has increased greatly over the last two years.
From occasional exercises usually undertaken as part of project
identification, they have become much broader macroeconomic exercises,
often carried out in relation with IMF-supported programs, and aimed at
selective reductions and rationalization of plans made obsolete by the new
resource position of most developing countries. In the course of CY83 and
CY84, such reviews were conducted, for example, in the Ivory Coast,
Morocco, Niger, Nigeria, Senegal, Turkey, and Yugoslavia. 1In all these
cases the objective has been to rationalize expenditure programs not just
by screening projects that needed to be postponed or eliminated but more
importantly by encouraging institutionalization of sound project selection
criteria as well as programming and budgeting systems to strengthen the
link between the capital and the current budgets, a most frequent weakness,

especially in African countries.

20. The Bank has also stepped up work on debt management issues with
particdlar emphasis on Sub-Saharan Africa. Thus, on average 18 missions a
year have been fielded in FY82-84, compared to 8 in FY81, and 16 were

undertaken in the first half of FY85, covering 28 countries in the
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Region. In-house training for officials from African countries has
expanded and the Bank has actively participated in Debt Management seminars
in Africa (in Dakar and Yaoundi) organized jointly by EDI and the regional

central banks of the CFA franc area.

21. The economic and sector work and the policy dialogue have been
directed towards more specific areas in those cases where some form of
policy-based lending has been seen as the appropriate response. The bulk
of such operations, under the SAP, were approved in the course of CY83,
notably SALs (or modification of previously planned SALs) for the Ivory
Coast, Panama, Togo, and Yugoslavia. Work has continued in preparation of
follow-up loans to each of these countries, while sector work in 1983 lead
to a number of sector loans approved under the SAP for Brazil, Ghana,
Malawi, Mexico and Nigeria. Similarly, the sector loans to Colombia
(Export Development Loan and Power Sector Loan), Morocco (Industrial and
Trade Policy Loan), and the Philippines (Agricultural Inputs Loan) and
Uruguay (Agricultural Sector Loan) approved in CY84 reflected policy
agreements on key issues such as foreign exchange administration, interest
rates and input subsidies. More specifically:
= Under the Industrial and Trade Policy Adjustment Loan in Morocco,
customs duties have been reduced, export licensing requirements
eliminated, and procedures for import licensing simplified;
= Although only effective for a very short time, the Agricultural
Sector Inpits operation in the Philippines appears to be
succeedinyg at supporting a program of policy and institutional

reforms including relaxation of price controls and private sector
participation in agricultural marketing.
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- The Government of Malawi was able to remove a fertilizer subsidy
as a result of a relatively small revolving fund added to an
agricultural project; the fund served to expedite timely delivery
of fertilizer which in turn permitted significant production
increases in the smallholder subsector, obviating the need for a
subsidy.

The last example shows that the relatively modest financial contribution of
the SAP to IDA countries did not preclude addressing significant policy

issues.

22, Thus, while the Special Action Program has not been the prime
force behind the expanded macroeconomic and sectoral policy content of the
Bank's economic and sector work, it has certainly instilled a sense of
urgency and underscored the need for greater specificity in the analyses
and recommendations to underpin the assistance measures approved under the

Program.

Impact on Actions of Other Donors

23. Considering the serious financial and economic difficulties being
faced by Bank borrowers and the modest size of the Bank's Special
Assistance program, it was noted at the beginning of the Program that
similar efforts would also be necessary by other donors. An important
element of the Program was therefore to persuade other donors to help
mobilize additional resources. The expectations have by and large been

fulfilled.

24, . Both the Asian Development Bank and the Inter—American
Development Bank have instituted programs parallel in timing and content to

the SAP. [A recent staff report to the Board of Directors of the IDB notes

that their Special Operating Program, which commenced in June 1983, had
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benefitted 17 countries through a variety of assistance measures applied to
138 projects under implementation, mainly in Agriculture, Transport and
Telecommunications. The measures, as in the SAP, included revolving funds,
supplementary financing, higher cost-sharing and restructuring of

projects. New operations, including supplementary financing to groups of
projects, were approved for six countries for a total of close to $800
million. Additionally, under a special Industrial Revitalization Program
initiated in 1982, new operations in excess of $900 million for 12
countries were approved by the end of CY1984. 1In all, the IDB estimates
that disbursements in the 18 months covered by the program were increased

by $645 million, which is close to their original objective.

25. The Asian Development Bank, under its Program of Special
Assistance, increased cost-sharing by allowing utilization of project
savings, and provided supplementary loans and credits for ongoing ADB
financed projects in Bangladesh, Philippines, Sri Lanka, and Western
Samoa. These ADB loans/credits were similar to an IDA Supplementary
Assistance Credit extended to Bangladesh under the SAP, in that they
provided additiénal funding to ease shortages in local cost financing for
ongoing projects and were designed to address basic project implementation

and budgetary constraints.]

26. The African Development Bank has expressed interest in the
possibility of adapting SAP-type programs and in co-financing policy based

loans to Morocco. [Details to be added later].
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27. The efforts by the Bank to attract and help reorient financial
flows from other multilateral and bilateral sources has been carried out
principally through consultative groups and coordination activities. This
has been done with strong support from the Development Assistance Committee
of the OECD (notably on the occasion of the DAC meeting of October 1984 in
Paris). As a result, more consultative groups have been formed.for African
countries, and the UNDP, with Bank assistance, has undertaken to revamp the
process of Round Tables that were instituted at the end of 1981 to mobilize
assistance for the Least Developed Countries. Among the recent and most
successful aid group meetings were those held for Ghana and Senegal (in
December 1984), both of which have been orally reported to the Board.

These exercises were noteworthy by the wide range of active participation
among aid donors, and even more so by the level of commitments or financing
intentions expressed in support of strong policy packages for adjustment

and recovery presented by the two governments concerned.

28. Last, but not least, as reported to the Board on February 7, the
Bank's initiative to establish a special fund for Sub-Saharan Africa has
found a favorable response and the recent donors' meeting in Paris (January
31) resulted in direct and indirect commitments amounting to about $1.1
billion to be used over a three-year period in support of countries

undertaking appropriate policy reforms.

29-30. [The impact and implementation difficulties to be
illustrated with overviews of SAP actions in a few countries e.g., Brazil,

Indonesia, Bangladesh and Ghana].
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II. Global Economic Outlook and Conclusions

Global Economic Outlook

31. The current economic outlook is in certain respects more
favorable than at the time of the interim Progress Report. Revised -
estimates indicate that in 1983 the developing countries' GDP grew by an
average of 2.3 percent compared to less than one percent indicated in the
interim Report. Similarly, the aggregate current account deficit
(excluding official transfers) amounted to $53 billion compared to $80
billion estimated earlier. These gains came from increased export volumes,
improved terms of trade for the non-oil developing countries, lower real
interest rates and, in many cases, domestic reform and restraint. Exports
grew in real terms by 6 percent, the main source of increased demand being
the United States; real interest rates fell from 16 percent in 1982 to 14
percent in 1983. The picture on capital flows was, however, disappointing,
with direct foreign investment and new private loans declining, and ODA
rising only marginally. The ratio of outstanding medium— and long-term
debt to GDP and the debt service ratio both increased, to 26.7 percent and

23.7 percent respectively.

32, Growth in the industrial countries in 1984 was significantly
above the levels of recent years as output surged in the United States
(7.0 percent), Japan (5.8 percent) and, to a lesser extent, Europe (2.3
percent).E] This increased activity was reflected in an expansion of

developing countries' exports in real terms of [ ] percent; the expansion

6/ Figures for 1984 are provisional and incomplete, and will be revised
and completed before the paper goes to the Board.
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came despite very poor commodity prices, which peaked in the first quarter
of 1984, and have now fallen in current dollar terms to the level reached
at the bottom of the recession in October 1982, All major commodity groups
experienced declines in 1984, but agricultural commodity prices fell the
most, with both the Bank's food and non-food indices finishing the year
about 20 percent below their end-1983 levels. Nonetheless, the overall
improvement in export receipts meant that, although imports remained
depressed, for the first time in two years rising exports —— not declining
imports -- were chiefly responsible for improving developing countries’
current accounts, which showed an aggregate deficit estimated at $40
billion in 1984, Adjustment in external balances, moreover, was combined
with improved output growth, as real GDP increased by more than 3.5 percent
over 1983. Nonetheless, the continuing negative net transfer from private
sources means that much of the growth in GDP is being used for debt
service, making it unlikely that per capita consumption will soon recover

to the levels it reached before the recent recession.

33. As in 1983, behind these aggregate figures lie a wide variety of
regional and country experiences. China and India both performed strongly,
growing by 7.0 percent and 5.0 percent, respectively; if these two
countries are excluded, developing country GDP growth was only about 3
percent in 1984, with low-income Africa growing by only 2.2 percent, still
less than its rate of population growth. Exports grew fastest in

low-income Asia, rising by [ ] percent in real terms in 1984,
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following a [ ] percent increase the previous year. Individual country
experiences have been even more varied, with much depending on the degree
to which serious efforts were made to adjust to the less favorable external

environment.

34, As for 1985, the likely slow-down in growth in industrial-
countries should not prevent growth in developing countries from continuing
to increase, to perhaps a little over 4 percent. Nevertheless, that is
well below the average of 5.8 percent a year achieved in 1965-80. The
current account deficit of the developing countries is expected to be in
the range of [$§__ billion]. Regional and country experiences will remain
diverse. Low—-income Asia is again expected to be the strongest performer.
Growth should also continue in Latin American countries following their
progress on economic restructuring, although the size of their debt burden
still makes them very vulnerable to higher interest rates and to industrial
country protectionism. In Sub-Saharan Africa, on the other hand, the
droughts and insufficient levels of concessional assistance mean that there
is a danger that per—capita GDP will continue to decline unless forceful
actions are taken, both domestically and by the international community.Z/
[Medium—term perspective to be added based on the paper currently being

prepared for DAC].

Conclusions
35 The Bank's Special Assistance Program, initiated at a time when
many developing countries faced unusual economic hardships, has met and

surpassed most expectations. Conceived as a two—year program of emergency

7/ See Toward Sustained Development in Sub-Saharan Africa, World Bank,
1984.
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assistance, it has succeeded in:

- significantly accelerating Bank disbursements (about $2,500 M by
December 31, 1984) thereby increasing or at least maintaining the
transfer of Bank resources at a critical time;

= substantially contributing to the Bank's policy dialogue with its
member countries, strengthening their resolve to implement sound
adjustment policies.

- assuring uninterrupted and/or improved implementation of some 260
high-priority development projects supporting a total investment
of over $50 B; and

- influencing other donors to implement their own programs of
special assistance.

36. With the economic recovery underway in the industrial countries,
and slow but steady progress in debt rescheduling for the major debtor
countries, there is some abatement in the crisis atmosphere of the past few
years. There is also the realization, however, that revival in economic
activity in industrial countries will take time to exert its

impact on the developing countries. A large number of developing countries
are saddled with heavy external debt, declining domestic revenues, and
pessimistic prospects for revival in official development assistance as
well as private capital flows. Thus, there will be a need for continued

austerity and difficult adjustments for the next several years in most

countries.

37 Many of the assistance measures under the SAP, particularly

Sector Adjustment Lending and revolving funds, have proved to be important
vehicles for assisting Bank borrowers, and are now an integral part of the
Bank's operational kit. The focus on developing specific action plans for
underpinning the adjustment programs have also become a regular feature of

the Bank's economic and sector work. Several other SAP measures such as
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increased cost-sharing, front-loading of disbursements and restructuring of
ongoing projects also proved to be very helpful devices. However, the
scope for using these measures in the future is rather limited because the
most-pressing cases for such modifications have already been taken care of
and the normal Bank procedures and practices provide adequate flexibility
for handling individual situations in future on a case by case basis;

Thus, there is no need for a formal extension of the Program.
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SPECIAL ACTION PROGRAM

PROGRESS REPORT THROUGH DECEMBER 1983

Introduction

1, The World Bank's Special Action Program (SAP) was approved by the
Executive Directors in February 1983,Ej to assist member countries in
adjusting to adverse economic conditions resulting from a combination of:

a severe recession in OECD countries; stagnation in official development
assistance and decline in private capital flows; exceptionally high real .
interest rates; and inadequate adaptation of domestic policies to
developments in the world economy during the 1970s. The Program comprises
financial measures and policy advice to help countries which are making
serious efforts to implement the difficult adjustment measures needed to
restore growth. The principal elements of the Program are:

= expanded lending for high priority operations
supporting structural adjustment, policy changes,
production for exports, fuller use of existing capacity
and the maintenance of crucial infrastructure;

- accelerated disbursements under existing and new
commitments to support early completion of
high-priority projects;

= expanded advisory work by the Bank on the design and
implementation of appropriate policies, including the
reordering of investment priorities and strategies for
debt management; and

= urging other lenders to make similar efforts.

25 The Program was approved for an initial two-year period with the
possibility of extension depending upon developments in the global economy
and implementation experience with the Program. The increase in IBRD net
disbursements attributable to the Program was estimated at $2 billion
during FY83-85. The increase in IDA disbursements was expected to be much
more modest —- some $250 million during FY83-85 —— reflecting primarily the
severely constrained resource availability for IDA.

3 This paper is intended to provide an assessment of the progress
during CY83. A second progress report will be submitted to the Executive
Directors later in 1984 covering operations through June 1984. The paper

1/ "World Bank Program of Special Assistance to Member Countries,
1983-84", R83-22; IDA/R83-10, dated January 28, 1983.



is organized in two parts. Part I provides a summary overview of the
Program during 1983, including country coverage, key features of the
actions approved and the likely program impact. Part II reviews briefly
the developments in the global economy during the past year and indicates
the actions planned for the future.

I. Program During 1983

Country Coverage

4, As of December 31, 1983, a total of 35 countries have been
assisted under the Program -— about one-third of the currently active Bank
Group borrowers (Table 1). Three geographical areas —- Sub-Saharan Africa,
Latin America and East Asia —-— account for all but two of the countries

assisted so far. In terms of income levels, the SAP countriesz/ are
spread over the entire spectrum: 12 countries belong to group T (1982 per
capita GNP of $410 or less), 9 to group II ($411-805), 8 to group III
($806-1,670), and the remaining 6 to group IV (81,671 or more). Ten of the
beneficiaries are IDA countries, 17 are Bank borrowers, and the remaining
8, blend countries. The country coverage under the Program largely
reflects the acuteness of the adjustment problems being faced by the
different countries and their own response to the crisis, the quality of
the Bank-country dialogue, and the constraints on IDA resources.

5. The Special Action Program has focussed on countries that have
demonstrated a willingness to cope with the adverse international climate
through policies aimed at improving export competitiveness, mobilizing
additional domestic resources and adjusting overall expenditures to
diminished foreign and domestic resources in a manner least damaging to
future growth prospects. The emphasis in evaluating eligibility was
accordingly on policy performance. For each country, attention was given
to the most critical policies taking into account both the country's stage
of development and the magnitude of the problems with which it was
confronted. 1In most countries, this required an initial examination of the
full range of relevant policies, including:

(a) exchange rates, interest rates and other key prices,
especially in agriculture and energy;

(b) trade and tariff policies;

(¢) ‘fiscal and monetary policies, including in particular
actions to mobilize savings;

(d) the allocation and use of public sector resources,
including the adequacy of recurrent expenditures to
maintain and operate existing capital stock, the
quality of the public investment program, and the
performance of public enterprises; and

g/ i.e., countries where at least one SAP operation has been approved.
The income groups are according to the "Per Capita Income Guidelines
for Operational Purposes”, SecM83-924, dated September 27, 1983.



Table 1:

Countries Assisted Under SAP During CY 83

East Africa West Africa LAC East Asia South Asia EMENA

Burundi CAR Barbados Indonesia Bangladesh Yugoslavia

Comoros Ghana Brazil Philippines

Kenya Ivory Coast Chile Thailand

Lesotho Liberia Dom. Republic

Madagascar Mali Ecuador

Malawi Mauritania Mexico

Mauritius Niger Paraguay

Sudan Nigeria Panama

Zambia Senegal Peru

Zimbabwe Togo

Upper Volta

Total No. 10 11 9 3 1 1 Total = 35
Memo Items
Total No. of
Current Borrowers* 20 22 27 12 8 16 Total =105
SAP Beneficiaries
as % of Total 50%

50% 33% 25% 122 6 33%

* Countries with a lending program in the FY84-88 programming period.



(e) external borrowing policies and the management of
external debt.

6. In reviewing policy performance a compromise had to be struck
between the need to be expeditious —- an essential attribute of the program
-- and the need to lay the foundation for a sustainable adjustment. A
large majority of countries considered eligible for the Program were |
already implementing adjustment policies —- many in the context of IMF
agreements —- and were engaged in active policy dialogue with the Bank to
reduce major price distortions (e.g., Bangladesh, Brazil, Ghana, Mexico);
improve the incentive structure for efficient production by reducing the
anti-export bias in the trade and tariff regime (e.g., Jamaica, Panama,
Philippines); scale down subsidies and improve the pricing of capital
(e.g., Indonesia, Peru); upgrade the performance of public enterprises
(e.g., Ivory Coast, Mali, Panama, Senegal, Togo); and correct serious
distortions in the public investment programs (e.g., Indonesia, Ivory
Coast, Mexico, Philippines).

7. In a number of cases, specific policy understandings were
included in assistance packages devised under the Special Action Program.
The policy issues varied, of course, according to the type and scope of
assistance to be provided under the SAP, and a realistic assessment of the
room for maneuverability. For structural adjustment lending, the
eligibility required, as in the past, a strong and sustained commitment to
implementing a broad range of actions over several years. In practice,
this requirement included precisely defined actions in all or most of the
areas described in paragraph 6. In most cases, the SALs have complemented
the stabilization programs supported by the Fund. For more narrowly
focussed sector adjustment loans, actions required were primarily aimed at
providing appropriate incentives and enhancing efficiency in a particular
sector. But eligibility for such lending also required either the absence
of serious macro-economic distortions (e.g., a grossly overvalued exchange
rate) or a willingness to take action on such issues. For restructuring of
ongoing projects and for increased cost-sharing by the Bank, it was
expected that the country would be taking reasonable measures to adjust the
investments in the relevant sector/sub-sector to the reduced resource
availability and that it would allocate adequate counterpart funds (at the
newly agreed levels) to ensure early completion of the high priority
projects remaining in the reduced program. Finally, for setting up
revolving funds to accelerate disbursements from Bank Loans and Credits,
the eligibility required primarily absence/resolution of major
non-financial problems in project implementation and, where necessary,
streamlining of procedures within the country for release of budgetary
funds to the project and for claiming Bank reimbursements.

8. Given the continuous, and in most cases long-standing, policy
dialogue which the Bank maintains with its borrowers, the Special Action
Program augmented the prospects for specific actions by the borrowers and
gave impetus to important policy reforms in several countries. In the case
of Ivory Coast, for example, a wide-ranging program was adopted aimed at
greater incentives for exports, reduced distortions in pricing policies and



subsidies, and streamlining of the public investment program. In a number
of cases, the reforms focussed on pricing policies. and interest rate
structures (e.g., Mexico, Brazil, ‘Malawi). Agreement to commit adequate
counterpart funds for Bank-financed projects, improve project
implementation and fulfill project covenants were important conditions for
SAP (e.g., Mexico, Philippines).

9 One important element of the Special Action Program has been the
reorientation in the Bank's Country Economic and Sector Work (CESW) to
provide the analytical underpinning for design of appropriate adjustment
programs. The FY84-86 CESW program shows a continuing shift in that
respect. It includes, for example: (i) reviews of public investment
programs in Argentina, Mexico, Nigeria, Turkey, Philippines and Zambia;
(ii) reviewing performance of State Enterprises in Peru, Mali, CAR,
Thailand and Sudan; (iii) studies to strengthen development administration
and project implementation capability in Bangladesh, Indonesia and Malawi;
(iv) studies to increase domestic resource mobilization in Mexico, Liberia,
Thailand and Turkey; (v) review of incentives for export diversification in
Uruguay, Indonesia and Sudan; and (vi) strengthening debt management
capability in Turkey and Thailand.

Overview of SAP Operations during CY83

10. During the ten-month period following launching of SAP in
February 83, a total of 184 SAP operations”, / have been approved. These
include:

(a) 12 New operations (US$1,730 M)ﬁ/

- 2 SALs: Yugoslavia ($275 M)
Panama ($60.2 M)

= 6 Sector Adjust. Loans: Mexico Export Dev. ($350 M)
Brazil Agr. Sector ($303 M)
Brazil Ind. Sector ($352 M)

3/ The number of operations mentioned above are indicative and should be
interpreted with caution as there is an unavoidable element of
arbitrariness involved in deciding what should or should not be
classified as SAP. To maintain Bank-wide consistency and to avoid
unnecessary refinements, the following criteria have been adopted for
determining whether or not a particular activity should be classified
as SAP:

(a) Only SAP-type actions approved after consideration of
the SAP paper by the Board (i.e., February 22, 1983)
are included in the SAP; "actions"” taken prior to that
date are excluded; and

(b) Benchmark for deciding additionality due to SAP is the
most recent lending program established before approval

of the SAP paper.

4/ Figures in parenthesis are commitments.



Nigeria Fert. Import ($250 M)
Ghana Reconst. Import ($40 M)
Malawi Fert. Import ($5 M)

- 4 Supplemental Loans: Yugoslavia Hydropower ($61 M)
Barbados Education ($3 M)
Brazil Sao Francisco Irrig.($7.7M)
Brazil Agr. Dev. ($22.8 M)

(b) Modifications to 28 new operationss/

- Increased cost-sharing in 7 projects

= Revolving funds in 13 projects

= Financing of working capital/recurrent costs in 7 projects
- Front-loading of disbursements in 6 projects

- Increased loan amounts in 10 operations ($417 M)

(¢) Modifications to 144 ongoing projects6/

= Revolving funds for 92 projects

- Increased cost-sharing in 70 projects

= Front-loading of disbursements in 62 projects
- Restructuring of 31 projects

11 The 40 new operations added or modified because of SAP represent
about one-fifth of all Bank Group operations approved during March-December
1983. The SAP-related commitments of $2,150 M associated with these
operations constitute about 15% of the total Bank/IDA commitments during
the same period. This excludes 14 other SAP-type operations (9 SALs and 5
sector adjustment loans) representing commitments of about US$1,600 M which
were approved during March-December 1983 and which have not been classified
as SAP because they were part of the lending program before formal
initiation of SAP (cf. footnote 3). In aggregate, therefore, the SAP-type
operations account for about one-fourth of the Bank/IDA lending program
both in terms of number of operations and commitments during March-December
1983.

12. The commitments under SAP are essentially a substitute for more
traditional operations planned earlier since the total Bank Group
commitments in FY83-84 are expected to be roughly at the same level as in
the lending programs established prior to approval of SAP. An analysis of
the overall lending program during FY83-84 by Regions, country income
groups or sectors does not indicate any major shifts from the patterns in
the original lending programs planned before adoption of SAP.

el Operations already in the lending program which were modified before
Board presentation to include one or more SAP elements.

6/ More than one modification in some projects.



13. The 144 ongoing projects modified under SAP constitute about 8%
of the total portfolio of some 1,700 projects currently under supervision,
and as of June 30, 1983 had undisbursed loans and credits of about 875
billion. More importantly, they support a total investment of about $30
billion, utilization of which should be substantially improved and/or
accelerated because of the SAP assistance. Assuming conservatively that on
average the utilization of this investment is advanced by one year, the
incremental benefits accruing would be some $3-4 billion.

14, Incremental disbursementsZ/ during FY84-86 due to CY83 SAP
assistance are estimated at $2,500 M -- $2,400 M for IBRD and 100 M for
IDA. This increment represents essentially advancing of the post-FY86
disbursements —- about $1,200 M because of accelerated disbursements on
ongoing projects and the remainder $1,300 M because of substituting, in the
CY83 lending program, the fast-disbursing SAP operations in place of the
more traditional operations which typically disburse over a 7-8 year
period.

15, Tables 2 and 3 give a breakdown of the approved SAP operations
among the various Regions and country income groups. The Latin America
Region (especially Brazil and Mexico) dominates the program accounting for
about one-half of all operations and about two-thirds of the total
commitments and disbursements =- reflecting both the severity of the crisis
faced by the Region and its ability to use non—concessionary funds. The
number of operations is fairly well distributed among the four income
groups. However, practically all SAP-related commitments and disbursements
are for the middle-income countries, as a result, of course, of the severe
constraints on IDA resources. Per force the SAP operations in the poorer
countries have been limited to setting up revolving funds and/or changing
cost-sharing arrangements. However, even the higher cost-sharing
arrangements are of limited applicability to the poorer countries since in

1/ Assessing the impact of SAP activities on disbursements is complicated
by the need to determine the disbursement levels in the "without"” SAP
scenario. Given the unusually difficult project implementation
environment prevailing in many countries, the historical disbursement
profiles may be of rather limited use in the present context. For the
analysis in this report the following approach has been used:

(i) For new operations brought into the lending program
because of SAP, all disbursements have been attributed
to SAP. It is assumed, however, that these operations
are fully substituting normal Bank lending which would
have disbursed at the rate of 5%, 15%, 20%, 20%, 15%,
15%, 10% in years 1 through 7, respectively. The
incremental impact is obtained by netting out the
disbursements foregone due to lending substitution by
SAP; and )

(ii) for projects (new or ongoing) involving modifications
because of SAP, separate disbursement estimates have
been made "with" and "without"” the SAP elements and
only the increment has been attributed to SAP.



Table 2: Regional Distribution of CY83 SAP Operationms

Region Operations

No. %

E. Africa 21 11
W. Africa 29 16
LAC 83 45
EMENA 6 3
E. Asia 42 23
S. Asia . | 2
100

Total - 184

Commi tments
(US$M) %
60 3
345 16
1,410 65
335 16
2,150 100

Estimated
Disbursements
FY84-86
(US$M) (%)
50 2
300 12
1,750 70
200 8
180 o
20 1
2,500 100

Table 3: Breakdown of CY83 SAP Operations by Country Income Groups

Per Capita Income

Group Operations
No. %
I. $410 or less 30 16
LI. §4l11 - 805 53 29
I1I. $806 - 1,670 29 16
IV. $1,670 or more _72 a5
Total 184 100

Commi tments
(ussM) (%)
60 3
35 2
375 17
1,680 78
2,150 100

Estimated
Disbursements
FY84-86
(USSM) (%)
80 3
220 9
350 14
1,850 74
2,500 100



many cases IDA was already financing a high proportion of the total project
costs.

Design of Assistance Measures

16. Since all SAP activities involving new operations go through the
normal process of approval by the Executive Directors, the discussion below
focuses on the approach used for selection of ongoing projects for
assistance under the Special Program and on the design of specific
assistance measures for those projects. To provide timely assistance to
the borrowers while maintaining the normal high standards of project
quality required by the Bank, the provision of SAP assistance was limited
to projects with a recent field supervision by the Bank —-- typically, no
more than six months prior to approval of special assistance. Based on the
supervision mission findings, the projects for special assistance were
expected to have the following features:

(a) continued high priority in terms of the likely
development impact including inter alia satisfactory
economic returns, appropriate institutional objectives
and feasibility of adequate O0&M (including availability
of imported spares and consumables) following project
completion;

(b) absence of serious non-financial problems (e.g.
managerial, technical, political and procurement
problems) and compliance with the key loan covenants.
Alternatively, an agreed action plan for resolving such
problems as a pre-condition for special assistance;

(c) presence of serious gaps in the financing plan with
adverse implications for timely project implementation
and for the likely development impact; and

(d) 1likelihood of early project completion (typically over
the next 2-3 years) assuming resolution of financial
problems and (where appropriate) implementation of the
agreed action plan.

17. Design of the assistance measures for the selected projects
generally involved:

(a) reviewing the appropriateness of project scope. In
particular, possibilities were examined for reducing
the scope without serious adverse effects on the
remainder of the project. Project components
experiencing chronic implementation problems and/or
components whose economic viability had deteriorated
since appraisal were normally deleted/reduced. Also
considered for reduction in scope were projects which
were essentially a line of credit, defined in financial
terms without specific physical content (e.g. DFC
loans) or where physical targets were defined in
approximate terms and the exact scope was not essential
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to the project success. Consideration was also given,
on the other hand, to changing the project scope to
include any critical components (e.g. spare parts)
necessary for satisfactory achievement of the overall
project objectives. In total about one-fifth of the
144 ongoing projects assisted under SAP involved
changes in project scope;

(b) updating of project implementatiom schedules and cost
estimates taking into account inter alia past
implementation experience, any changes in scope deemed
desirable, and the implementation of action plans,
where appropriate (para. 16 (b)); and

(¢) developing a new financing plan based on a realistic
assessment of likely contributions by the non-Bank
financiers and increased cost-sharing by the Bank
during the SAP period. In some cases this meant
front-loading the disbursements during the SAP period
(with off-setting reductions subsequently) without
affecting the overall cost-sharing for the project. 1In
other cases, the savings from restructuring (para 17
(a)) or other causes (e.g. changes in exchange rates)
permitted the desired increases in cost-sharing during
the SAP period.ﬁ/ Since the impact of front-loading
Bank disbursements for the remainder of the SAP period
will diminish rapidly during FY85, we plan to accept
proposals for increased cost-sharing on eligible
expenditures up to FY86. Supplementary loans and
credits were considered, as an exceptional measure, in
the absence of other options for assuring satisfactory
project completion. In about two-thirds of the cases,
the revised cost-sharing arrangements comprised
financing a part of the local costs during the SAP
period. In determining the share of costs to be
financed by the Bank, it was ensured that the
procurement arrangements complied with the Bank
guidelines.

18. Table 4 shows the sectoral breakdown of the 144 ongoing projects
gelected for assistance under SAP during CY83. The SAP projects are
concentrated in the Agriculture and Rural Development sector, reflecting
the emphasis on high-priority production and/or export-oriented projects.

A comparison of the implementation status of the SAP projects with those of

8/ Any remaining savings were to be cancelled; however, to strengthen the
willingness of governments to cancel/restructure projects which were
no longer consistent with the country's investment priorities, the
savings on IDA credits were permitted to be used for recommitment in
the same country provided the savings were the result of a deliberate
restructuring of the investment program. Extension of closing dates

in order to utilize the savings was not permitted; also, the project
objectives could not be reformulated in order to use up the savings.
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all Bank projects under supervision indicates that, on the whole, the SAP
projects had fewer non-financial problems (e.g., management performance,
expected benefits, compliance with loan covenants, institution-building)
but significantly above—average financial problems (e.g., project finances,
disbursements). The sectoral composition of the SAP projects and the
nature of problems associated with those projects indicate the overall
effectiveness of the criteria and procedures used in selecting projects for
assistance under the SAP.

Table 4: Sectoral Composition (%) of Ongoing Projects Modified Under

CY83 SAP
Total Portfolio?/P/Bankwide

Sector SAP Projects of SAP Countries _ Portfolio P/
Agr. & Rural Development 51 35 35
IDF 7 10 9
Industry, 0il and Gas 1 7 8
Public Utilities 11 13 16
Social Sectors 16 15 14
Transport 12 13 13
Others 2 7 5

Total 100. 100 100
Memo Item
Total No. of Projects 144 791 1,720

a/ i.e. 35 countries as per Table l.
b/ As of June 30, 1983.

Program Impact

19. The Special Action Program has been in effect for only ten
months. About three—quarters of all SAP approvals are in fact less than
six months old and it is too early to make any definitive judgements on the
overall impact of the program. Disbursement data for the first half of
FY84 indicate nevertheless that there has been a significant increase in
disbursements on a number of SAP projects. The SAP-related incremental
disbursements during July-December 1983 are estimated at about $650 M ——
$350 M on new commitments under SAP and $300 M on ongoing projects modified
under SAP. About two-thirds of the incremental disbursements due to SAP
have been in Brazil where the monthly disbursements during the past six
months averaged $131 M compared to $58 M for the same period a year ago.

20. The real impact was, however, much larger than the actual
resource transfer, since the Program helped to : (a) keep on stream
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144 ongoing projects with costs totalling about $30 billion, (b) strengthen
the countries in implementing sound economic policies and reforms while
encouraging others to introduce reforms, (c) improve the willingness of
borrowers to commit sufficient local currency for high priority development
projects and ensure faster project implementation, and (d) provide an
intensified focus on such aspects as export promotion, debt management,
resource mobilization and pricing policies, in the Bank's economic and
sector work programs.

21, Early feedback from some of the SAP operations in Brazil,
Nigeria, Ivory Coast, Ghana and Niger indicates significant improvement in
project implementation because of accelerated resource transfer and/or
improved policy dialogue. The operations under the Program have also
provided further support to the desirable patterns of lending discussed in
the Progress Report on Sub—-Saharan Africa?/ which emphasized agricultural
production and the rehabiliation and maintenance of infrastructure.

225 Establishment of revolving funds, an increasingly common feature
of Bank operations even before the SAP, are also proving to be helpful in
improving project implementation by providing a ready source of finance
up-front. The generally positive experience so far with the revolving
funds suggests that they should be adopted as a regular feature in future
Bank projectse.

23, The export development operations approved in CY83 as part of the
SAP generally have not started up as rapidly as envisaged at appraisal. A
variety of reasons are responsible for slow development of these projects:
smaller than expected growth in the economies of the borrowers, delays in
the required legislative approvals, institutional weaknesses and, perhaps
most importantly, a slower than expected adjustment by exporters to market
rate credit operations denominated in foreign exchange or fully pegged to a
major currency, as opposed to the traditionally subsidized local currency
credit support that Governments had provided for exports. Given the Bank's
policy dialogue on export development with the borrowing countries, it is
expected that, as their economies gradually recover, the incentives will be
stronger for further institutional and administrative improvements, as well
as for greater reliance by exporters on foreign exchange finance for the
imported inputs. Therefore, disbursement performance under these loans is
expected to improve in 1984.

24, In approving the Program, the Executive Directors had noted that
active participation by other donors would be needed to achieve the maximum
impact. Since approval of SAP, the Bank has intensified its efforts to
persuade other donors to introduce similar approaches. For example:

= At Consultative Group sessions, and in its contacts
before and after CGs, the bank has documented the

8/ "Sub-Saharan Africa: Progress Report on Development Prospects and
Programs”, R83-229, dated July 8, 1983.



_13_,

special needs of the borrowers and the policy
adjustments being undertaken;

= In the Development Assistance Committee of the OECD the
Bank has emphasized the importance of parallel actions
on several occasions with key representatives and
leaders of OECD donor organizations. The DAC itself
highlighted the importance of such action by urging
bilateral donors to implement their own "program of
special assistance” modeled after that of the Bank;

= In various discussions with the Bank, EEC has also
expressed great interest in SAP as a possible guide to
their own operations; and

= In its regular consultations with regional development
banks, bilateral aid agencies and private banks, Bank
officials have stressed the importance of mobilizing
full support for high priority programs and projects in
countries implementing appropriate adjustment policies.

25, The response by donors has been generally positive as many have
been prepared to provide more fast-disbursing assistance in support of Bank
and Fund programs, for example, in Sudan and Ghana. This has been
especially important in Africa where constraints on IDA have limited the
Bank's ability to meet as large a share of the urgent requirements as
desirable. ADB and IDB also have started Special Programs of their own,.
similar in spirit to that of the Bank. ‘

II. Global Economic Outlook and the Future Program

Global Economic Outlook

26 Economic conditions in the industrial countries were slightly
better in 1983 than had been envisioned a year ago, mostly due to a
stronger than expected recovery in the United States. GDP growth in
industrial countres in 1983 is now estimated at about 2%, up from 1.5%
projected earlier. As a result, the prices of developing countries'
non-oil primary exports have increased at a slightly faster rate than
expected. Oil-importing developing countries also benefitted from the drop
in petroleum prices. The oil-exporting developing countries fared much
worse, however, because of the sharp decline in 0oil export revenues.
According to the preliminary indications, the private lending to developing
countries during 1983 reached the level expected at the beginning of the
year. However, because of lower export growth and continued high interest
rates which necessitated restrictive policies, developing countries' GDP
growth is now estimated to have been below 1% compared to about 3%
anticipated a year ago. The recession has therefore had a more severe
impact on developing countries than had been anticipated, both in reducing
growth rates through 1983 and in breaking developing countries' momentum
for future growth.
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27 . While the economic recovery in industrial countries holds the
prospect of some revival in exports, there is very little optimism for a
sharp recovery in ODA transfers or in access to foreign private capital
markets. Financing therefore will continue to be constrained. It is
estimated that the current account deficit of developing countries will
remain close to $80 billion in 1984. Of this total, lending from private
sources is estimated to be only $21 billion, a large part of which will be
associated with rescheduling of both public and private debt. It is likely
that private lenders, viewing the moderate recovery in-developing countries
and uncertain prospects for improvement in creditworthiness, will remain
cautious. Net resource transfer from private loans will, therefore,

continue to be negative —— about $17 billion in 1984 and a similar amount
in 1985.
28. The servicing of external debt will continue to exert its toll on

the export receipts of developing countries well into the late eighties.
Current estimates show that the overall debt service ratio may decline from
21 percent in 1983 to about 19 percent in 1985. However, the current round
of debt reschedulings will result in increasing payments beyond 1986, and
there are sharp differences in the debt service ratios of individual
borrowers in Latin America and Sub—Saharan Africa. Many developing
countries continue to have serious internal budgetary problems deriving
from the deterioration in export income and slower overall economic

growth. In Latin America the global recession led to widespread
bankruptcies of private firms and its impact will continue to be felt in
lower revenues for some years. On the expenditure side, there is a
concurrent pent-up demand which needs to be satisfied. Public investment
programs and many categories of development expenditure had to be sharply
reduced while recurrent expenditures for the maintenance of economic and
social infrastructure have slowed down. It seems unlikely that the
recovery in exports or overall economic growth will be sufficient to
generate the foreign exchange earnings and government revenues needed to
finance priority expenditures over the next two years.

29, It is therefore more important than ever that official lenders
maintain and increase the flow of capital to developing countries.
Increased of ficial lending would ease the financial constraints and
increase private lenders' confidence in a return to creditworthiness.
Failure to provide increased resources at this crucial juncture, on the
other hand, could further undermine the confidence of the private lenders
and worsen the crisis with serious consequences for the developing
countries and the world as a whole.

30 It is also important that the Bank member countries continue to
benefit from the assistance provided under the Special Action Program. The
Bank will continue to implement the Special Action Program in a pragmatic
manner, examining country and project eligibility omn the basis of criteria
that ensure the maximum effectiveness of the resource transfer and the
achievement of necessary policy reforms. The criteria for implementing the
Program have proved to be appropriate and no change is proposed.

Future Program

31 Additional SAP activities are under consideration for about 30
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countries of which about half will be new to the program, thus raising the
total number of SAP beneficiaries to about 50 —-— about one-half of all the
active Bank Group borrowers. No significant change is expected either in
terms of the geographical areas or the country income groups of the
beneficiaries.

32 A total of about 130 SAP operations are tentatively planned at
this stage for the next 18 months, including about 20 new operations and
modifications to about 110 new or ongoing operations. The total
commitments for these operations are expected to be around $2,000 M. Not
all of these operations may, of course, materialize. Nevertheless, the
total SAP commitments through June 1985 are likely to reach about $3,500 M
of which about $250 M would be for IDA. The increase in disbursements
attributable to the Program is now estimated at $3,800 M of which $300 M
would be for IDA (Table 6). Thus the aggregate impact on resource transfer
is expected to be significantly greater than that envisaged earlier.

Financial Implications of the Program

33. The effects of the SAP on disbursements should not require any
financial response at the present time. While it is expected that the SAP
will increase IBRD disbursements in FY84 by $1.6 billion over what they
would have been without the program, the current disbursement projections
already incorporate a $1.0 billion increase due to the SAP. Moreover,
economic conditions and appreciation of the dollar have been operating to
reduce disbursements from projects not assisted under the SAP.
Consequently, it is expected that total disbursements in FY84 will be at
about the level projected in the FY84 budget.

34, The net impact of the program may be more pronounced in FY85-86
if economic conditions improve so that disbursements from the rest of the
portfolio return to more normal patterns. An increase in the disbursement
projections over the next few years would reduce the ratio of liquid asset
holdings to future cash requirements, which is now projected to be 43.7% at
the end of FY84. Those increases are unlikely to be of such a magnitude,
however, as to trigger additional borrowing in order to keep the liquidity
ratio from falling below 40%. Nevertheless, the impact of the SAP on
disbursements will be an important element in the disbursement projections
that will be made in the FY85 budget presentation.

Conclusions

35. The experience so far with the Special Action Program
demonstrates that it has by and large succeeded in reaching its objective
of assisting a wide spectrum of countries (35) through a significant
acceleration in Bank disbursements (about $650 M during the first half of
FY84). The real impact was, however, much larger than the actual resource
transfer, since the Program helped to: (a) keep on stream 144 ongoing
projects with costs totalling about $30 billion, (b) strengthen the
countries in implementing sound economic policies and reforms while
encouraging others to introduce reforms as a condition for the resource
transfer, (c) improve the willingness of borrowers to commit sufficient
local currency for high priority development projects and ensure faster
project implementation, (d) provide an intensified focus on such aspects as
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Table 6: Projected Impact of SAP on IBRD/IDA Disbursements

IBRD Fy83 1/ Fys4 FY85 . FY86 Total
(Uus$ M)

SAP Commitments 935 1,600 715 - 3,250
Gross Disb. from SAP

Commitments = 1,200 1,300 500 3,000
Net Disb. from SAP

Commitments?2/ - 1,000 900 - 1,900
Net Disb. from changes

to ongoing operations = 600 600 400 1,600
Total Net Impact = 1,600 1,500 400 3,500
IDA
SAP Commitments " 85 100 65 = 250

Gross Disb. from SAP

Commi tments - 50 70 80 200
Net Disb. from SAP

Commitments?2/ - 45 50 40 135
Net Disb. from changes

to ongoing operations - 75 50 40 165
Total Net Impact = 12 10 80 30

1/ Actuals.
g/ Net of disbursements foregone due to lending substitution by SAP.
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export promotion, debt management, resource mobilization and pricing
policies, in the Bank's economic and sector work programs, and influence
other donors to implement their own programs of special assistance.

36. The sectoral distribution of the Special Action Program has also
accorded with the Bank's priorities, with agriculture enjoying the greatest
share, a sector that for a large number of borrowers is a major contributor
to foreign exchange earnings. The existence of an IDA resource constraint
was a major drawback which resulted in skewing the program in favor of
countries that were Bank borrowers, a problem well recognized during
discussion of the SAP proposals a year ago.

37 There is considerable evidence that the revival in economic
activity in the industrialized countries will take time to exert its impact
on the exports of many developing countries. A large number of the
developing countries are also saddled with heavy external debt repayment
schedules, declining domestic revenues and pessimistic prospects for a
revival in official development assistance as well as foreign private
capital flows. Many of these countries are nevertheless implementing
courageous reforms to improve resource allocation and increase export
competitiveness. The support they receive from the Special Action Program
assists this process.

38. We will proceed with the Special Action Program and provide the
Executive Directors with a new assessment later in 1984, covering
operations through June 1984. By that time a more definitive judgement on
the program impact as regards disbursements, project implementation
performance and policy reform will be possible. The report will also
provide an opportunity to consider whether the program should be extended
for an additional year. President's Reports for loans to countries within
the Program will continue to summarize the nature of the special actions
being taken.

Operations Policy Staff
February 6, 1984
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SPECIAL ACTION PROGRAM

PROGRESS REPORT THROUGH DECEMBER 1983

Introduction

1. The World Bank's Special Action Program (SAP) was approved by the
Executive Directors in February 1983,i/ to assist member countries in
adjusting to adverse economic conditions resulting from a combination of:

a severe recession in OECD countries; stagnation in official development
assistance and decline in private capital flows; exceptionally high real
interest rates; and inadequate adaptation of domestic policies to
developments in the world economy during the 1970s. The Program comprises
financial measures and policy advice to help countries which are making
serious efforts to implement the difficult adjustment measures needed to
restore growth. The principal elements of the Program are:

- expanded lending for high priority operations
supporting structural adjustment, policy changes,
production for exports, fuller use of existing capacity
and the maintenance of crucial infrastructure;

< accelerated disbursements under existing and new
commitments to support early completion of
high-priority projects;

= expanded advisory work by the Bank on the design and
implementation of appropriate policies, including the
reordering of investment priorities and strategies for
debt management; and

= urging other lenders to make similar efforts.

s The Program was approved for an initial two-year period with the
possibility of extension depending upon developments in the global economy
and implementation experience with the Program. The increase in IBRD net
disbursements attributable to the Program was estimated at $2 billion
during FY83-85. The increase in IDA disbursements was expected to be much
more modest —— some $250 million during FY83-85 —- reflecting primarily the
severely constrained resource availability for IDA.

3. This paper is intended to provide an assessment of the progress
during CY83. A second progress report will be submitted to the Executive
Directors later in 1984 covering operations through June 1984. The paper

}j "World Bank Program of Special Assistance to Member Countries,
1983-84", R83-22; IDA/R83-10, dated January 28, 1983.



is organized in two parts. Part I provides a summary overview of the
Program during 1983, including country coverage, key features of the
actions approved and the likely program impact. Part II reviews briefly
the developments in the global economy during the past year and indicates
the actions planned for the future.

I. Program During 1983

Country Coverage

4, As of December 31, 1983, a total of 35 countries have been
assisted under the Program =-- about one-third of the currently active Bank
Group borrowers (Table 1). Three geographical areas —— Sub—Saharan Africa,
Latin America and East Asia —-- account for all but two of the countries

assisted so far. In terms of income levels, the SAP countries / are
spread over the entire spectrum: 12 countries belong to group T (1982 per
capita GNP of $410 or less), 9 to group LI ($411-805), 8 to group III
($806-1,670), and the remaining 6 to group IV ($1,671 or more). Ten of the
beneficiaries are IDA countries, 17 are Bank borrowers, and the remaining
8, blend countries. The country coverage under the Program largely
reflects the acuteness of the adjustment problems being faced by the
different countries and their own response to the crisis, the quality of
the Bank-country dialogue, and the constraints on IDA resources.

5. The Special Action Program has focussed on countries that have
demonstrated a willingness to cope with the adverse international climate
through policies aimed at improving export competitiveness, mobilizing
additional domestic resources and adjusting overall expenditures to
diminished foreign and domestic resources in a manner least damaging to
future growth prospects. The emphasis in evaluating eligibility was
accordingly on policy performance. For each country, attention was given
to the most critical policies taking into account both the country's stage
of development and the magnitude of the problems with which it was
confronted. In most countries, this required an initial examination of the
full range of relevant policies, including:

(a) exchange rates, interest rates and other key prices,
especially in agriculture and energy;

(b) trade and tariff policies;

(¢) fiscal and monetary policies, including in particular
actions to mobilize savings;

(d) the allocation and use of public sector resources,
including the adequacy of recurrent expenditures to
maintain and operate existing capital stock, the
quality of the public investment program, and the
performance of public enterprises; and

2/ i.e., countries where at least one SAP operation has been approved.
The income groups are according to the "Per Capita Income Guidelines
for Operational Purposes"”, SecM83-924, dated September 27, 1983.



Table l: Countries Assisted Under SAP During CY 83

East Africa West Africa LAC : East Asia South Asia EMENA
Burundi CAR Barbados Indonesia Bangladesh Yugoslavia
Comoros Ghana Brazil Philippines

Kenya Ivory Coast Chile Thailand

Lesotho Liberia Dom. Republic

Madagascar Mali Ecuador

Malawi Mauritania Mexico

Mauritius Niger Paraguay

Sudan Nigeria Panama

Zambia Senegal Peru

Zimbabwe Togo

* Upper Volta

Total No. 10 11 9 3 1 1 Total = 35

Memo Items
Total No. of
Current Borrowers* 20 22 27 12 8 16 Total =105

SAP Beneficlaries
as % of Total 50% 50% 337% 25% 127 ' 6% 33%

* Countries with a lending program in the FY84-88 programming period.



(e) external borrowing policies and the management of

external debt. )
6. In reviewing policy performance a compromise had to be struck
between the need to be expeditious —— an essential attribute of the program

—- and the need to lay the foundation for a sustainable adjustment. A
large majority of countries considered eligible for the Program were
already implementing adjustment policies == many in the context of IMF
agreements —— and were engaged in active policy dialogue with the Bank to
reduce major price distortions (e.g., Bangladesh, Brazil, Ghana, Mexico);
improve the incentive structure for efficient production by reducing the
anti-export bias in the trade and tariff regime (e.g., Jamaica, Panama,
Philippines); scale down subsidies and improve the pricing of capital
(e.g., Indonesia, Peru); upgrade the performance of public enterprises
(e.g., Ivory Coast, Mali, Panama, Senegal, Togo); and correct serious
distortions in the public investment programs (e.g., Indonesia, Ivory
Coast, Mexico, Philippines).

7. In a number of cases, specific policy understandings were
included in assistance packages devised under the Special Action Program.
The policy issues varied, of course, according to the type and scope of
assistance to be provided under the SAP, and a realistic assessment of the
room for maneuverability. For structural adjustment lending, the
eligibility required, as in the past, a strong and sustained commitment to
implementing a broad range of actions over several years. In practice,
this requirement included precisely defined actions in all or most of the
areas described in paragraph 6. In most cases, the SALs have complemented }
the stabilization programs supported by the Fund. For more narrowly ’
focussed sector adjustment loans, actions required were primarily aimed at
providing appropriate incentives and enhancing efficiency in a particular
sector. But eligibility for such lending also required either the absence
of serious macro—economic distortions (e.g., a grossly overvalued exchange
rate) or a willingness to take action on such issues. For restructuring of
ongoing projects and for increased cost-sharing by the Bank, it was
expected that the country would be taking reasonable measures to adjust the
investments in the relevant sector/sub-sector to the reduced resource
availability and that it would allocate adequate counterpart funds (at the
newly agreed levels) to ensure early completion of the high priority
projects remaining in the reduced program. Finally, for setting up
revolving funds to accelerate disbursements from Bank Loans and Credits,
the eligibility required primarily absence/resolution of major
non—-financial problems in project implementation and, where necessary,
streamlining of procedures within the country for release of budgetary
funds to the project and for claiming Bank reimbursements.

8. Given the continuous, and in most cases long-standing, policy
dialogue which the Bank maintains with its borrowers, the Special Action
Program augmented the prospects for specific actions by the borrowers and
gave impetus to important policy reforms in several countries. In the case
of Ivory Coast, for example, a wide-ranging program was adopted aimed at
greater incentives for exports, reduced distortions in pricing policies and
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subsidies, and streamlining of the public investment program. In a number
of cases, the reforms focussed on pricing policies and interest rate
structures (e.g., Mexico, Brazil, Malawi). Agreement to commit adequate
counterpart funds for Bank-financed projects, improve project
implementation and fulfill project covenants were important conditions for
SAP (e.g., Mexico, Philippines).

9% One important element of the Special Action Program has been the
reorientation in the Bank's Country Economic and Sector Work (CESW) to
provide the analytical underpinning for design of appropriate adjustment
programs. The FY84-86 CESW program shows a continuing shift in that
respect. It includes, for example: (i) reviews of public investment
programs in Argentina, Mexico, Nigeria, Turkey, Philippines and Zambia;
(ii) reviewing performance of State Enterprises in Peru, Mali, CAR,
Thailand and Sudan; (iii) studies to strengthen development administration
and project implementation capability in Bangladesh, Indonesia and Malawi;
(iv) studies to increase domestic resource mobilization in Mexico, Liberia,
Thailand and Turkey; (v) review of incentives for export diversification in
Uruguay, Indonesia and Sudan; and (vi) strengthening debt management
capability in Turkey and Thailand.

Overview of SAP Operations during CY83

10. During the ten-month period following launching of SAP in
February 83, a total of 184 SAP operations?, 3/ have been approved. These
include:

(a) 12 New operations (US$1,730 M)f]

- 2 SALs: Yugoslavia ($275 M)
Panama ($60.2 M)

- 6 Sector Adjust. Loans: Mexico Export Dev. ($350 M)
Brazil Agr. Sector ($303 M)
Brazil Ind. Sector ($352 M)

3/ The number of operations mentioned above are indicative and should be

interpreted with caution as there is an unavoidable element of
arbitrariness involved in deciding what should or should not be
classified as SAP. To maintain Bank-wide consistency and to avoid
unnecessary refinements, the following criteria have been adopted for
determining whether or not a particular activity should be clagsified
as SAP:

(a) Only SAP-type actions approved after consideration of
the SAP paper by the Board (i.e., February 22, 1983)
are included in the SAP; "actions” taken prior to that
date are excluded; and

(b) Benchmark for deciding additionality due to SAP is the
most recent lending program established before approval
of the SAP paper.

4/ Figures in parenthesis are commitments.



Nigeria Fert. Import ($250 M)
Ghana Reconst. Import ($40 M)
Malawi Fert. Import ($5 M)

- 4 Supplemental Loans: Yugoslavia Hydropower ($61 M)
Barbados Education ($3 M)
Brazil Sao Francisco Irrig.($7.7M)
Brazil Agr. Dev. ($22.8 M)

(b) Modifications to 28 new operations?/

= Increased cost-sharing in 7 projects

= Revolving funds in 13 projects

= Financing of working capital/recurrent costs in 7 projects
= Front-loading of disbursements in 6 projects

- Increased loan amounts in 10 operations ($417 M)

(¢) Modifications to 144 ongoing projects6/

Revolving funds for 92 projects

= Increased cost-sharing in 70 projects

= Front-loading of disbursements in 62 projects
- Restructuring of 31 projects

11. ~ The 40 new operations added or modified because of SAP represent
about one—-fifth of all Bank Group operations approved during March-December
1983. The SAP-related commitments of $2,150 M associated with these
operations constitute about 15% of the total Bank/IDA commitments during
the same period. This excludes 14 other SAP-type operations (9 SALs and 5
sector adjustment loans) representing commitments of about US$1,600 M which
were approved during March-December 1983 and which have not been classified
as SAP because they were part of the lending program before formal
initiation of SAP (cf. footnote 3). In aggregate, therefore, the SAP-type
operations account for about one-fourth of the Bank/IDA lending program
both in terms of number of operations and commitments during March-December
1983,

12, The commitments under SAP are essentially a substitute for more
traditional operations planned earlier since the total Bank Group
commitments in FY83-84 are expected to be roughly at the same level as in
the lending programs established prior to approval of SAP. An analysis of
the overall lending program during FY83-84 by Regions, country income
groups or sectors does not indicate any major shifts from the patterns in
the original lending programs planned before adoption of SAP.

3¢ Operations already in the lending program which were modified before
Board presentation to include one or more SAP elements.

6/ More than one modification in some projects.



13. The 144 ongoing projects modified under SAP constitute about 8%
of the total portfolio of some 1,700 projects currently under supervision,
and as of June 30, 1983 had undisbursed loans and credits of about $7.5
billion. More importantly, they support a total investment of about $30
billion, utilization of which should be substantially improved and/or
accelerated because of the SAP assistance. Assuming conservatively that on
average the utilization of this investment is advanced by one year, the
incremental benefits accruing would be some $3-4 billion.

14, Incremental disbursementsZ/ during FY84-86 due to CY83 SAP
assistance are estimated at $2,500 M —— $2,400 M for IBRD and 100 M for
IDA. This increment represents essentially advancing of the post-FY86
disbursements —- about $1,200 M because of accelerated disbursements on
ongoing projects and the remainder $1,300 M because of substituting, in the
CY83 lending program, the fast—-disbursing SAP operations in place of the
more traditional operations which typically disburse over a 7-8 year
period.

15. Tables 2 and 3 give a breakdown of the approved SAP operations
among the various Regions and country income groups. The Latin America
Region (especially Brazil and Mexico) dominates the program accounting for
about one-half of all operations and about two—thirds of the total
commitments and disbursements —— reflecting both the severity of the crisis
faced by the Region and its ability to use non—concessionary funds. The
number of operations is fairly well distributed among the four income
groups. However, practically all SAP-related commitments and disbursements
are for the middle-income countries, as a result, of course, of the severe
constraints on IDA resources. Per force the SAP operations in the poorer
countries have been limited to setting up revolving funds and/or changing
cost-sharing arrangements. However, even the higher cost-sharing
arrangements are of limited applicability to the poorer countries since in

l/ Assessing the impact of SAP activities on disbursements is complicated
by the need to determine the disbursement levels in the "without™ SAP
scenario. Given the unusually difficult project implementation
environment prevailing in many countries, the historical disbursement
profiles may be of rather limited use in the present context. For the
analysis in this report the following approach has been used:

(i) For new operations brought into the lending program
because of SAP, all disbursements have been attributed
to SAP. It is assumed, however, that these operations "
are fully substituting normal Bank lending which would
have disbursed at the rate of 5%, 15%, 20%, 20%, 15%,
152, 10% in years 1 through 7, respectively. The
incremental impact is obtained by netting out the
disbursements foregone due to lending substitution by
SAP; and

(ii) for projects (new or ongoing) involving modifications
because of SAP, separate disbursement estimates have
been made "with" and "without" the SAP elements and
only the increment has been attributed to SAP.



Table 2:

Regional Distribution of CY83 SAP Operations

Region

E. Africa

W. Africa
- LAC

EMENA

E. Asia

S. Asia

Total

Operations
No. YA
21 11
29 16
83 45
6 3
42 23
3 3z
184 100

Commitments
(UssM) %
60 3
345 16
1,410 65
335 16
2,150 100

Estimated

Disbursements

FY84-86

(USSM) (%)
SQ 2
300 12

1,750 70
200 8
180 7
20 1

2,500 100

Table 3: Breakdown of CY83 SAP Operations by Country Income Groups

Per Capita Income
Group

I. $410 or less
II. $411 - 805
III. $806 — 1,670
IV. $1,670 or more

Total

Operations

No.
30
53
29
72

184

%

16

29

16

100

Commitments
(ussM) (%)
60 3
35 2
375 17
1,680 78
2,150 100

Estimated
Disbursements
FY84-86
(US$M) (%)
80 3
220 9
350 14
1,850 74
2,500 100
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many cases IDA was already financing a high proportion of the total project
costs.

Design of Assistance Measures

16. Since all SAP activities involving new operations go through the
normal process of approval by the Executive Directors, the discussion below
focuses on the approach used for selection of ongoing projects for
assistance under the Special Program and on the design of specific
assistance measures for those projects. To provide timely assistance to
the borrowers while maintaining the normal high standards of project
quality required by the Bank, the provision of SAP assistance was limited
to projects with a recent field supervision by the Bank -- typically, no
more than six months prior to approval of special assistance. Based on the
supervision mission findings, the projects for special assistance were
expected to have the following features:

(a) continued high priority in terms of the likely
development impact including irnter alia satisfactory
economic returns, appropriate institutional objectives
and feasibility of adequate O&M (including availability
of imported spares and consumables) following project
completion;

(b) absence of serious non—-financial problems (e.g.
managerial, techmnical, political and procurement
problems) and compliance with the key loan covenants.
Alternatively, an agreed action plan for resolving such
problems as a pre-condition for special assistance;

(c) presence of serious gaps in the financing plan with
adverse implications for timely project implementation
and for the likely development impact; and

(d) 1likelihood of early project completion (typically over
the next 2-3 years) assuming resolution of financial
problems and (where appropriate) implementation of the
agreed action plan.

17. Design of the assistance measures for the selected projects
generally involved:

(a) reviewing the appropriateness of project scope. 1In .
particular, possibilities were examined for reducing
the scope without serious adverse effects on the
remainder of the project. Project components
experiencing chronic implementation problems and/or
components whose economic viability had deteriorated
since appraisal were normally deleted/reduced. Also
considered for reduction in scope were projects which
were essentially a line of credit, defined in financial
terms without specific physical content (e.g. DFC
loans) or where physical targets were defined in
approximate terms and the exact scope was not essential
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18.

(b)

(e)

= 10 =

to the project success. Consideration was also given,
on the other hand, to changing the project scope to
include any critical components (e.g. spare parts)
necessary for satisfactory achievement of the overall
project objectives. In total about one—-fifth of the
144 ongoing projects assisted under SAP involved
changes in project scope;

updating of project implementation schedules and cost
estimates taking into account inter alia past
implementation experience, any changes in scope deemed
desirable, and the implementation of action plans,
where appropriate (para. 16 (b)); and

developing a new financing plan based on a realistic
assessment of likely contributions by the non-Bank
financiers and increased cost-sharing by the Bank
during the SAP period. In some cases this meant
front-loading the disbursements during the SAP period
(with off-setting reductions subsequently) without
affecting the overall cost-sharing for the project. In
other cases, the savings from restructuring (para 17
(a)) or other causes (e.g. changes in exchange rates)
permitted the desired increases in cost-sharing during
the SAP period.ﬁ/ Since the impact of front-loading
Bank disbursements for the remainder of the SAP period
will diminish rapidly during FY85, we plan to accept
proposals for increased cost-sharing on eligible
expenditures up to FY86. Supplementary loans and
credits were considered, as an exceptional measure, in
the absence of other options for assuring satisfactory
project completion. In about two—thirds of the cases,
the revised cost-sharing arrangements comprised
financing a part of the local costs during the SAP
period. In determining the share of costs to be
financed by the Bank, it was ensured that the
procurement arrangements complied with the Bank
guidelines.

Table 4 shows the sectoral breakdown of the 144 ongoing projects

selected for assistance under SAP during CY83. The SAP projects are
concentrated in the Agriculture and Rural Development sector, reflecting
the emphasis on high-priority production and/or export-oriented projects.

‘A comparison of the implementation status of the SAP projects with those of

Any remaining savings were to be cancelled; however, to strengthen the
willingness of governments to cancel/restructure projects which were

no longer consistent with the country's investment priorities, the
savings on IDA credits were permitted to be used for recommitment in
the same country provided the savings were the result of a deliberate
restructuring of the investment program. Extension of closing dates
in order to utilize the savings was not permitted; also, the project
objectives could not be reformulated in order to use up the savings.

g
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all Bank projects under supervision indicates that, on the whole, the SAP
projects had fewer non—financial problems (e.g., management performance,
expected benefits, compliance with loan covenants, institution-building)
but significantly above-average financial problems (e.g., project finances,
disbursements). The sectoral composition of the SAP projects and the
nature of problems associated with those projects indicate the overall
effectiveness of the criteria and procedures used in selecting projects for
assistance under the SAP.

Table 4: Sectoral Composition (%) of Ongoing Projects Modified Under

CY83 SAP
Total Portfoliqi/E/Bankwide

Sector SAP Projects of SAP Countries Portfolio P/
Agr. & Rural Development 51 ; 35 35
IDF 7 10 9
Industry, Oil and Gas 1 7 8
Public Utilities 11 13 . 16
Social Sectors 16 15 14
Transport 12 13 13
Others 2 7 5

Total 100 100 100
Memo Item
Total No. of Projects 144 791 1,720
a/ i.e. 35 countries as per Table 1.

Ey As of June 30, 1983.

Program Impact

19, The Special Action Program has been in effect for only ten
months. About three—quarters of all SAP approvals are in fact less than
six months old and it is too early to make any definitive judgements on the
overall impact of the program. Disbursement data for the first half of
FY84 indicate nevertheless that ‘there has been a significant increase in
disbursements on a number of SAP projects. The SAP-related incremental
disbursements during July-December 1983 are estimated at about $650 M ——
$350 M on new commitments under SAP and $300 M on ongoing projects modified
under SAP. About two-thirds of the incremental disbursements due to SAP
have been in Brazil where the monthly disbursements during the past six
months averaged $131 M compared to $58 M for the same period a year ago.

20, The real impact was, however, much larger than the actual
resource transfer, since the Program helped to : (a) keep on stream
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144 ongoing projects with costs totalling about $30 billion, (b) strengthen )
the countries in implementing sound economic policies and reforms while
encouraging others to introduce reforms, (c) improve the willingness of

borrowers to commit sufficient local currency for high priority development
projects and ensure faster project implementation, and (d) provide an

intensified focus on such aspects as export promotion, debt management,

resource mobilization and pricing policies, in the Bank's economic and

sector work programs.

21 Early feedback from some of the SAP operations in Brazil,
Nigeria, Ivory Coast, Ghana and Niger indicates significant improvement in
project implementation because of accelerated resource transfer and/or
improved policy dialogue. The operations under the Program have also
provided further support to the desirable patterns of lending discussed in
the Progress Report on Sub—Saharan Africad/ which emphasized agricultural
production and the rehabiliation and maintenance of infrastructure.

22. Establishment of revolving funds, an increasingly common feature
of Bank operations even before the SAP, are also proving to be helpful in
improving project implementation by providing a ready source of finance
up—front. The generally positive experience so far with the revolving
funds suggests that they should be adopted as a regular feature in future
Bank projects.

23. The export development operations approved in CY83 as part of the

SAP generally have not started up as rapidly as envisaged at appraisal. A )
variety of reasons are responsible for slow development of these projects: '
smaller than expected growth in the economies of the borrowers, delays in

the required legislative approvals, institutional weaknesses and, perhaps

most importantly, a slower "than expected adjustment by exporters to market

rate credit operations denominated in foreign exchange or fully pegged to a

major currency, as opposed to the traditionally subsidized local currency

credit support that Governments had provided for exports. Given the Bank's

policy dialogue on export development with the borrowing countries, it is

expected that, as their economies gradually recover, the incentives will be
stronger for further institutional and administrative improvements, as well

as for greater reliance by exporters on foreign exchange finance for the

imported inputs. Therefore, disbursement performance under these loans is
expected to improve in 1984. '

24, In approving the Program, the Executive Directors had noted that
active participation by other donors would be needed to achieve the- maximum
impact. Since approval of SAP, the Bank has intensified its efforts to
persuade other donors to introduce similar approaches. For example:

= At Consultative Group sessions, and in its contacts
before and after CGs, the bank has documented the

2/ "Sub-Saharan Africa: Progress Report on Development Prospects and
Programs”, R83-229, dated July 8, 1983.
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special needs of the borrowers and the policy
adjustments being undertaken;

= In the Development Assistance Committee of the OECD the
Bank has emphasized the importance of parallel actions
on several occasions with key representatives and
leaders of OECD donor organizations. The DAC itself
highlighted the importance of such action by urging
bilateral donors to- implement their own "program of
special assistance” modeled after that of the Bank;

= In various discussions with the Bank, EEC has also
expressed great interest in SAP as a possible guide to
their own operations; and

= In its regular consultations with regional development
banks, bilateral aid agencies and private banks, Bank
officials have stressed the importance of mobilizing
full support for high priority programs and projects in
countries implementing appropriate adjustment policies.

25, The response by donors has been generally positive as many have
been prepared to provide more fast—disbursing assistance in support of Bank
and Fund programs, for example, in Sudan and Ghana. This has been
especially important in Africa where constraints on IDA have limited the
Bank's ability to meet as large a share of the urgent requirements as
desirable. ADB and IDB also have started Special Programs of their own,
similar in spirit to that of the Bank.

II. Global Economic Outlook and the Future Program

Global Econemic Outlook

26. Economic conditions in the industrial countries were slightly
better in 1983 than had been envisioned a year ago, mostly due to a
stronger than expected recovery in the United States. GDP growth in
industrial countres in 1983 is now estimated at about 2%, up from 1.5%
projected earlier. As a result, the prices of developing countries'
non-oil primary exports have increased at a slightly faster rate than
expected. Oil-importing developing countries also benefitted from the drop
in petroleum prices. The oil-exporting developing countries fared much
worse, however, because of the sharp decline in oil export revenues.
According to the preliminary indications, the private lending to developing
countries during 1983 reached the level expected at the beginning of the
year. However, because of lower export growth and continued high interest
rates which necessitated restrictive policies, developing countries' GDP
growth is now estimated to have been below 1% compared to about 3%
anticipated a year ago. The recession has therefore had a more severe
impact on developing countries than had been anticipated, both in reducing
growth rates through 1983 and in breaking developing countries' momentum
for future growth.
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27, While the economic recovery in industrial countries holds the
prospect of some revival in exports, there is very little optimism for a
sharp recovery in ODA transfers or in access to foreign private capital
markets. Financing therefore will continue to be constrained. It is
estimated that the current account deficit of developing countries will
remain close to $80 billion in 1984. Of this total, lending from private
sources is estimated to be only $21 billion, a large part of which will be
associated with rescheduling of both public and private debt. It is likely
that private lenders, viewing the moderate recovery in developing countries
and uncertain prospects for improvement in creditworthiness, will remain
cautious. Net resource transfer from private loans will, therefore,

continue to be negative —- about $17 billion in 1984 and a similar amount
in 1985.
28. The servicing of external debt will continue to exert its toll on

the export receipts of developing countries well into the late eighties.
Current estimates show that the overall debt service ratio may decline from
21 percent in 1983 to about 19 percent in 1985. However, the current round
of debt reschedulings will result in increasing payments beyond 1986, and
there are sharp differences in the debt service ratios of individual
borrowers in Latin America and Sub—Saharan Africa. Many developing
countries continue to have serious internal budgetary problems deriving
from the deterioration in export income and slower overall economic

growth. In Latin America the global recession led to widespread
bankruptcies of private firms and its impact will continue to be felt in
lower revenues for some years. On the expenditure side, there is a
concurrent pent-up demand which needs to be satisfied. Public investment
programs and many categories of development expenditure had to be sharply
reduced while recurrent expenditures for the maintenance of economic and
social infrastructure have slowed down. It seems unlikely that the
recovery in exports or overall economic growth will be sufficient to
generate the foreign exchange earnings and government revenues needed to
finance priority expenditures over the next two years.

29. It is therefore more important than ever that official lenders
maintain and increase the flow of capital to developing countries.
Increased official lending would ease the financial constraints and
increase private lenders' confidence in a return to creditworthiness.
Failure to provide increased resources at this crucial juncture, on the
other hand, could further undermine the confidence of the private lenders
and worsen the crisis with serious consequences for the developing
countries and the world as a whole. .

30 It is also important that the Bank member countries continue to
benefit from the assistance provided under the Special Action Program. The
Bank will continue to implement the Special Action Program in a pragmatic
manner, examining country and project eligibility on the basis of criteria
that ensure the maximum effectiveness of the resource transfer and the
achievement of necessary policy reforms. The criteria for implementing the
Program have proved to be appropriate and no change is proposed.

Future Program

31, Additional SAP activities are under consideration for about 30



_15 -

countries of which about half will be new to the program, thus raising the
total number of SAP beneficiaries to about 50 —— about one-half of all the
active Bank Group borrowers. No significant change is expected either in
terms of the geographical areas or the country income groups of the
beneficiaries.

325 A total of about 130 SAP operations are tentatively planned at
this stage for the next 18 months, including about 20 new operations and
modifications to about 110 new or ongoing operations. The total
commitments for these operations are expected to be around $2,000 M. Not
all of these operations may, of course, materialize. Nevertheless, the
total SAP commitments through June 1985 are likely to reach about $3,500 M
of which about $250 M would be for IDA. The increase in disbursements
attributable to the Program is now estimated at $3,800 M of which $300 M
would be for IDA (Table 6). Thus the aggregate impact on resource transfer
is expected to be significantly greater than that envisaged earlier.

Financial Implications of the Program

33. The effects of the SAP on disbursements should not require any
financial response at the present time. While it is expected that the SAP
will increase IBRD disbursements in FY84 by $1.6 billion over what they
would have been without the program, the current disbursement projections
already incorporate a $1.0 billion increase due to the SAP. Moreover,
economic conditions and appreciation of the dollar have been operating to
reduce disbursements from projects not assisted under the SAP.
Consequently, it is expected that total disbursements in FY84 will be at
about the level projected in the FY84 budget.

34. The net impact of the program may be more pronounced in FY85-86
if economic conditions improve so that disbursements from the rest of the
portfolio return to more normal patterns. An increase in the disbursement
projections over the next few years would reduce the ratio of liquid asset
holdings to future cash requirements, which is now projected to be 43.7% at
the end of FY84. Those increases are unlikely to be of such a magnitude,
however, as to trigger additional borrowing in order to keep the liquidity
ratio from falling below 40%. Nevertheless, the impact of the SAP on
disbursements will be an important element in the disbursement projections
that will be made in the FY85 budget presentation.

Conclusions

355 The experience so far with the Special Action Program
demonstrates that it has by and large succeeded in reachlng its obJectlve
of assisting a wide spectrum of- countries (35) through a significant
acceleration in Bank disbursements (about $650 M during the first half of
FY84). The real impact was, however, much larger than the actual resource
transfer, since the Program helped to: (a) keep on stream l44 ongoing
projects with costs totalling about $30 billion, (b) strengthen the
countries in implementing sound economic policies and reforms while
encouraging others to introduce reforms as a condition for the resource
transfer, (c) improve the willingness of borrowers to commit sufficient
local currency for high priority development projects and ensure faster
project implementation, (d) provide an intensified focus on such aspects as
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Projected Impact of SAP

on IBRD/IDA Disbursements

IBRD

SAP Commitments

Gross Disb. from SAP

Commi tments

Net Disb. from SAP
Commitmentszj

Net Disb. from changes
to ongoing operations

Total Net Impact

IDA

~ SAP Commitments

Gross Disb. from SAP
Commi tments

Net Disb. from SAP
Commitmentsi/

Net Disb. from changes
to ongoing operations

Total Net Impact

1/ Actuals.

2/ Net of disbursements foregone due to lending substitution by SAP.

FY83 1/ Fys4 FY85 FY86 Total
(UsS$ M)

935 1,600 715 - 3,250
- 1,200 1,300 500 3,000
- 1,000 900 - 1,900
- 600 600 400 1,600
= 1,600 1,500 %00 3,500
85 100 65 - 250
- 50 70 80 200
- 45 50 40 135
- 75 50 40 165

- 120 100 80 300
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export promotion, debt management, resource mobilization and pricing
policies, in the Bank's economic and sector work programs, and influence
other donors to implement their own programs of special assistance.

36. The sectoral distribution of the Special Action Program has also
accorded with the Bank's priorities, with agriculture enjoying the greatest
share, a sector that for a large number of borrowers is a major contributor
to foreign exchange earnings. The existence of an IDA resource constraint
was a major drawback which resulted in skewing the program in favor of
countries that were Bank borrowers, a problem well recognized during
discussion of the SAP proposals a year ago.

37 There is considerable evidence that the revival in economic
activity in the industrialized countries will take time to exert its impact
on the exports of many developing countries. A large number of the
developing countries are also saddled with heavy external debt repayment
schedules, declining domestic revenues and pessimistic prospects for a
revival in official development assistance as well as foreign private
capital flows. Many of these countries are nevertheless implementing
courageous reforms to improve resource allocation and increase export
competitiveness. The support they receive from the Special Action Program
assists this process.

38. We will proceed with the Special Action Program and provide the
Executive Directors with a new assessment later in 1984, covering
operations through June 1984. By that time a more definitive judgement on
the program impact as regards disbursements, project implementation
performance and policy reform will be possible. The report will also
provide an opportunity to consider whether the program should be ext ended
for an additional year. President's Reports for loans to countries within
the Program will continue to summarize the nature of the special actions
being taken.

Operations Policy Staff
February 6, 1984
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MEMORANDUM TO THE EXECUTIVE DIRECTORS

WORLD BANK PROGRAM OF SPECTIAL ASSISTANCE

TO MEMBER COUNTRIES, 1983-84

I, Introduction

1. The international economy remains in the grip of an economic crisis
and there is still little evidence of an early recovery. Reflecting the
growing interdependence of the world economy, industrialized and developing
nations have, with few exceptions, been hard hit by the recession. Almost all
the World Bank”s borrowers are experiencing serious economic difficulties,
reflected in reduced or even negative growth of income, and increasingly
onerous debt burdens. The adjustment process of the early 1970s was
facilitated by the ready availability of a large volume of commercial capital
on reasonable terms, as well as increased aid flows, a boom in commodity
prices, and low real interest rates. But since 1980 there has been little
growth in net aid, commercial capital has carried record high real interest
costs, trade growth has ceased and commodity prices have collapsed. More
recently, commercial bank lending has stagnated and in the third quarter of
1982 there was a decline in the net outstanding loans to developing countries.
Many member countries have had to reduce and reorient investment programs, to
curtail recurrent expenditures, and to delay the completion of high priority
development projects. Programs in health, education and other social sectors
have been particularly vulnerable.

2. While there is an urgent need for balance of payments support, which
‘the IMF is providing with assistance from the commercial banks, there is an
equally urgent need to deal with the development aspects of the current
crisis. High priority projects already under implementation must be
completed; effective utilization of existing capacity is essential to income
growth in constrained circumstances; an appropriate level of investment in
human capital must be safeguarded i1f future development prospects are not to
be impaired; existing capital stock must be maintained if replacement costs
are not to be excessive; and quick yielding and export-oriented projects must
be supported to generate domestic and external resources for future growth.
It is in these areas that a special effort by the World Bank is necessary to
supplement short—-term balance of payments and stabilization measures.



3. A World Bank Action Program is thus proposed for the next 24 months;
even if there is a resumption of growth in the industrialized countries in
1983, and even if this growth is more vigorous than is now anticipated, it
will take time to have a significant effect on the economic situation in our
borrowers. The Action Program will assist those borrowers making a determined
effort to undertake the difficult measures needed to sustain development
despite adverse external circumstances. Without reducing our concern for
appropriate macro—economic or sectoral policies, without lowering our

standards of project analysis and without weakening our portfolio quality, we
propose:

(a) to help maintain project momentum by accelerating disbursements
under existing and proposed loan commitments;

(b) to substitute high priority operations that support structural
ad justment, policy change and the maintenance of crucial
infrastructure for lower priority and slower disbursing
operations;

(c) to expand advisory services in the design and implementation of

appropriate policies, including the reordering of investment
priorities; and

(d) to urge that other lenders make similar efforts.

These actions in combination are expected to increase disbursements

significantly in FY84 and FY85, and to have an even more substantial impact on
net resource transfers.

4, This paper presents a diagnosis of the current world economic
situatiorn and its impact, outlines the content of the Action Program we
propose to undertake and describes the financial implications of the Program.

IT. The Impact of the Current World Economic Situation

The World Economic Situation

5. The world economic recession is exceptional in its severity and
duration. World trade and production have stagnated for longer than any other
period since the Bank started operations. Slow growth in the OECD countries

and sustained high interest rates have contributed to much reduced growth in
the developing countries. *

6. After the events of the early 1970s, the commercial banks channelled
a large amount of capital to the oil importing developing countries, official
capital flows increased, and there was a boom in commodity prices. Together
these helped offset the impact of higher energy prices and the rapid increases
in prices of many manufactured goods. Rapid inflation reduced the real burden
of carrying fixed interest debt, and world trade expanded rapidly,
particularly as OECD growth recovered in 1976. Rapid growth in the oil
exporting countries helped maintain the demand for exports from other
developing countries, and increased their earnings from workers remittances.
These favorable factors helped most of the .0il importing countries to adjust



and reduce the size of their current account deficits which declined from a

peak of about 5% of aggregate GNP in 1975 to about 2% in 1978, which is
roughly equal to average pre-1973 levels.

1s With the further increase in energy prices in 1979, the recession in
OECD countries and the emergence of high real interest rates, the current

account deficits of the oil importing developing countries again rose to about
5% of GNP. These deficits, which declined only slightly in 1982, are likely
to be significantly smaller in 1983. This reflects not a successful

ad justment process, but reduced external financing and a consequent slowing
down of growth. The accumulation of large debts and a stagnant world economy
have combined to reduce the creditworthiness of many developing countries.
Debt servicing difficulties in several major borrowers have led to severely
restricted access to commercial capital for almost all developing countries.
Unlike the post 1974-75 recovery period, official assistance has not grown
since 1980.

8. The task of restoring growth in the OECD countries now appears to be
more difficult than initially anticipated. OECD growth rates, which fell from
3.2% in 1979 to 1.3% in 1980 and 1.2% in 1981, were expected to experience a
strong revival in the second half of 1982. This, however, did not
materialize, and overall the OECD countries did not grow at all in 1982. A
modest recovery of 1.5% is now forecast for 1983 compared with 3.0% expected a
year ago. Indeed, recovery may be delayed to 1984,

Table 1: Changes in Real GDP 1960-82

(percent)

Industrial Developing Countries

Countries 0il Exporters Net 0Oil Importers
1960-72 (annual average) 4.9 6.7 5.7
1973 6.2 8.6 7.1
1974 0.6 7.0 5.6
1975 -0.6 4.0 3.6
1976 5.2 7.6 5.3
1977 3.7 S 5.3
1978 3.9 5.6 5.3
1979 3.2 8.5 3.2
1980 1.3 4.9 4.2
1981 Ls2 ~2.0 1.9
1982 (preliminary estimates) -0.2 1.0 1:5

Source: World Bank data for 1960-81; OECD estimates for 1982.

9. The decline in demand in the industrial countries has caused the
volume of world trade to stagnate in 1981 and decline slightly in 1982. The
OPEC countries” export volumes declined by an average of about 15% per year
from 1980 to 1982, reflecting reduced demand for oil in industrial countries
as a result of the recession, higher prices and conservation measures. As
unemployment has risen in industrialized countries, there have been growing
protectionist pressures often aimed at imports from developing countries. As
a result of these factors, the volume of exports from the oil-importing



developing countries is estimated to have grown by only about 3.5% in 1982,
compared with an annual average of over 87% during 1978-80.

10. The current slump in the world economy has led not only to lower
growth of exports from the oil importing developing countries, but also a
simultaneous worsening of the terms of trade. While these countries have
benefitted recently from lower oil prices, reduced inflation in manufactured
imports, and lower interest rates, these beneficial effects have been more
than offset by steep declines in primary commodity prices. The World Bank”s
overall index of 33 commodity prices, for instance, shows a 25% drop in
nominal terms between 1980 and 1982, with the most dramatic changes occurring
in prices received for sugar (-~69%Z), cocoa (-32%), and copper (-32%Z). The
overall terms of trade for the nomoil countries declined over 6% in 1980, and
almost 42 each in the years 1981 and 1982 (see Table 2). The low-income
countries have been particularly hard hit. Their terms of trade deteriorated
by about 25Z between 1979 and 1982.

11. Declining terms of trade and slower growth in exports have neces-
sitated reductions in developing countries” import growth. Compared with an
average of over 6% during the 1970s, nonmoil developing countries” import
volumes have grown at little more than 2% per year during the past three
years. Again, the most seriously affected have been the low-income countries,
which have had to reduce import levels for three consecutive years.

Table 2: Changes in Terms of Trade

Estimated
1979 1980 1981 1982 1983
Industrial Countries -2.4 -7.8 -1.1 1.5 0.5
Developing Countries
01il Exporting 29.1 41.5 10.8 -1.0 -2.0
All Non-0il -0.3 -6.2 ~-3.9 =35 -1.0
Nomo0il Low-Income -1.8 -13.0 -10.8 -3.5 -1.0

Source: For 1979-82, IMF World Economic Outlook - General Survey (ID/83/1),
January 17, 1983; for 1983, estimates based on OECD data.

12. During the initial years of the current recession the developing
countries, particularly the oil exporters and major exporters of manufactures,
were able to offset adverse externmal events in part by increased borrowing
abroad. As a result, total debt outstanding of developing countries rose from
about $350 billion in 1979 to about $530 billion in 1982.1/ Only one-third
($60 billion) of the increase came from official sources, “the rest from
private sources, chiefly commercial banks. As the recession continued longer
than anticipated, however, countries which had borrowed heavily found it

1/ World Bank data. OECD estimates a total of $626 billion, but covers
countries not included in the World Bank data base ( e.g., Spain, Saudi
Arabia, Iran, Iraq).



increasingly difficult to manage their heavy debt burdens, especially those
that had borrowed on shorter maturities. This was particularly true of
countries, such as the oil exporters, whose creditworthiness had been based on
expected continued growth in export earnings. The continuation of high real
interest rates further increased the burden of the now sizeable portion of the
debt contracted on variable interest terms. In 1981, 13 countries had to
undergo debt reschedulings, and the situation worsened in 1982 with concurrent
problems being experienced by those countries in which the commercial banks
were most heavily exposed (Argentina, Brazil and Mexico). This has made the
commercial banks, especially secondary and regional banks, more wary of
lending to developing countries in general, and more appreciative of the kinds
of risks these countries face in the international environment.

13. Policy reforms and bilateral and IMF assistance are easing the short-
term liquidity problems for the major debtors, although many of the underlying
problems remain. As a result, developing countries are being forced to reduce
imports, investment, and their growth objectives.l/

Country Experience: Macroeconomic Impact

14, There is considerable variation in the impact of the international
recession on individual countries, but there are also broad similarities.
Most countries have experienced, in varying degrees:

- import reductions because of stagnant or declining foreign
exchange earnings, reduced inflows of external capital, and
rising debt service requirements;

= falling government revenues, due to declining economic activity,
the stagnation in trade, and the difficulty of imposing new
taxes during a recession;

= cutbacks in investment plans and the slowdown of on—-going
projects because of shortages of domestic and external funds;
and :

= shortages of funds to finance the operation and maintenance of
existing facilities.

15. The severity of such problems depends not only on economic structure,
but also on the choices countries make between the various ways of adjusting

to external shocks: some adjustment paths are efficient and others less so.
Current account deficits can be reduced by slower growth, which cuts the

demand for imports, or by switching production toward additional exports and
efficient import substitutes. Countries which still have access to external
capital can use this capital to help make these structural adjustments or to
help postpone making adjustments. Countries which choose to maintain present
consumption levels by reducing investment will eventually pay the price of a

l] A more detailed analysis of the causes of the present crisis was presented
in the World Development Report, 1982. Updated views on the current world
economic situation will be presented in the WDR 1983.



more difficult adjustment in later years, or must be willing to accept a
longer period of slower growth. Countries which, on the other hand,
restructure investment programs, increase domestic saving, and give incentives
to exports may have to accept lower growth and consumption during the
transition period, but are likely to emerge as stronger economies in the
longer run. For the low income or least developed countries, however, the
choices are more difficult, since present consumption levels are already very
low, and further cuts to maintain investment imply real social and human
costs.

16: - Many countries, such as Malaysia, Pakistan and the Ivory.Coast, had
been growing satisfactorily before the current crisis, but now face the
prospect of a reduction in growth and investment because of reduced foreign
exchange earnings and access to foreign capital. 1In the Ivory Coast, for
instance, investment expenditure has been reduced by 407 in real terms over
the last three years, and the bulk of the present investment program entails
the completion of omgoing projects. Lower prices for coffee and cocoa have
not only lowered export earnings, but also reduced the Ivory Coast”s credit-
worthiness and access to private capital, while its high per capita income
generally precludes it from receiving concessional assistance. Borrowings
from the IMF already total 380%Z of quota.

17, Some countries, of course, were facing severe problems even before
the current recession (e.g. Argentina, Bolivia, Sudan, Zaire), largely because
of weak economic management, poor investment decisions, and excessive external
borrowing. The present situation has added to their difficulties and made

ad justment even more difficult.

18. Many countries have encountered problems because a high proportion of
government revenues is derived from tariffs on foreign trade:. Such revenue
sources constitute about 487% of central government revenue in Pakistan and 70%
in Liberia. In Thailand, declining revenues have resulted in a rise in the
governments budgetary deficit, from an expected 2.47%, to 5.3%Z of GDP

for 1981-82. 1In Malaysia, total customs revenues in 1982 were 24% less than
anticipated, while debt service was 237 higher than budgeted. As a result,
there was a 12% reduction in development expenditures.

19. The low income countries, particularly those in Africa, have been
especially vulnerable to recent events. Togo is an example of a low income
country in serious difficulties, although its problems predate the current
recession. High phosphate prices in the mid-70s led it to launch a large and
poorly designed investment program which produced few benefits and an enormous
debt burden. While debt reschefiulings have helped reduce this burden, a 22%
drop in phosphate earnings, combined with lower prices for coffee and cocoa
exports, has worsened the situation. Debt service now constitutes 40% of
export earnings and 50% of government revenues. Public investment has been
cut 65% below its 1978 level, and current expenditures in 1983 will have to be
reduced by an additional 15% in real terms as part of a further adjustment
program.

20, Many countries are taking steps to adjust to the adverse inter-
national circumstances. In Nigeria, for instance, a package of measures
adopted in April 1982 led to better customs administration, higher import
tariffs, increases in interest rates and gasoline prices, a reduction in the
planned level of development expenditures by 40% and a ceiling on external



borrowings. = Bangladesh, faced with declining export prices, poor weather and
stagnating aid levels in 1982, introduced a series of new tax measures,
reduced fertilizer and food grain subsidies, and raised the prices of
petroleum products, electricity tariffs and natural gas.

21. Latin American countries have been particulary affected by the
reduced access to new commercial credits. A number of countries facing
serious debt problems have adopted IMF stabilization programs and secured IMF
assistance. While these programs vary among countries, those for Mexico,
Brazil, Argentina and Chile have broad similarities; limitations on the size
of goverment deficits, controls on foreign borrowing and domestic credit
creation, the establishment of realistic exchange rates and the reduction in
exchange controls. But the result of these austerity measures is likely to
be slower growth, or even no growth at all, in these countries in 1983.

22, In Mexico, for instance, the Government has agreed to reduce its
budgetary deficit from 16.5% of GDP in 1982 to 8.5% in 1983, to limit the
growth of new foreign borrowing, and to adopt a series of revenue measures
that includes higher prices for government services, higher taxes, and reduced
subsidies. In support of the Mexican program, the commercial banks have
agreed to restructure about $19 billion of existing debt and it is estimated
that net new financing of $7 billion will be required in 1983. While these
measures will help, Mexico still has major structural problems to confront.

23. The severity of the current world recession carries with it the
danger that countries will be unable to carry out previously initiated
programs of economic reform and structural adjustment. Pakistan, for
instance, has taken steps since 1977 to restructure the economy along more
viable lines and lay the groundwork for long term growth. Higher agricultural
prices have stimulated food output, and some agricultural subsidies have been
eliminated. Higher water charges have increased the funds available for the
operation and maintenance of the irrigation system, while the investment
program in irrigation has been reoriented toward projects having short
gestation periods and higher yields. The biases of the trade regime have been
reduced through better incentives for exports and a phased program of import
liberalization. Greater private sector involvement has been introduced into

the manufacturing and energy sectors, and energy prices have been made more
realistic.

24, While these reforms have been supported by the Bank (a SAL) and the
Fund (an EFF), much more needs to be done. In the past year, although the
value of Pakistan”s imports increased by 2%, the current account deficit
increased by 54%, principally due to a sharp decline in agricultural export
prices and slower growth in migrant remittances. 1In addition, net disburse-
ments of official bilateral assistance have continued to decline from the peak
reached in the mid-70s. Without an improvement in export prices and increased
external support, it will be difficult for the Government to carry out its
structural adjustment program.

25. Almost all countries now face difficult decisions as they attempt to
balance reductions in investment programs with the introduction of new fiscal
measures or greater external borrowing. There is always the danger that in
choosing among these alternatives, countries will tend to curtail government
programs in human resources and the social sectors which have the most
beneficial impact on the poor. If followed, such an approach could have a



very adverse impact on long-term growth and social stability. There is also
the danger that the severity of the immediate crisis will lead to reductions

in demand, including cuts in investment, which will reduce the medium term
prospects for growth unduly.

Country Experience: The Impact on Bank-Financed Projects

26. Bank assisted projects have not been immune from the pressures on
investment programs. A recent review of the Bank”s project portfolio shows
that the impact of the worldwide recession on developing countries is
reflected in increasing delays in the implementation of projects; .borrowers”
economic problems adversely affect the entire process of making policy
decisions, as well as the ability of the governments to provide adequate
managerial and financial resources.

27. The current world situation has affected Bank projects in a variety
of other ways. Because of depressed internal conditions, some Bank-financed
national industrial development banks have experienced reduced profitability
and/or increasing loan arrears, as in projects in Korea, the Philippines,

- Colombia, Morocco and Kenya. Agricultural projects expected to produce goods
for exports have been affected by declining commodity prices, e.g., projects
in sugar (Jamaica, Dominican Republic), iron ore (Mauritania), and tobacco
(Tanzania). Many projects have been impeded by the shortage of foreign
exchange to import required fuel and spare parts for project operation, as
well as the shortage of counterpart funds.

III. Bank Response: An Action Program

Scope and Objectives

28 While the World Bank caunnot, and should not, attempt to finance the
balance of payments deficits of its members, it has a responsibility to assist
member countries with policy advice and special financial assistance so as to
maintain the maximum possible level of development activities and minimize the
erosion of future growth prospects.

29, Because there i1s a reasonable expectation that the world economy
should begin to recover within the next 12-24 months, and consequently that
the severity of the pressures on the developing countries may be attenuated,
the proposed Action Program concentrates on achieving results over the next
two years. If recovery takes longer than anticipated the Program can be
extended. Ihg_grQg;am_aimgﬁgg\gyhancing the effectiveness of resource use in
countries that are making a determimed—effort to implement appropriate

ad justment policies. It entails an increase in policy advice to help
countries strengthen their development programs, measures to accelerate
disbursements on existing loans, and shifts in the pattern of new commitments
in favor of quick-yielding investments, which generally also involve fast-
disbursing operations. The special assistance will be available to countries
which have an appropriate policy framework in place, where investment programs
have been or are being adjusted to resource availabilities, where adequate
efforts are being made at resource mobilization, or where the assistance can
support appropriate policy changes and ad justment measures. This will require
continued close collaboration with the IME to ensure that reductions in demand



take appropriate account of longer term development objectives and to ensure
that the Bank®s support in sectoral policies and project activities comple-
ments the general fiscal and monetary measures.

30. Our present assessment is that such changes can be accommodated in
the Bank“s planned commitment levels for FY83 and probably also in FY84, since
many countries are reducing their investment programs, and the number of new
investment starts will be substantially reduced. However, should further
examination of individual country investment programs indicate a need for an
upward revision of the planned FY84 commitment level, we will make the
appropriate recommendations in the context of the FY84 Budget and-Operating
Program.

31. The Bank”s ongoing country economic and sector work puts the Bank in
an excellent position to determine how it can best support governmental
actions and to evaluate which borrowers should benefit from the various
measures proposed. The many factors that are relevant to such evaluations
include the appropriateness of the pricing framework to stimulate production
and exports, the composition and scale of the investment program, the
government”s efforts to contain budgetary and current account deficits, and
the impact of budgetary changes on expenditures on human capital development
and vulnerable income groups.  An enhanced program of economic and sector
work, as well as additional technical assistance, will be an essential
ingredient. The Bank will consult bilateral and other multilateral lenders
and urge them to support these initiatives through parallel actions of their
own.

32. The Bank”s Action Program involves temporary changes in certain Bank
practices and procedures, as described below, and a shift in the type of
project to meet the current economic situation in many of our borrowers. No
aspect of the Action Program involves a lowering of Bank standards of macro-
economic and sectoral policy conditionality, creditworthiness or project
related conditions. Rather, it is designed to help borrowers take appropriate
actions to offset the adverse effect on development of the severe short-term
liquidity problems caused by the current global economic environment.

Major Elements of the Program

33. Expanded Structural Adjustment Lending. Structural adjustment
lending has been a valuable tool for helping borrowers design and implement
major structural changes in their economies. Rigorous performance criteria
have been matched by substantial amounts of quick disbursing assistance. SALs
have provided an excellent opportunity for enhanced policy dialogue on broad
economic and sectoral policies. As economic conditions worsen, a number of
additional countries are planning to make broad policy changes and have
explored the possibility of Bank support. Several additional countries are
likely in the near future to adopt policy reforms that will satisfy
established SAL performance criteria.

34. Until now Management has restricted the size of SALs to about 30% of
a country”s lending program, consistent with the Bank”s primary emphasis on

project lending. Under current circumstances, however, massive reductions in
investment programs may, justifiably, leave little scope for new starts, while
the scale of policy changes called for is larger than heretofore, and the need



for speed in implementation is greater. It is necessary therefore to alter
this yardstick. We propose that the size of SALs be commensurate with the
scope and complexity of the ad justment program being undertaken, even if this
means that temporarily the SAL component will be a larger share of the
country”s lending program. This will reinforce the importance attached by the
Bank to policy reforms which are fundamental to meeting development objectives
and increasing creditworthiness. Should it appear that an increased number of
structural adjustment programs warrant support so that total SAL and program
loan commitments would exceed 10% of the Bank”s lending program, Management
will, as previously indicated, bring the issue to the Board for consideration.

35. Sector Adjustment Support. There are many countries in which policy
reforms focussed on specific sectors are more appropriate than comprehensive
SAL programs. The objective of such operations are two-fold: to support
necessary policy changes and administrative improvements, and to provide the
resources necessary to utilize existing productive capacity more efficiently.
Three general categories of such loans, utilized in the past, involve export
development, rehabilitation and modernization of existing plants, and
provision of current agricultural inputs as part of a broad program to modify
the incentive structure.

36. An example of export development lending is the Export Development
Fund loan approved for Jamaica. The loan finances a revolving fund which
enables exporters to obtain raw materials, spare parts and minor equipment
necessary for current production. The foreign exchange 1s repaid by the
exporters in 6-12 months out of their export earnings. The objective of such
loans 1s to ensure that shortage of foreign exchange does not lead to
underutilization of export capacity which would reduce foreign exchange
earnings further. Such loans can be effective, of course, only if export
competitiveness is maintained and if other incentives for export production
are appropriate.

37. Lending for rehabilitation and modernization has been done in a
number of countries. For instance, the Agricultural Rehabilitation Credit in
the Sudan served to restore the production of cotton, Sudan”s principal
export. The credit provided key inputs for production and stressed physical
rehabilitation, improvements in the incentive structure, marketing and the
input distribution systems. Such operations need not, of course, be limited
to agriculture: there is scope for such operations in industry, power, roads
and transport where budgetary pressures have reduced maintenance below levels
needed by the equipment, thus impeding use at full capacity.

38. An example of lending for agricultural inputs, as part of a reform of
sector policies, is the fertilizer import loan to Pakistan. In general,
subsidies for agricultural inputs are a major drain on government budgets,
displacing higher priority development investments. This is happening now in
Nigeria, where many agricultural projects have come to a halt because the
States can not finance their share —— the bulk of State expenditures on
agriculture being earmarked for the fertilizer subsidy. Action to reduce
these subsidies, and phase them out gradually, will be facilitated if adequate
supplies of fertilizer to the farmer can be assured through increasing imports
or domestic production, and by improving marketing and distribution systems.



39. Financing an Increased Share of Project Costs. The Bank generally
finances the foreign exchange costs of projects. In the middle and higher
income countries, exceptions to this rule are made only for projects in which
the foreign exchange component is very small. This is often the case in
projects in agriculture or the social sectors. In those cases the Bank
generally finances 35% of project costs -- a percentage thought necessary to
ensure adequate Bank involvement in project design and implementation. In the
lower income countries, the Bank also finances a portion of the local costs,

" taking account of the limited capacity in these countries to mobilize public
resources. In the poorest countries, the Bank finances up to 95% of project
costs. In all countries, the share of project costs financed by the Bank is
affected by the availability of cofinancing. Consequently, the Bank may
finance less than the full foreign exchange costs or may agree to total
external financing covering up to 95% of project costs.

40. We propose to modify these criteria for cost sharing for the balance
of FY83 and FY84 on a country- and project-specific basis, to help ensure the
completion of high priority projects and programs as expeditiously as
possible. Financing a larger share of project costs may involve fewer
projects, which may be precisely what is appropriate under present circum
stances. In the present circumstances, borrowers are responding appropriately
and with the full encouragement of the Bank, by reducing their investment
programs, including, wherever appropriate, cancellation of Bank-financed
projects. To obtain the benefits of the additional output as soon as
possible, priority must be given to completing high priority ongoing projects,
many of which have been delayed by the shortage of foreign exchange or
budgetary resources. Since disbursements under new projects approved in FY83
and FY84 will be small, it is proposed to increase the Bank”s share of project
financing on existing as well as new projects. We would therefore plan:

= to reduce the scope of ongoing projects where appro-
priate while retaining the entire amount of Bank
financing so that the Bank effectively would cover a
higher percentage share of costs;

= to consider supplementary loans for ongoing projects
to increase the Bank”s share of financing, including
interest during construction where appropriate. The
amortization for such loans would be incorporated in
the schedule of the original loan. Retroactive
financing would be limited to eligible expenditures
incurred in the last 12 months. Such supplementary
loans would include an agreed implementation plan to
accelerate project completion;

= 1n exceptional cases, where a set of similar Bank-
financed projects is affected by budgetary
constraints, the problem would be addressed through a
composite supplementary loan usually in a single
sector, with provisions to ensure the appropriate
allocation to individual projects;

= to restructure loans which finance broad programs in
such areas as irrigation, water supply and feeder



roads. By reducing the time period covered by the
project the Bank would increase the share of costs it
would finance. This will require government
commitment to complete the balance of the program —--
already a standard feature of such loans; and

- to make increasing use of revolving funds. These
funds, into which the Bank deposits in advance funds
required for expenditure in 60 days, were not as
commonly used in the past as today. They avoid tying
up scarce foreign exchange resources for eligible
expenditures while awaiting Bank reimbursement. They
are replenished as disbursement requests are processed
in the usual way.

41. These, and similar measures, will provide additional resources
quickly to countries and implementing agencies to help alleviate budgetary and
foreign exchange bottlenecks. 1In addition, for new commitments in FY83 and
FY84 we would: :

- consider financing a larger share of recurrent costs
for the next two to three years, offset by a sharper
reduction in the later years;

- emphasize maintenance and rehabilitation projects in
view of their importance in helping to utilize
existing investments;

- consider financing working capital requirements in
loans to DFCs, or other financial intermediaries.

42. Enhanced Policy Dialogue. Increasing the pace of resource transfers
will be supplemented by a further expansion of analytical support. The Bank
will help governments, on request, review investment programs, macro—economic
policles and trade and pricing policies, expand its assistance for debt
management either through technical assistance credits or staff support, and
assist in assessing changes in development priorities. Country economic and
sector work has expanded in FY82 and again in FY83. We expect further growth
will be required in FY84 too.

43, Coordination with Other Lenders. The Bank”s Action Program will be
of importance in individual countries but to achieve maximum impact it will
require the active participation of other donors. The Bank will intensify its
use of various consultation mechanisms with other international lending
institutions, bilateral aid donors and sources of private capital to urge
consideration of similar measures especially as there is some evidence that
disbursements by bilateral donors have been curtailed to meet their own
budgetary problems. Meetings of aid consultative groups, and the consultation
meetings with bilateral and regional organizations provide appropriate fora
for discussions both on actions for individual countries and temporary changes
in general lending practices.




Financial Implications of the Action Program

44, The basic objective of the Action Program is to assist those
countries seeking to deal effectively with the current adverse economic
conditions and, to the extent possible, maintain their development momentum.
This will be assisted by accelerating the transfer of resources out of
existing and new commitments in support of effective programs of policy change
and adjustment. The initial assessment suggests that in FY83 any commitments
.for supplementary loans or expanded sectoral support activities can be
accommodated within the approved Bank lending program because of the decline
in new investment in numerous borrowing countries. For FY84 we will review
lending requirements in the next few months and should any revision in the
presently planned Bank commitment level of $11.9 billion be considered
necessary we will make the appropriate recommendations in the FY84 Budget and
Operating Program.

45, Regrettably, IDA resources remain severely constrained, and there is
little scope for increasing commitments above presently planned levels. The
steps designed to increase cost sharing will be less significant in IDA
countries since IDA already finances a very high share of total costs. IDA
countries can nevertheless benefit from the proposed program. With limited
access to other resources, the shifts in the composition of IDA lending and
more rapld disbursement should help ease the difficulties these countries face
in dealing with the present problems.

46. Disbursements and Net Transfers. The Action Program will have a
modest impact on disbursements in FY83, since only five months remain, but it
will have a more significant effect in FY84 and FY85. It is not possible to
be precise about the disbursement impact of the Action Program in advance of
consultations with governments so the estimates below should be considered
only broadly indicative.




Projected IBRD/IDA Disbursements and Net Transfers
($ million; percentage)

'FY83 FY84 FY85 Total
IBRD
Disbursements without Action Program a/ 7300 8300 9400 25000
Net Resource Transfers a/ 2600 2550 2200 7350
Additional Disbursements from
Action Program 150 1000 850 2000
Additional Net Transfers from
~ Action Program 145 925 680 1750
Increase in Disbursements (Z) 2 12 9 8
Increase of Net Transfers (%) 6 36 31 24
IDA
Disbursements a/ 2500 3000 3500 9000
Additional Disbursements from
Action Program - 150 100 250
Increase in Disbursements (Z)_E/ 0 : 5 3 3

a/ Data from FY83 Financial and Operating Program, R82-167, May 1982.
/ IDA"s disbursements are only slightly higher than its net transfers because of
the ten—year grace period on credits and the low service charge.

The estimated increase in IBRD disbursements attributable to the Action
Program totals $2 billion over the FY83-85 period, an 87 increase in total
projected disbursements for those years. Together with the previously planned
increase in disbursements, this would mean a total increase in disbursements
to developing countries of 25%Z in FY84 alone. More importantly, relative to
estimated net transfers the increase is almost 25% over the three-year period,
and over 35% in FY84. Since not all countries will be affected by the Acticn
Program, the percentage 1ncrease for the countries that do benefit will of
course be larger.

47. IBRD Borrowings. The major impact of the Action Program on the
Bank“s financial position would be on the borrowing program. Borrowings would
have to be increased in order to finance the additional disbursements.
However, to the extent that at least part of the additional disbursements in
FY83-FY85 are accelerations of current plans, these increases would be offset
by lower borrowings in later years. Adding the Action Program to the most
recent projections of Bank cash needs over the next three years, we now
estimate that borrowings in the FY83-85 period will need to be increased by

about $1.6 billion above the $30.2 billion level indicated in the FY&3
Financial and Operating Program Memorandum.




IBRD Gross Borrowings
($ million)

FY83 FY84 FY85 Total
Borrowing Program in FY83 Budget 9000 a/ 9800 11400 30200
Proposed IBRD Borrowing 9800 10500 11500 31800

Increase 800 700 100 1600

a/ To compensate for a shortfall in the FY82 program, this amount was
subsequently raised to $9350 million.

Source: FY83 Financial and Operating Program, R82-~167, May 1982.

48. The proposed phasing of this additional borrowing takes account of
the fact that our borrowing program for FY83 is already well advanced.
Moreover, since we anticipate some firming of US dollar interest rates in FY84
and since estimates for disbursements under the Action Program are at best
uncertain and could be higher than presently anticipated, there is a case for
concentrating the additional borrowings in the early part of the FY83-85
period. While the start-up of the Action Program makes estimates of the
Bank”s future cash needs more uncertain than usual, the phasing is also
expected to be consistent with maintaining the Bank”s liquid holdings at or
about 40%Z of the following three year”s net cash requirements, as provided
under our current liquidity policy.

49, To complete the increased borrowings in FY83 and FY84 at minimal
cost, it is desirable to raise the present $1.5 billion ceiling on short-term
borrowing. Our current best estimate is that it may be desirable later in
June to consider raising the ceiling to $3 billion in connection with the
enlarged FY84 borrowing program. In the meantime, it 1is proposed that the
ceiling be raised to $2 billion for FY83. 1In FY84 the composition of an
enlarged borrowing program - and its average cost — would depend on the
decisions of the authorities in various capital markets regarding the degree
of Bank access to their markets for new issues as well as for swap
transactions.

50. The average cost of borrowing may go up slightly since much of the
incremental borrowing would be in US dollars or in other currencies with a
nominal cost higher than the average cost of the current program. Whether
there is an increase in cost, and its size, will be determined by the
maturities of the borrowings, and whether short-term rates continue to remain
significantly below long-term rates.

51. IBRD Capital. The implications of the Action Program for IBRD
capital requirements need to be considered in the light of both the
requirements of the Bank”s Articles and the the Bank”s existing policy on the




timing of capital replenishment. lj Under the Articles of Agreement 2/ the
Bank must not increase its loans (on a disbursed basis) beyond the level of
its total subscribed capital and reserves. Given presently planned IBRD
commitment levels for FY83 and future years, this limit would be reached in
the early 1990°s - probably in FY91 or FY92. Since loans that have already
been committed would be virtually fully disbursed by that time under normal
disbursement patterns, the part of the Action Program which results in
accelerated disbursements under past commitments should have a negligible
impact on the total volume of IBRD loans then outstanding. Hence, this part
of the Program would not alter the date when additional capital is required
under the Articles. The restructuring of the commitment program - both the
shifts toward faster disbursing loans and the possible modest increase in
overall commitments in FY84 - could have a modest impact on disbursed loans
and the sustainable level of lending. But this impact would be very minor
if commitments return to presently planned levels in FY85 and FY86 and would
be offset by the fact that repayment schedules for supplementary loans would
be incorporated in the schedules for the corresponding original loans. The
net effect should be to leave capital requirements essentially unchanged.

52. IBRD Net Income. There are two aspects of the Action Program, which
could affect net income FY84 and FY85 negatively: (a) if the Bank”s FY83

income allocation is immediately transferred to IDA (see below); and (b) the
accelerated disbursements reduce commitment fees. The difference could be on
the order of $20-25 million in FY84 and $30 million in FY85. Were there to be
an increase in the nominal cost of borrowing, the Bank”s pool-based lending

rate could also be higher, but the change would be unlikely to exceed a few
basis points.

53. IDA. In the present circumstances, it will be difficult for IDA to
finance even the relatively modest volume of accelerated disbursements implied
by the Action Program. IDA disbursements are financed through calls on
donors, éj and donors already face severe problems meeting existing calls
because of current budget constraints. In these circumstances, any action
which leads to additional budget expenditure in the near term is bound to be
controversial and runs the risk of adversely affecting the negotiation for the

1/ During negotiations for a selective Capital Increase in 1976, the
Executive Directors approved a management recommendation that the levels
of Bank operations be planned in a way that in the "absence of...a further
[capital] increase, future adjustments of plans [should not be] so large
as to substantially distort or disrupt operations.” The intention behind
the policy is to avoid a situation in which member governments would
either have to approve an increase in IBRD capital or accept a disruptive
ad justment in IBRD operations. The level of lending arising from this
policy is called the sustainable level of lending.

2/ Article III, Section 3 of the Bank”s Articles requires that loans (and
guarantees) not be increased beyond the total of subscribed capital and
reserves.

3/ Specifically, IDA encashes the notes which are deposited by donors as part
of each IDA Replenishment.



next replenishment of IDA resources. IDA”s tight cash position does not
permit it to finance the disbursements out of funds already on hand. However,

a transfer of the Bank”s FY83 income allocation to IDA immediately after the
Bank makes the allocation would provide additiomal disbursement capacity.

IV. Conclusions and Recommendations

. 54. The proposed Action Program is another step by the Bank to assist its
members in dealing with an extraordinarily severe economic environment which
has persisted very much longer than anticipated. Like the other steps - the
original SAL program, expanded recurrent cost financing, more flexible use of
retroactive financing, new cofinancing techniques - the Action Program by
itself will not solve the problems of our members. No single institution has
the capacity to do that. But together with the other measures taken by us,
the responses of bilateral donors and other international organizations, the
Action Program will make an important contribution. Of course, the increased
resource transfers are small compared with the external financing requirements
of the developing countries. But that is not the proper yardstick. In the
individual countries which receive support for an effective program of policy
change in an inhospitable environment, the Action Program will make a signifi-
cant contribution to removing financial bottlenecks to project completion, to
maintaining existing plant and infrastructure and to helping ensure a proper
balance between meeting urgeant current needs for production and continuing to
invest for the future.

55. And if what we are proposing now is insufficient - either in volume
or in terms of flexibility - we will be obliged to consider further steps.

The Bank must do whatever it can, consistent with the need for prudent
financial management and with its high standards of quality, to help countries
continue their efforts to restore growth, reduce poverty and to minimize the
adverse impact of today”s conditions on future generations.

56. . To initiate the Action Program, we are recommending now only that the
Board approve an increase in the FY83 Borrowing Program to $9.8 billion, and
that it increase the FY83 ceiling on the short-term discount note program to
$2 billion. The commitment levels and the borrowing program for FY84 and
subsequent years will be examined carefully over the next few months in light
of consultation with borrowers on specific Action Program operations. These
proposals will be reviewed in the normal way in the context of the FY84
program and budget discussions. In order to help fund the acceleration of IDA
disbursements, we would expect to recommend in July that the Executive
Directors approve IDA”s immediate drawdown and use of the Bank”s FY83 net
income allocation as soon as the allocation is made.
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57. We will proceed with the Action Program and provide the Executive
Directors with an initial assessment at the eund of 1983, by which time it
should be possible to foresee better the economic situation for 1984 and,
consequently, whether additional special actions will be required or the
proposed program continued. As the Program is implemented, President”s
Reports for loans to countries within the Program will summarize the nature of
the special actions being taken.
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION .

OFFICE MEMORANDUM

Mr. Ernest Stern, Senior Vice President, Operations 0.TE August 10, 1983
S. Shahid Husain, Vice President, OPS .. /
V. Rajagopalan, Director, PAS H() *\>;

1o

Special Action Program: Interiﬁ-Progress Report « - mY
for the Period ending June 30, 1983

1. Following the Board approval of the Special Action Program (SAP),
guidelines for implementation were issued on March 3, 1983 covering country
criteria for eligibility, selection of' projects for increased cost-sharing,
the design of assistance measures for the selected projects and procedures
to be used for their processing. Attached is an interim progress report
covering the period up to June 30, 1983. It is based on the data supplied
by the Regions in respomse to my memorandum of May 5, 1983 to the Regional
Program Coordinators. The report is organized as follows: Section I
provides a summary overview of SAP activities which have been already
approved or are under consideration for approval in FY84. Section I also
discusses a number of issues concerning classification and impact
assessment of the SAP activities. Section II reviews the experience so far
with the procedures established for processing of SAP activities and makes
suggestions for some further simplification and streamlining. The third
section gives an annotated outline of the topics that might be covered in
the progress report on SAP up to December 31, 1983 that should be provided
to the Board.

T An Overview of SAP Activities

2. As of June 30, 1983 a total of 20 countries—-six in LAC, eight in
West Africa, three in East Asia, two in East Africa, and one in EMENA—--have
"benefitted” from SAP (Attachment 1). The "actions™ approved for these
countries include:

(a) Four new loans ($670M)

- A SAL in Yugoslavia ($275M);

- A Reconstruction Import Credit for Ghana
($40M);

= An Export Development Project in Mexico
($350M); and

- A Fertilizer Import Credit for Malawi ($5M).

(b) Modifications to 19 new projectsl/
TR

.
- Increased cost-sHaring in seven projects;

= Revolving funds in six projects;

1/ More than one modification in some projects.



= Financing of working capital/recurrent costs in
four projects;

= Front-loading of disbursements in four
projects; and

- Increased loan amounts in four projects
($240M).

(c) Modifications to 21 ongoing projectsl/

= Revolving funds for five projects;

- Increased cost-sharing for 14 projects; and

= Restructuring of five projects.
3. As for the future program, according to the Regional reports, SAP
activities are being considered for 35 countries. This would bring the
total number of benefitting countries to 45 —— 13 in LAC, 16 in West
Africa, 8 in EMENA, 4 in East Asia, 3 in East Africa and 1 in South Asia.

The "actions" proposed for FY84 include:

(a) Seventeen new loans amounting to about $1,740M:2/

- Two SALs: Panama ($60M), Honduras (S$80M);

= Seven Sector Loans: Yugoslavia Fertilizer
($80M), Morocco Industry ($150M), Romania
Imports ($200M), Brazil Agriculture Sector
($303M), Brazil Industry ($352M), Colombia
Power ($110M), Zambia Agriculture Imports (?);
and

- Eight Supplementary Loans: Yugoslavia Mostar
($61M), Romania ($125M), Mexico Agriculture
Projects (?), Brazil Agriculture Projects
($27.6M), Barbados Education ($3M), Philippines
($120M), Bangladesh ($60M), Guyana Forestry
($6.8M).

(b) Modifications to about 35 new projectss/

= Increased cost-sharing in 15 projects;

- Revolving funds for 15 projects;

z
A3

1.7 More than one modification in some projects.

2/ Excluding proposals for which no amounts have been indicated.

2 More than one modification in some projects. Numbers are tentative.



= Front-loading of disbursements in ten projects;

- Financing of working capital/recurrent costs in
five projects; and

= Increased loan amounts in three operations
(s14M).

(¢) Modifications to about 80 ongoing projects3/

= Increased cost-sharing for about 60 projects;
= Revolving funds for about 20 projects; and
= Restructuring of about 15 projects.

4. Total SAP commitments during FY83 amounted to about US$910M. In
addition, another $1.9 billion are projected to be committed for SAP
activities during FY84. Not all of the planned commitments may, however,
materialize. Nevertheless, the incremental disbursements up to end FY85
because of SAP commitments in FY83 and FY84 might reach $2.0 billion--a
figure substantially in line with the estimates in the Board paper on SAP.

S The number of operations mentioned above are indicative and
should be interpreted with caution. As the Regional submissions point out,
there is a significant element of arbitrariness involved in defining what
should or should not be classified as SAP activities. A number of SAP-type
activities (e.g., restructuring of 11 ongoing agricultural projects in
Nigeria) approved during preparation of the Board Paper on SAP (presumably
anticipating approval of the program), could, for example, legitimately be
considered part of SAP. On the other hand, some of the activities now
classified as part of SAP might have been implemented even without the

SAP. This would apply in particular to revolving funds the use of which
had been increasing under normal operations even before the SAP was
introduced.

6. Assessing the impact of SAP activities on commitments and
disbursements is even more difficult as it requires the determinaticn of
commitment and disbursement levels in the "without™ SAP scenario.

T» To maintain Bank-wide consistency and to avoid unnecessary
refinements, it is suggested that the following criteria be adopted for
determining whether or not a particular activity should be classified as
SAP:

(1) All SAP-type actions approved after consideration of
the SAP paper by the Board (i.e., February 22, 1983)
will be included in the SAP but "actions” taken
pripr to that date will be excluded.

(ii) Benchmark for deciding additicnality due to SAP will
be the lending program included in the PAB Table IVa
of January 28, 1983. Any exception to this will
require SVPCP approval.

3/ More than one modification in some projects. Numbers are tentative.



The SAP classification in Attachments I and II are in accordance with the
above criteria-.

8. As regards impact on disbursements, a possible approach could be:

(i) for new operations brought into the lending program
because of SAP, all disbursements may be ascribed to
SAP,

(ii) for new or ongoing projects involving modifications
because of SAP, separate disbursement estimates ]
should be made "with"” and "without” the SAP elements
and the increment should be allocated to SAP; and

(iii) for projects which are reduced/deleted/shifted from
the normal program due to introduction of SAP,
estimates of disbursements “foregone” should be made
using standard disbursement profiles and that should
be netted out in working out the SAP impact.

9. Since in most SAP countries only a few projects are likely to be

changed, the additional work required in terms of 8(iii) above should be
manageable .

II. Procedures for Processing SAP

10. According to the guidelines issued for SAP implementation,
processing of special action involves two main steps:

= Approval by SVPOP of country eligibility and of the
proposed SAP program in outline;

= Preparation of detailed project-specific proposals
for approval by RVP/Board as appropriate.

The experience in these regards is discussed below.

Country Eligibility

11. Out of the 45 countries for which special actions have been
approved or are being considered, eligibility of 16 countries (Attachment
II1) has been reviewed by SVPOP based on Regional proposals. Another dozen
countries or so can be considered to have prima facie eligibility for SAP
as they either have an ongoing SAL in good standing (e.g., Ivory Coast,
Turkey) or preparation of future SAL is in an advanced stage (e.g.,

Panama) or they face no major policy issues (e.g., Colombia). For the
remaining coqptries, eligibility can be determined only after a more
detailed review of the country situation. This last group includes six
countries (Kenya, Dom. Republic, Paraguay, CAR, Upper Volta, and Nigeria)
for which some SAP elements have already been introduced during FY83. 1YMost
of the actions in these countries involved establishment of revolving



funds for ongoing project or increased cost-sharing through a reduction in
project scope. Nevertheless, it appears that so far the processing of
country eligibility under the program has been rather unsystematic and
requires some further streamlining.

12 In order for CPD to be in a position to advise OPSVP/SVPOP on
country eligibility as required under the SAP Guidelines, while maintaining
sufficient flexibility and minimizing the Regional workload, it is proposed
that:

(a) for countries where the SAP proposals are limited to
establishing revolving funds and/or front-loading of
disbursements, CPD should be informed in advance of
the intended actions and the country eligibility
deemed to be approved if CPD does not object within
three working days following receipt of appropriate
information from the Region;

(b) for countries with other SAP proposals, the current
procedures as per the Guidelines will apply; CPD
after consultation with the Regions as necessary,
will provide written comments on country eligibility
to the SVPOP, with copy to the Region, within five
working days following receipt of the Regiomal
requests.

1.3 Based on the Regional proposals for future SAP operations in
countries where the SAP eligibility has not been reviewed by CPD, CPD will
examine shortly the case of each country concerned and, based on existing
information, inform the Regions whether country eligibility requires
further review. Where necessary, the Regions will be asked to submit a
formal request to CPD.

14. It is possible that over time some of SAP eligible countries may
become ineligible due to inadequate compliance with the agreed
conditionality. To ensure continued monitoring of eligibility, it is
recommended that the Regions should inform CPD, as soon as possible, of
changes in country or project conditionms that, in their judgement, would
warrant a new look at the case.

Design of Specific Actions

15 Since all SAP activities involving new operations go through the
normal review process in the Bank, there are no unusual problems in
managing the quality of such operations. The only item worth reiterating
is the need to indicate clearly in various documents (IP/DMs, SARs, and
PRs) the SAP elements of the cperation.

16. Less clear is the effectiveness of the process for designing and
reviewing modifications to cngoing projects. According to the guidelines,
for each project to be modified, a summary proforma is required to be
prepared for RVP approval with information copies to SVPOP, OPSVP and the
Sector Department. The amendments made were also to be reported to the
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Board as part of the monthly report on Bank operations. Out of the 19
ongoing projectsa/ for which modifications have been made in FY83, summary
proformas were received by OPSVP for only four of them (Attachment IV).
The bases for decisions in other cases are unclear and it is difficult to
 judge either the priority of the selected projects or the appropriateness
of the proposed measures and conditionalities. There is clearly a need for
ensuring systematic information flows to OPSVP so that the progress report
to the Board may be prepared adequately addressing the various concerns
expressed by the EDs during approval of the SAP. There is also a need for
improved reporting to the Board on SAP activities; a review of the Monthly
Operational Summaries for the past several months indicates practically no
reference to amendments made to ongoing projects under the SAP.

II1. Outline of the Board Paper

17. It is proposed that the Report to the Board in January 1984 cover
the following aspects:

- Country coverage: The nature of the adjustment efforts
being made and policy reform being implemented by the
SAP 'beneficiaries'. The main data source for this
section will be the Regional submission to CPD for
review of country eligibility.

= Key features of the SAP activities: A somewhat
expanded version of Section II of this report
describing the nature of the approved programs, the
criteria used in selection, and the main
conditionality. Would include classifications by type,
income groups, and sector. Also comments upon extent
of local cost financing and retroactive financing. The
data sources for this section will be the SARs/PRs for
new operations and summary proformas for modification
to ongoing operations.

= Program impact: The basis for classification and
impact assessment. Impact on resource transfer
(commitments and disbursements), project implementation
schedules and resolution of key implementation
problems. Likely impact on project implementation
beyond 1985 (e.g., extent of future financing gaps),
likely decline in future disbursements due to
front-loading. Data source will be the SARs /PRs,
summary proformas as well as disbursement information

é] Excluding two projects where Board approval was obtained for
modifications.



from Controller's. May also include perceived impact,
if any, on actions of other donors/commercial
lenders.[Source: ?]

Lessons of experience and recommendations for future.

Selection and design issues, procedural aspects, future
program in light of the global macro outlook. This
section will reflect analyses by CPD, ERS, and PAS.
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Loy fon/Country
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1. Brazil

2. Chile

3. ome Republie

4. Hedco

o Laragaay

O Hedt

Date Elgibility

_Approved

03/09/83

04/12/83

04/13/83

04/26/83

04/14/83

SPECIAL ACTION PROGRAM: PROGRESS REPORT AS OF 06/30/83

PART T: ACTIONS APPROVED AS OF 06/30/83

New loans

Export Dev. Project $35(M.

Mcdificatiors to
New loans

Working capltal in 3rd Agro-
Industry Project. Ioan
increasal fram $25(M to $AO(M

Front-loading of disb., Rev.
Fud. Second Higlway Project .

- Front-loading of disb. Water
Supply ITT

- Cost-slaring Ag. Marketing

- Cast-sharing, working capltal
in @1 1IL

Front-loading of dlsb. in Ag.
Credit Project

Working capital in 6th Ag
Credit. Loan Increased from
$6M to $130 M.

Modi ficatiorns to

Qgoing Ioans

Anendments to 3 projects
(Rev. Funds, dange in
scope, cost-sharirg)

- Increased cost—
sharing in 3 rojeas

- Real loation to
rocwe urgent spares
ard finance workdng
capital in 2 projeds

Impact on

Comni tnent s

Di shursenents

$15(1

$35(M

3

FY84 §731
FY85 791

FYB4 §8.4M
F85 S4.7M

?

FYB4 $2.0M
FY85 5.0M
FY86 0.5M

FY84 $15M
FY85 19
Y86 16M
FYB7 2M
Y88 M

Renarks

- Profomas?
- Comtry eligibili ty?

- Classification of -
Ex. Dev. Project
-Prdfomas on
mdifiat fons?

Caintry eligibility?
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SECIAL ACTION PROGRAM: PROGRESS REPORT AS OF 06/30/83
PART T: ACTIONS APPROVED AS OF 06/30/83
Date Eligibility Madificatioms to Modifications to Tmyact on
Keyrion/Country  Approved New Loans New loans Ongoing loans Conmi tments D sbursenents Renark s

o (AN

1. agoslavia 06/15/83 SAL $275.(M = Increased cost-sharling $25.01 FY84 - ST 3
in 3 projects (fram
savings)
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SPECTAL ACTION PROCRAM: PROGRESS REPORT AS OF 06/30/83

PART 1: ACTIONS APPROVED AS OF 06/30/83

Date Eligibility Madificatioms to Madifications to Tnpact on
K gron/Country __Approved New Loans New loans Ongoing loans Connud tments  Di sbursements Remarks
FAST A:i]A’ & !’;’E‘;},“'!E
1. ludesia 04/13/83 = - Cost-sharing: Increasal to - - ?

6(0% of total for East Java
thter Supply and to 65% for
Public Works Marpower Dev.
Reduced project scope.

- Froat-loading of dis. for

Power XIII.
2. Pinlipping 04/13/83 = = J Setting up an $8.04 $50.0 ? SAL increase not
Rev. fud for Ind. comsidred purt of
Finance Apex Project. SP. (No incrament
ower tencumik)
3. Mailand 04/13/83 - - Cost-sharing: Increased fram - 1.7 1

47% to 60% in Second
Provinclal Roads.

— Rev. Fund ($7.Q1) in Sccond
Agricultural Credlct.
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SPLCTAL ACTION PROGRAM. PRXRESS REPOKT AS OF 06/30/83

PART [: ACITONS APPROVED AS OF L)(»[SO/&

Date Eligibilicy Mdifications to Modifications to Tmpact on
Region/Country ~ Approved Hew loans New loans Qugoing loans Gamni tment s Disbursenents PBemarks

st Alrica

1. Fena & = Rev. Fund: National Ext. sal = ? Ongoing SAL.
Eligibility will depend
upn 9/83 reviaw of SAL
prggress.

2tk = Snal ltolder Fert. $5.0M. - $5.001 FYB4 $3.2M Ongoirg SAL in pod

Also fncludes a Rev. Fund Fygs 1.1 stadirg -
FY86  0.4M

w87 0.3M
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SPECIAL ACTTION PROGRAM: PROGRESS REPORT AS OF 06/30/83

PAKT T: ACIIONS APPROVED AS OF 06/30/83

Date Eligibility Mallfications to Malificatiors to Impact on
fopion/Connt ry ~_Approved New Ioans New Ioans Ongoing loans Connd twents  Di sburscnents Renark s
Vst Alrica
1. (AR ? = Rev. Funds for Ed IT and Rural Rev. Fund: Livestock ? Cowuntry eligibility?
Dev. Proj. Also recurreni—ccst Project .

financing in latter

2. (i ? Recorst. Import Credic $Q = Increased castsharing: $0.0M ? ~do-
Second NIB
Jo lvory Coast = = Cost-shariig raised fraun 80% to ? ? Ongoirg SAL in good
95% 1u Rubter IV Project standing
So i ? = = -~ Rev. Fund Ind. Sector ? ? - Prima facie case for
Dev. Project. eligibilty.
- Increased cost—sharirg ~ Econ. Man. & Trainirg
QDIPAC TA Project anl gpoveld In Dec. 82
Road Maintenance not part of SAP.
Project.
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3. Niger
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7. topo i

8. Upper Volta ?
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Modifications to
Rewlodns

Cost-sharing: 954 financing for
Higlways IV

-~ Rev. Fund: TA II.
- Increase in SAL fram $37.3
to $40.0M.

Modifications to Tnpact on

Ongoing loans Conmitments  Disbursements

Increased cost-sharing %
in Power VI

Licreased costsharing =
In 4 T and Hlglways IV

Cost-sharing increasel {
fram 83% to 8% in Lhe
Forestry Project

-~

Remark s

eligibility.

- (hanges in 11 aher
projects approved
rior to Board
comideration of SA?
pajer. lience not
part of SAP.

- (PD not corsultal on
camtry eligibillty.

Ongoing SAL. in wod
standing .

- Haut Bassins and
Koudougm Project s
aproved In 7/82 not
part of SAP.

- Comtry eligibility?
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Regyion/Country
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o Arpeait fna

Bochaados

$. Brasil

Ae Colomhbia

He tusta Rica

b.  Gayal

/. thadaras

Date Eligibillty

__Approved

05/26/83

03/09/83

01/12/83

07/29/83

SPECTAL ACTION PROCRAM: PROGRESS RFPORT AS OF 06/30/83

PART T1: ACVIONS BEING CONSiDERED FOR FY84

New Lnans

Sapp. In. §M for El. projects.

= Supp. In. for 2 Ag. projects
$27.84.

~ Ag. Sector In. §30M.

~ Ind. Sector In. $35M.

Power Sector In. SL1(M.

Supp. In. $6.81 Forestry
Project .

SAL 8(M.

Madifications to
New Loans

Front-loading of two projects.

Increased SAL fran $7™M to
$8(h.

Modi ficatiors to
Ongoing Ioans

Enpact on

(ommitnents  Disbursements

Real loation of M o - FY84 50.(4
finance working capi tal
in Ind. Credit In. 1I.
£ DM 2
Increased cost-sharing SH8 .M ?
for 25 projects.
= 8 1M ?
= 2 FY84 M
FY85 4M
- 6.84 ?
= M Fyss 5™
FY85 3

Renarks

Cowmtry eligibility?
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= "A" Ln. $ 90M.
"B" In. S50 of
which Bark Q0.
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Camntry eligibility?
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Date Eligibility

Approved.

04/26/83

05/20/83

04/14/83

New Loans

Supp- In. for Ag. projects.

SAL:  $O(M.

Modificatiore to
New Xogxﬁ

SAL increased fram $115M to
S20(M.

Impact on
Comni tments i sbursenents

Mudificatiorns to

Gngoing loans

Anendents to 8 Ag. ? ?
projects.

- O ?
Rev. funds, 8591 ?
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real locatioms for seven
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Remarks

Eligibility for Ag.
projects condi tional on
Govt. adtions.

Cowuntry eligibility to
be based on SAL
curently wnder
preparacion.
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Y Tandisia

6. lanhey

7'« YaR

3. Yuposlavia

Date Eligibility
__Approved

-~

07/83

06/09/83

06/15/83

SLECIAL ACTION PROGRAM: PROGRESS RIPORT AS OF 06/30/83

New loans

1lnd. Sector In. $15(M

~ Suppl. Loan) $32%21
= Tmport Loan)

- Fertilizer Sector Loan
$80.(M

- Mastar supp. Loan
$61.(M

PART TI: ACTIONS BEING (DNSIDERED FOR FY84

todifications to
New Ioans

Rev. Funds.

Rev. Funds and front-loading

Higher cost—sharing tlrough
reduced scope.

$4.0M Rev. Fund in FY84
projects.

Rev. Funds and front-loading

Madifications to Impuct on

(Ongoing Ioans Conmi tnents  Di sbursements
Rev. Funds. S15(M ?

- 4s 2

= - ?

= $3251 ?
Riev. Funds. & ?

2 = 7

= - 9

- S141M i it

Rema ks

Country eligibility
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Eligibility for Tud.
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reviewd lhter.
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Camntry eligibility?
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SPFCIAL ACTION PROCRAM. PROGRESS REPORT AS OF 06/30/83
PART 11: ACTIONS HEING QONSIDERED FOR FY84
Date Eligibility Mdifications to Madi ficatiors to mpact on
Rey ion/Country ~ Approved New Toans New Loans Ongoing loans Conmi tments  Disbursements Renark s
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SPECIAL ACTION PROGRAM: PROGRESS REPORT AS OF 06/30/83

PART TT: ACITIONS BETNG QONSIDERED FOR FYB4

Date Eligibility Modificatiors to Modificatiors to Impact on
b s S/ Comtsy peel Lechiee ) LR fgoirg ows Hopipeens Thvricieats Remarks

Fast Alrica K

Lo Mabawi od = Rev. fund for Higlways V. - Rev. fud for 5 % ? Ongalng SAL in gpod
projects. standing .

- Higher cost-sharivg

for one project.

2. Zumbia ? Ag. Tmport In. & - Rev. funds for 4 ? 7 Reglon prepring
projects. ranest for Camtry

eligibility.
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PECIAL ACTTON PROGRAM: PROCRESS REPORT AS OF 06/30/83
PART T1: ACTIONS BEING GONSIDERED FOR FY84
Date Eligibility Mcdifications to Modifications to Inpact on
ke fon/Count ry _ Approved New ILoans New loans Ongoing loang Gomitnents  Disbursenents KRenarks

UHHMWBHA

i. Beain ? = Rev. fund for Feeder Roads TT1 = ? ? Comtry eligibility?
project

2. Qul ? - Rev. fund, front-loading of = ? ? - do -
Rohab. Program Credit.

. Lquatorial Guinea ? = Rev. fund in Cocoa/Cof fee = = i ~do =
rdab. project.

Ao Gabia ? i Financing non-incremcntal costs = ? ? -~ da =
sccond Ag. Dev.

H.o (ainea ? = Front-loading, recurrent cost = ? 2 - do -
financing. Highways TIT.

t.  lvory Coas: = = SAL (FY84) increased fram $200M = $5M 2 Orngoirg SAL in good
to $25(M. standing.

/. Liberia 05/23/83 - - Rev. fund for S4L ? ? Eligibility only lor

project . Rev. funds.
H. Muritnia ? # Rev. fund, TA Rural Sector. = H{ 1 Camtry eligibility?
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It Eligibility Modificatiors to Modifications to lmpact on
Repion/Cotntry Approved New Loans New [oans Ogoing Toans Goomd twents  Disbursements Renarks

. Niperia ? : =3 Increased cost-sharlng, Rev. Aendients to 4 ? $ - Country eligibility?
funds, front-loadivg for three projects. ~- Fert. Import loan
pojects. (Kadna AP, 250m in Table Va of
Souttern Bormo AP, Sokoto 1/83. tence not
Health) clssified SA.

1. Sencgal ! = - Rev. funds In two projects = 2 ? Eligibility wuer

(Rural Dev., Higlways V). cormsiderat lon.

- Recurrent costs, front—
loading in Hlgrways V.
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LIENS

counryy

None

Liberia

Sencgal

Morocco

Romunia

Tunisia

Yugoslavia

REGION™S
REQUEST TO
MR. STEKN/CPD

PROGRESS REPORT ON SPECLAL ACTION PROGRAMS

CPD COMMENTS

5/83

7/6/83

7/14/83

Sent directly
to Mr. Stern
7/1/83.

5/25/83

Sent directly
to Mr. Stern
6/83

Recommended on 5/19 approval

of:

(a) revolving fund;

(b) speeding up of disburse-
ments for various pro-
jects.

Recommended on 7/26/83

approval of:

(a) financing of recurrent
maintenance or cehabil-
itation costs;

(b) provision of a line of
credit to finance rehab-
ilitation- programs in the
parapublic sector;

(¢) an increase in IDA
allocation; and

(d) reprogramming of some
existing funds.

Recemmended on 7/19/83

approval of:

(a) revolving funds; and

(b) dncreased cost sharing to
60 percent for various
loans.

CPD recommended approval

6/6/83 for:

(a) revolving fund; and

(t) supplementary loan for
51di Salem multipurpose
project.

DECISION

MR. STERN’S COMMENTS AND OPERATIONS FOR

WHICH ELIGILITY APPROVED

Approved 5/23/83. Limited to revolving funds.

Awaiting decision.

Approved for
revolving funds
only.

Approved in SAP operations reauested by Region:
principle. 1. Supplementary loans for 3 projects:
(a) Land Transport;
(b) Power 1V; and
(¢) Enhanced 0il1 Recovery (but not
supported by Energy Department
for SAP).
2.  An input import loan for FY84.

Total 1 + 2,= $325 million

Approved 6/9/83 Mr. Stern limited SAP Lo revolving funds.

Approved 6/15/83 Mr. Stern left It up to PAS/CPD as to
which projects would be SAP eligible.
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1L.AC Barbados

Brazil

Chile

Guyana

texlico

Peru

BANT AS1A/PACLEIC Laos

Philippines

Thailand

ludonesia

cPo
August 3, 1983

6/17/83

5/83

7/18/83

4/11/83

4/7/83

4/1/83

4/1/83

4/1/83

4/1/83

kecoumended approval 6/23/83.

Implicit approval.

keconmended approval 4/83. Approved 4/83.

Recommended approval 7 /26/83 Approved 7/29/83

subject to:

(a) establishment of a
stabilization program
with the Fund to correct
exchange rate distor—
tions;

(b) strengthening of the
country”s export
potential;

(c) acceleration of reforms
for public enterprises;
and

(d) rationalization of public
sector investment to be
advanced.

Recommended for approval as Approved 5/83.

per Reglon”s request 4/26/83.

Recoumended approval 4/14/83. Approved 4/26/83.
Recommended approval 4/13/83. Approved 4/83.
Recommended approval 4/13/83. Approved 4/83.
Recommended approval 4/13/83. Approved 4/83.
kecommended approval 4/13/83, Approved 4/83.

subject to the satisfactory
outcome of the public lnvest-
ment program.

Awalting declslon.

SAP Project: Second Highway Reconstruc—
tion Project with Front End Loading.

Approved for one loan:
supplemental financing for
Upper Demerara Forestry Project.

Approved for following projects:

(a) capital goods loan;

(b) export development;

(¢) revolving funds;

(d) two ongoing water/sewerage loans;
(e) railway loan;

(f) wurban development; and

(g) small, medium Industries loan.

Approved for’
(a) increase in an agricultural

credit project from $65m to $125 m
(b) Increase in SAL from $115m to $200m

SAPs for all four countrles were requested
at the same time. No set procedure was
followed at the time.
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Attachment 4
Page 1 of 2 pages

SPECIAL ACTION PROGRAM

Modifications Approved During FY83 to Ongoing Projects

(Loan 1984)

Date Proforma
Region/Country Project Modifications Approved to (PSVP.
Lc
1. Dom. Republic (a) Education II Reduction in scope; civil 06/22/ 83 No
(Loan 1142) works cost—sharing increased
from 357% to 70%.
(b) Second Roads Change in project scope; 04/20/ 83 Board Paper
(Loan 178) Rev. Fund for $4.6 milion
(c) Cocca/Coffee Rev. Fund $2.0 million 04/13/83 No
Rehabilitation
(Loan 2023)
2. Mexico (a) Med. Cities Water Increased cost—sharing fram ? o
Supply (Loan 1186) 42% to 70%.
(b) Med. Cities Water ~do- ? No
Supply II (Loan 1913)
(c) Second Urban/Reg. Increased cost-sharing from 05/02/83 Yes
Dev. Project (Loan 35% to 70%.
1990)
(d) Railways IV (Loan Restructuring to procure it No
1929) spares for $23.0 million
(e) Capital Goads Dev. Restructuring to finance $100 04/01/83 Board Paper
(Loan 2142) million of working capital.
EMENA
1. Yugoslavia (a) Higtways X (Loan 1678) Increase cost—sharing fram 06/®/&3 Yes
3% to 43%.
(b) Higtways XI (Loan Increase cost-sharing from 06/09/83 Yes
1819) 16% to 337%.
(c) Earthjuake Rehabi- Restructuring; cost-sharing 06/03/ & Yes
litation (Loan 1768) for civil works increased to
967.
EAST ASTA
1. Philippines Ind. Finance (Apex) $8.0 million Rev. Furd 05/07/83 No



Region/Country

WEST AFRICA
1. CAR

2. Ghana

5. Togo

6. Upper Volta

Livestock (Credit 8%)
Secord NIB (Credit 901)

(a) ODIPAC TA (Credit
117-4)

(b) Ind. Sector Dev.
(Credit 986)

(c) Road Maintenance
(Credit 1104)

Power VI (Loan 2085)

(a) Education I (Credit
1018)

(b) Highways IV (Credit
1139)

Forestry (Credit 982)

Modifications

Rev. Fund of $0.5 million.
Increased cost—sharing.

Cost-sharing increased frum
55% to 70%.

Rev. Fund of $0.5 million.

Coat-sharing increased fram
25% to 40%.

Increased cost-sharing

Increased cost-sharing

Increased cost-sharing

Increased cost-sharing fram
8% to 8%.

Attachment 4
Page 2 of 2 pages

Date
Approved

05/23/83

?

03/30/83
05/17/83
05/04/83

06/10/83

03/14/83
03/26/83

06/06/83

Proforma
o 5P

No

No

No

No
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION ) A
: : ‘ /rn. Churnnck

OFFICE MEMORANDUM

pate: February 11, 1983

To. Mr. S. Shahid Husain ’
Through: E. Bevan Waide, Djirector, CPEnggéfzf

FROM. Sidney E. Chernicﬁ“&ﬁd Alexandef !Shakow, CPD
EXTENSION: 60121

suBJecT: Questions on World Bank Program of Special
Assistance to Member Countries, 1983-84

As of today, we have had the following questions on the Special
Assistance Program from Board members or their staffs.

(U.S.) Mr. Burnham
and colleagues:

1. Expressed support for the program. Seen by the U.S. as a bridge
to important policy changes by governments, but U.S. is concerned
about a number of issues.

2. Given the institutional dynamics of the Bank, how can the pro-
gram be 'monitored', 'controlled" and ''terminated' without doing
lasting damage to the high standards of Bank project work?

3. U.S. is skeptical that the program is really temporary.

4. - How will the program be evaluated after a year and what criteria
will be used to determine if it should be extended or ended?

5. How is country eligibility really to be determined; vagueness in
the paper suggests that any country could be considered eligible.

6. How much of the eligibility issue depends on the status of the
country's relationship with the IMF?

7. Aren't the changes on the project side quite radical? How will
we avoid reducing project design standards and weakening important
Bank principles and philosophy if we agree to more local cost or
recurrent financing, for exampie?

8. How will the Board be consulted on details of the program's
implementation? Will the President's Reports provide information
in some cases after the actions have been taken? How will the
program be monitored?

9. Paper appears to put most stress on financial aspects and not
enough attention on the importance of policy and performance.



Mr. 5.5, Husain -2 - February 11, 1983

Mr. Camerasa (Mr. Zalduendo's office):

1. Requested detailed net transfer figures for countries in their
constituency. (Referred to Mr. Applegarth.)

Mr. Lust (Mr. de Groote's office):

1. What would the size of the total FY83-84 lending program be if
we did not undertake the Special Assistance Program - i.e., how
much less would the Bank do based on our country-by-country
estimates of reduced investment programs in borrower countries?

2. Would SALs continue to be contingent on IMF agreements being in
place? Would such agreements be a requirement for ''sector adjust-
ment programs''?

3. Several detailed questions on current arrangements for retroactive
financing, recurrent cost procedures, etc.

Mrs. Sun (Mr. Wang's office):

1. What additional commitments are envisaged in the Program for FY83
and FY84?

Mr. Kalfan (Mr. Soglo's office):

1. Asked for details on short-term borrowing implications of the
Program.

2. Reqﬁested names of countries and amounts subject to rescheduling
in FY81 and FY82. (Referred to Tom Klein, EPD)

Mr. Yamakawa (Mr. Yamaguchi's office):

1. Wanted background on the guideline of a 30% maximum of a country's
lending program for SALs.

Mr. Subimal Mookerjee of the IMF phoned to suggest some minor changes
in language on page 7, para. 21.

cc: Messrs. E. Stern
P. Applegarth



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: March 3, 1983

TO: Operational Vice Presidents /)

le7 7

FROM: Ernest Stern, Senior Vice President, Operations«~ / = /,
[ &g

SUBJECT: Special Action Program: Guidelines for Implementation

The attached guidelines for implementation of the Special Action
Program cover country criteria for eligibility, selection of projects for
increased cost-sharing, the design of assistance measures for the selected
projects and procedures to be used for their processing. PAS, CPD, or the
Legal Department, as appropriate, should be consulted for any assistance
required in following the procedures outlined.

Additional copies of the guidelines and the attachment may be
obtained from Mrs.. Hamilton, Ext. 73041, Room E-1028.

Attachment

cc: Mr. Hattori (CTRVP)
Mr. Goldberg (LEG)
Regional Projects and Programs Directors; Assistant Directors
OPS Directors
EIS Directors
Operational Division Chiefs

VR/1ph

0161

5 P e I 1
Crernicky wlanes= E

T &-1048



SPECIAL ACTION PROGRAM: GUIDELINES FOR IMPLEMENTATION

Introduction

1. The World Bank Program of Special Assistance to Member Countries,
1983-84, is discussed in the Board Paper R83-22, IDA R83-10 dated January
28, 1983. It entails an increase in policy advice to help countries
strengthen their development programs, measures to accelerate disbursements
on existing loans, and shifts in the pattern of new commitments in favor of
quick-yielding investments, which generally also involve fast-disbursing
operations. The special assistance will be available to countries which
have an appropriate policy framework in place, where investment programs
have been or are being ad justed to resource availabilities, where adequate
efforts are being made at resource mobilization, or where the assistance
can support appropriate policy changes and ad justment measures. The

"~ Program aims at enhancing the effectiveness of resource use in countries
that are making a determined effort to implement appropriate policies for
adjusting to the current economic crisis. The main elements of the Program
are to:

(a) expand SAL--the size of SALs to be commensurate with
the scope and complexity of the adjustment program
being undertaken, even if this means that temporarily
the SAL component will be a larger share of the
country's lending program;

(b) increase sector ad justment lending to support
implementation of appropriate policies and efficient
use of existing productive capacity. Three general
categories of such loans, utilized in the past, involve
export development, rehabilitation and modernization of
existing plants, and provision of current agricultural
inputs as part of a broad program to modify the
incentive structure;

(¢) emphasize quick disbursing, short gestation maintenance
and rehabilitation projects for Bank lending during
1983-84;

(d) support the completion of high priority on-going
projects and programs, as well as new omes, through
increased cost—sharing, increased rates of
disbursements for the next two or three years offset by
a reduction in the later years, and supplemental loans
by the Bank;

(e) facilitate implementation of existing and new projects
through increased use of revolving funds established by
advance deposits from the Banki/; and

1/ See Mr. Stern's memorandum of January 26, 1982 to OVPs for details.



(f) finance in new projects a larger share of incremental
recurrent costs/working capital requirements for the
next 2-3 years offset by a sharper reduction in the
later years.

2. No aspect of the Action Program involves a lowering of Bank
standards of macro—economic and sectoral policy conditionality,
creditworthiness or project related conditions. The increase in Bank
participation or acceleration of disbursements under the Special Action
Program should normally result in quicker implementation of projects and
therefore should not lead to an extension of the closing date. Also, the
Action Program does not involve a change in current policy that, as a rule,
any savings, i.e., loan proceeds remaining after project completion, should
be cancelled.

3 Since most of the measures proposed under the Special Program are
merely intensification of regular Bank operations, no major changes in cur-
rent operating procedures are necessary for their implementation. This
note provides guidance on (i) country criteria for eligibility; (ii) selec—
tion of projects eligible for increased cost-sharing and design of
assistance measures for selected projects; and (iii) procedures to be used
for Bank processing of such measures.

Country Criteria for Eligibility

4. General guidance on country eligibility is provided in the Board
paper of January 28, 1983, which states (in paragraph 44) that "the basic
objective of the Action Program is to assist those countries seeking to
deal effectively with the current adverse economic conditions...". What we
need therefore are criteria for judging policy performance rather than
economic performance. Such an evaluation needs to take into account both
the country's stage of development and the magnitude of the problems with
which it is confronted.

Sis In each case, it will be necessary to identify the critical
policies since these will vary with the circumstances of each country. In
most countries, this will require an initial examination of the full range
of relevant policy areas, including:

(a) Exchange rates, trade policies and the management of
external borrowing and debt;

(b) Domestic resource mobilization, including fiscal and
monetary policies, and the financial performance of
public enterprises;

(c) The use of resources, including the quality of public
investment, sector pricing policies, institutional
effectiveness, and policies affecting the private
sector.

6. For structural adjustment lending, the Bank has already
established that eligibility requires a "strong and sustained commitment to




implementing a broad range of actions over several years".z/ In practice,
this requirement has included precisely defined actions in all or most of
the areas described above and prior adoption of a stabilization program
with IMF support (a Standby or an EFF) or its equivalent. For sector
adjustment loans, actions required have typically been limited primarily to
measures aimed at enhancing incentives and efficiency in a particular
sector. But, in addition, a key eligibility requirement for such lending
has been either the absence of major macro—economic distortions (e.g., a
grossly overvalued exchange rate or poor resource mobilization) or a
willingness to take action on such issues. For increased cost sharing
under the Special Action Program, the latter requirement should also
apply. In addition, the country should be taking reasonable measures to
reduce the public finance or foreign exchange constraint which created the
need for this Special Action. Such measures would include efforts to
increase exports, to improve resource mobilization, to cut back on low
priority expenditures and to correct any serious imbalances in public
investment.

7 The Regions should send CPD recommendations on country
eligibility in the form of a short note addressing the considerations
spelled out above. These would be reviewed by SVPOP to decide on the
eligibility.

Project Selection

8. To provide timely assistance to our borrowers while maintaining
the normal high standards of project analysis required by the Bank, careful
attention must be paid to the selection of projects for assistance under
the Special Program and to the design of specific assistance measures for
individual projects. Normally, this will require a fairly recent
supervision of the project by the Bank -- no more than six months prior to
expected date of approval of special assistance. Based on the supervision
mission findings, the project suitable for special assistance would have
the following features:

(a) continued high priority in terms of the likely
development impact including inter alia satisfactory
economic returns on the entire project, appropriate
institutional objectives and feasibility of adequate
O8M allocations (including availability of imported
spares and consumables) following project completion;

(b) presence of serious gaps in the financing plan with
adverse implications for timely project implementation
and for the likely development impact;

(c) absence of other major implementation problems (e.g-
managerial, technical, political and procurement
problems) and compliance with the key loan covenants.

2/ "Progress Report om Structural Adjustment Lending”, April 8, 1982,
SecM 82-314.




Alternatively, an agreed action plan for resolving such
problems as a pre—condition for special assistance; and

(d) 1likelihood of early project completion (say, by June
1986) assuming resolution of financial problems and
(where appropriate) implementation of the agreed action
plan. However, projects which are very close to
completion should not be selected.

9. Principally, the increased cost-sharing by the Bank for on-going
projects will involve some or all of the following:

= reducing the project scope where appropriate while
retaining the entire amount of Bank financing so that
the Bank effectively would cover a larger share of
costs;

= increasing disbursement percentages from Bank loans for
projects (including time-slice projects) experiencing
temporary financial difficulties and for which
alternative sources of financing are expected to be
available after 1984; and

= providing supplementary loans for completing high
priority projects for which reduction in scope is not a
viable alternative and availability of additional
financing from other sources is uncertain.

10.  Design of the assistance measures for the selected projects will
generally involve:

(a) reviewing the appropriateness of project scope. In
particular, possibilities should be examined for
reducing the scope without serious adverse effects on
remainder of the project. Project components
experiencing chronic implementation problems and/or
components whose economic viability has deteriorated
since appraisal, would normally be good candidates for
trimming. Projects which are essentially a line of
credit, defined in financial terms without specific
physical content (e.g., DFC loans) or where physical
targets are only crudely defined and the exact scope is
not essential to the project success (e.g.,
installation of 1,000 tubewells or rehabilitation of
500 irrigation tanks) would also be suitable for
reduction in scope;

(b) wupdating of project implementation schedules and cost
estimates taking into account inter alia implementation
experience so far, any changes in scope deemed
desirable and the implementation of action plans, where
appropriate (para 8 (c));



(c)

(d)

(e)

11s

developing a new financing plan based on a realistic
assessment of likely contributions by the non-Bank
financiers. For the purposes of the Special Action
Program, the Bank contribution for eligible project
expenditures during 1983-84 could be higher than that
currently approved for that country. The Bank
contribution will be determined on country
considerations in consultation with SVPOP. For IDA or
blend (IDA/IBRD) countries existing guidelines which
already provide for a high degree of cost-sharing could
be applied flexibly within the approved IDA allocation
for the country concerned. The financing of ’
outstanding payments for goods and services which the
borrower is unable to make could be considered for
eligible expenditures incurred upto 12 months prior to
Bank approval of special assistance for the project.

In determining the share of costs to be financed by the
Bank, it should be ensured that the procurement
arrangements comply with the Bank guidelines;

assessing the need, if any, for a supplementary Bank
loan, now or at some future date, for assuring
satisfactory project completion; and

reallocating the Bank Loan(s) among various expenditure
categories in line with the financing plan developed

under (c).

Procedures. The responsibility for processing special assistance

programs in the Bank will be as follows:

(a)

(b)

(c)

(d)

Regions, in consultation with CPD, will decide on
countries eligible for special assistance following the
criteria outlined in paras 4 to 7;

Regions, in consultation with the borrowers, will
identify projects suitable for special assistance as
per criteria indicated in para 8. They will also work
out the details of the proposed assistance following
the analysis outlined in para 10;

Regions will prepare a brief memorandum as in the
attachment justifying the proposed assistance measures,
for clearance on a no objection basis by the Legal and
Controller's Departments. Or, if it is clear from the
outset that a supplemental loan would be the
appropriate special action, the required draft
President 's memorandum (see (e) below) should be
prepared in lieu of the brief memorandum referred to
above;

for projects involving reduction in scope and/or
increase in disbursement percentages, the agreed



memorandum together with the amendments proposed to the
Loan documents as cleared by the Legal and

Controller's Departments will be sent to RVP for
approval with information copies to SVPOP, OPSVP, and
the concerned Sector Department. Following the RVP
approval, as per current procedures the amendments will
be finalized by exchange of letters with the borrower
by the Programs Department according to provisions of
OMS 3.18 and the Administrative Manual Statement 2.00.
The amendments made would be reported to the Board as
part of the monthly report on Bank Operations;
substantial changes in project scope will require prier
Board approval on a "no objection” basis;

(e) for projects involving supplementary loans, the
processing will be the same as per current procedures
and will, thus, require Loan Committee clearance. The
documentation required will consist of a memorandum
from the President to the Board and the draft amending
loan agreement. No SAR will be required. Where a set
of Bank financed projects undertaken by a borrower in a
sector/sub-sector are experiencing similar financial
problems, a composite supplemental loan to that
borrower with provisions for appropriate allocations to
individual projects, could be considered. This
technique could also be used to provide funds to a
borrower undertaking projects in different
sectors/sub—sectors. For any supplemental loans, their
amortization will be incorporated in the schedule of
the original loans.

(f) The Legal Department will prepare any amendments to the
existing agreements or new agreements as necessary; and

(g) as the Program is implemented, President's Reports for
loans to countries within the Program will summarize in
part II the nature of the special actions being taken.

PAS/CPD
March 3, 1983



Attachment
Page 1

TO: RVP Concerned
FROM: Program Director Concerned

SUBJECT: Special Action Program - Country and Project

Attached please find a proposal under the Special Action Program

for your approval.

cc: SVPOP
OPSVP
Sector Department Concerned



Attachment

Page 2
SPECIAL ACTION PROGRAM
1. Country/Project:
2. Loan/Credit Amount ($ M) Date Signed (Mo/Yr)
3. Summary Project Description:ij
4. Date Last Supervision Mission (Mo/Yr)
5. Project Data
Completion  Full Dev. Cum. Project Costs ERRE/
(Mo/Yr) (Yr) Disb. Total Local Foreign (%)

Appraisal

Last Supervision

6. Likely Net Impact ($ M/Annum) at Full Development on:i/

(a) Government budget:

(b) Balance of Payments:

7. Key Institutional and Policy Objectives Supported by the Project:
(1)
(11)
(iii)
(iv)
(v)



Attachment
Page 3

8. Summary of Implementation Status and Major Problems.f/

9. Ma jor Covenants not in Compliance:

10. Summary of Proposed Assistance Programi/,f/

11. Implications of Proposed Changes
= Impact on Timetable for Project Completion

= Revised disbursement schedule indicating Increase in Bank Disbursements
as a result of Special Action :

= Impact on Overall Project Viability

-  Any RisksZ/



Attachment
Page 4

Footnotes

1/ Normally same as in Form 590.
2/ 1f applicable.

3/ If no quantitative estimate are available, give qualitative judgements
(e.g., "highly favorable"”, "insignificant").

4/  Normally, this would be the same as Section 6 in latest Form 590.

5/ Including action program to resolve outstanding major problems and non-
compliance with covenants.

6/ If reduction in scope, attach updated itemized project cost estimates in an
appendix.

7/ e.g., availability of future financing to complete the remainder of a time-slice
program.
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“World Bank

1818 H Street, N.W., Washington, D.C. 20433, U.S.A. ¢ Telephone: (202) 477-1234

Bank News Release Contact: Bill Brannigan
Wednesday, February 23, 1983 (202) 477-5497

WORLD BANK LAUNCHES SPECIAL ACTION PROGRAM

A 8pecial Action Program designed to help developing countries
maintain development momentum in the face of the current international
economic crisis was announced today by The World Bank.

The Program involves financial measures and policy advice to help
countries which are making serious efforts to restore and sustain growth
despite adverse external circumstances and which are pursuing appropriate
policies to do so. The Action Program, by itself, will not solve all the
problems of countries in difficulty, the Bank noted in its announcement,

but it 1s an important supplement to the assistance being provided by other
agencies and govermments.

Objective of the Program are to: %
-—emphasize high priority operations which support policy change;

—--expand lending to help maintain crucial infrastructure and fuller
utilization of existing capacity, particularly in export-oriented
activities;

—-—expand Bank advisory services in the design and implementation of
appropriate policies, including the reordering of investment
priorities;

-—maintain project momentum by increasing the share of Bank
financing in the project;

——accelerate disbursements out of existing loans and credits, where
feasible;

--urge other lenders to make similar efforts.

The Program is being established for two years in the expectation
that the world economy will have begun to recover during this period. If
recovery takes longer, the Program may be extended.

The estimated increase in IBRD disbursements as a result of the
Action Program is US$2 billion over the FY83-85 period, an eight percent
increase in total projected disbursements for those years. Net transfers
(disbursements less interest and amortization) are expected to increase by
nearly 25 percent in this period as a result of the Program.



It is expected that Bank borrowings will have to increase by about
US$1.6 billion to accomodate the needs of the Action Program -- a slight
increase over the US$30.2 billion previously anticipated.

The Special Action Program relates primarily to IBRD loans and
cannot easily be applied to IDA credits because the Bank, together with
other donors, already finances a very high share of IDA project costs.
Moreover, even the relatively modest volume of accelerated disbursements
implied by the Action Program will be difficult for IDA to finance. IDA
disbursements are financed through calls on donors who already face severe
problems meeting existing calls due to current budget constraints.

The Action Program involves temporary shifts in the composition of
Bank lending but Bank standards with respect to creditworthiness,

project-related conditions, sectoral policy and macro-economic criteria
. remain unchanged.

Major elements of the Program include:

——expansion of structural adjustment lending beyond the 30 percent
limit hitherto applied to an individual country's lending program;

-—expansion of sectoral lending for export developmen;,
rehabilitation and modernization of existing facilities and
financing key imports for critical productive activities;

-—financing a greater share of projects costs. Some measures in
this area involve providing supplementary loans for ongoing
projects and restructuring existing loans.

The Bank's extensive experience in country economic and sector
work will contribute susbtantially to the implementation of this special
Program. While the Bank's mission does not include the financing of
balance of payments deficits of its members, it does have a responsibility
to assist member countries maintain the maximum level possible of
development while minimizing the erosion of long-term growth prospects.

NOTE: The "World Bank" means both the International Bank for
Reconstruction and Development (IBRD) and its affiliate, the
International Development Association (IDA). The IBRD has a
second affiliate, the International Finance Corporation (IFC).



SPECIAL ACTION PROGRAM
Background Paper

The Economic Environment

In recent months, commercial bank lending to developing nations
has stagnated. In the last quarter of 1982, there was a decline in the net
outstanding loans to developing countries. Trade has stagnated. Commodity
prices have plunged. As a result, many countries have had to cut
investment plans and funding of existing projects due to shortages of
domestic and external finances. These financial contraints have also
adversely affected operation and maintainence of existing facilities.

The current slump in the world economy has led not only to lower
growth of exports from the oil-importing developing countries but also to a
simultaneous worsening in the terms of trade. The Bank's overall index of
33 commodity prices shows a 25 percent drop in nominal terms between 1980
and 1982. The low-income countries have been particularly hard hit; their
terms of trade deteriorated by about 25 percent between 1979 and 1982.

Ma jor Elements of the Special Action Program

l. Expanded Structural Adjustment Lending. Current circumstances
may require policy changes on a larger scale and implemented with greater
speed than undertaken in the past. Thus, the Bank is prepared to
temporarily set aside the previous policy of restricting structural
ad justment lending at 30 percent of a country's total lending program.
Should it appear that total structural ad justment lending together with
other non-project loans may exceed 10 percent of the Bank's overall lending
program —-- the level currently agreed as a ceiling ——- the matter will be
brought to the Board of Executive Directors for comnsideration.

2. Sector Adjustment Support. There are situations in which
policy changes focussed on specific sectors are more appropriate than
country-wide structural adjustment programs. Such loans may involve export
development, rehabilitation and modernization of existing facilities and
provision of agricultural inputs as part of a program to modify the
incentive structure.

3. Financing an Increased Share of Project Costs. The Bank
generally finances the foreign exchange costs of projects. In the middle
and higher income countries, exceptions to this rule may be made when the
foreign exchange component is very small; in these cases, the Bank may
finance 35 percent of total costs. In the lower income countries, the Bank
frequently finances a portion of the local costs. In the poorest
countries, the Bank finances up to 90 percent of project costs.




To help ensure completion of high priority projects and programs
as expeditiously as possible, the Bank will modify its cost-sharing
criteria on a country-specific and project-specific basis, on existing
projects, by:

a) reducing the scope of projects while retaining the entire
amount of Bank financing;

b) extending supplementary loans, including retroactive
financing; , g

c) restructuring loans to reduce the time period covered by
projects.

Regarding new commitments, the Bank will consider financing a
larger share of recurrent costs early in the life of a project and
financing working capital requirements of development finance companies or
other intermediaries. The Bank also plans to make increasing use of
revolving funds.

4. Enhanced Policy Dialogue. On request, the Bank will help
governments review investment programs, macro—economic policies, trade and
pricing policies, expand its assistance for debt management and assist
in evaluating changes in development priorities. The Bank will emphasize
maintainence and rehabilitation projects in view of their importance to
utilizing existing investments.

5. Coordination with Other Donors. The Bank will intensify its
use of various consultative mechanisms to urge other international lending
institutions and bilateral aid donors to consider similar measures.

Information and Public Affairs
The World Bank
February 1983.



SPECTAL ACTION PROGRAM

Background Paper: Appendix I

Sectoral Adjustment Support —-— Some examples:

1. Export Development. The World Bank has approved two loans to Jamaica
to help establish and expand a revolving Export Development Fund (EDF), for
short-term and medium—-term financing of foreign exchange for imports
required by exporters.

The first loan was made in May 1979. Thirty million of the §31.5
million was used to establish the Fund, as a subsidiary of the Bank of
Jamaica. The $30 million component for the Fund was fully disbursed by
mid-1981.

The second loan, of $37 million, was approved in April 1981. Up to
$26 million will be used to increase the resources of the Fund for its
current short-term operations in support of imports required by exporters;
of which $22 million will be for the importation of raw materials,
intermediate goods, packaging materials, and spare parts by producers of
manufactured goods for exports, and $4 million for imports of recurrent
inputs for the cultivation, harvesting, handling,and packaging of bananas
for export. Ten million is going to be used to open a new EF window for
medium-term financing of permanent working capital and equipment. The
remaining $1 million will be for technical assistance.

As of December 31, 1982, about $26 million of the $37 million loan had
been disbursed.

The EDF has been operating quite effectively but at a somewhat lower
level than expected. Demand for EDF resources has recently increased
sharply in response to new export incentives introduced by the Government
earlier this year. As a result the Bank is considering a third loan for the
EDF. :

2. Rehabilitation/Modernization. In April 1980, a $65 million IDA credit
to Sudan for an Agricultural Rehabilitation Program (ARP) was approved. The
program is the first of its kind ever undertaken by IDA or the World Bank in
Sudan. It is an integral part of the government's Export Action Program,
designed to help increase the country's main exports —-— cotton and
groundnuts —-—- and thus contribute to Sudan's economic stabilization

efforts. The credit funds are almost completely disbursed.

About $64 million in foreign exchange was provided to finance high-
priority imports, such as spare parts, equipment, and fertilizers, to
activate substantial sunk capital and thus increase the productive capacity
of Sudan's main irrigation schemes -- Gezira, Blue and White Nile pump
schemes, and Rahad. The investments financed under the ARP? have an
estimated economic rate of return of over 100%.



Sudan's 1982 cotton crop increased by about 357 over the previous year
and the latest crop is estimated to be 10% - 207 higher still. The policy
and structural reforms which the Governwent of Sudan has implemented, e.g.,
pricing and incentive policies, have increased growers' returns from cotton
and acted as powerful incentives to produce more. They have also
rationalized the administrative/institutional/policy framework affecting
agriculture; in particular the performance of public agencies and parastatal
corporations and their accounting systems were examined and improvements put
in place. The IDA credit also included funds for studies and technical
assistance to implement the Agricultural Rehabilitation Program.

3. Agricultural Inputs. In November 1980, a $50 million IDA credit to
Pakistan for fertilizer imports was approved. The credit was designed to
assist the Government of Pakistan to meet the demand for fertilizer and
thereby to increase agricultural output. '

Major policy reforms envisaged in the credit have been implemented,
notably a reduction in the fertilizer subsidy; the establishment of an
Agricultural Prices Commission, to monitor the prices of agricultural
products; and the establishment of a Transportation Task Force, charged with
rationalizing the transportation of fertilizer and agricultural products.

The savings realized from the reduction of the subsidy have been
retained in the Agricultural Development Budget and allocated to productive
agricultural investments, mainly in irrigation.

The fertilizer import credit preceded the approval, in June 1982, of a
structural adjustment loan ($60 million) and credit ($80 million) by the
World Bank and IDA. The discussions on policy reform under the fertilizer
credit were linked to the program of structural adjustment which was being
considered at that time. Several of these policy reforms were included in
the overall structural adjustment program which is now being successfully
implemented.

The fertilizer import credit was fully disbursed in August 1932.

Information and Public Affairs
The World Bank
February 1983
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Mr. Shahid Husain
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TO:
THROUGH:
FROM:

SUBJECT

WORLD BANK / INTERNATIONAL FINANCE CORPORATION =k

OFFICE MEMORANDUM

Mr. Ernest Stern DATE: January 27, 1983
Mr. Shahid Husain

E. Bevan Waide, Director, CPEV?tj;n

Special Assistance Paper

1. | attach the Board version of the paper for your review, It
incorporates all your suggestions, changes arising from the Managing
Committee meeting and new material from the Finance complex. The
presentation of arguments has been streamlined and corrected throughout.
Major changes are indicated by a red line in the margins,

2 You will note that the estimate of additional disbursements

has now been reduced again to about $2 billion from the previous $2.3
billion, and also that Finance is now recommending an increase to

$3 billion in the short-term borrowing ceiling. This, and the introduction
of cautionary remarks in the Finance section, slightly changes the tone of
the last part of the paper. The Financial Implication Section has been
cleared by Mr. Qureshi.

3 Sid Chernick is available in my absence to make any final
changes, if required. | would suggest that, if any major issues remain,
he might have to forego participation in the IDA replenishment meeting in
Paris on February 1 and 2.

Attachment

—



January 27, 1983

MEMORANDUM TO THE EXECUTIVE DIRECTORS

WORLD BANK PROGRAM OF SPECIAL ASSISTANCE

TO MEMBER COUNTRIES, 1983-84

I. Introduction

1. The international economy remains in the grip of an economic crisis
and there is still little evidence of an early recovery. Reflecting the
growing interdependence of the world economy, industrialized and developing
nations have, with few exceptions, been ha:d hit by the recession. Almost all
the World Bank”s borrowers are experiencing serious economic difficulties,
reflected in reduced or even negative growth of income, and increasingly
onerous debt burdens. The adjustment process of the egrly 1970s was
facilitated by the ready availability of a large volume of commercial capital
on reasonable terms, as well as increased aid flows, a boom in commodity
prices, and low real interest rates. But since 1980 there has been little
growth in net aid, commercial capital has carried record high real interest
costs, trade growth has ceased and commodity prices have collapsed. More
recently, commercial bank lending has stagnated and in the third quarter of
1982 there was a decline in the net outstanding loans to developing countries.
Many member countries have had to reduce and reorient investment programs, to
curtail recurrent expenditures, and to delay the completion of high priority
development projects. Programs in health, education and other social sectors

have been particularly vulnerable.



2. While there is an urgent need for balance of payments support, which
the IMF is providing with assistance from the commercial banks, there is an
equally urgent need to deal with the development aspects of the current
crisis. High.priority projects already under implementation must be
_completed; effective utilization of existing capacity is essential to income
growth in constrained circumstances; an appropriate level of investment in
human capital must be safeguarded if future development prospects are not to
be impaired; existing capital stock must be maintained if replacement costs
are not to be excessive; and quick yielding and export-oriented projects must
be supported to generate domestic and external resources for future growth.
It is in these areas that a special effort by the World Bank is necessary to
supplement short-term balance of payments and stabilization measures.
3. A World Bank Action Program is thus proposed for the next 24 months:
even if there is a resumption of growth in the industrialized countries in
1983, and even if this growth is more vigorous than is now anticipated, it
will take time to have a significant effect on the economic situation in our
borrowers. The Action Program will assist those borrowers making a determined
effort to undertake the difficult measures needed to sustain development
despite adverse external circumstances. Without reducing our concern for
appropriate macro—economic or sectoral policies, without lowering our
standards of project analysis and without weakening our portfolio quality, we
propose:

(a) to help maintain project momentum by accelerating disbursements

under existing and proposed loan commitments;
(b) to substitute high priority operations that support structural

ad justment, policy change and the maintenance of crucial



infrastructure for lower priority and slower disbursing
operations;

(c¢) to expand advisory services in the design and implementation of
-appropriate policies, including the reordering of investment

priorities; and
- (d) to urge that other lenders make similar efforts.
These actions in combination are expected to increase disbursements
significantly in FY1984 and FY1985, and to have an even more substantial
impact on net resource transfers.
4. This paper presents a diagnosis of the current world economic
situation and its impact, outlines the content of the Action Program we

propose to undertake and describes the financial implications of the Program.

IT. The Impact of the Current World Economic Situation

The World Economic Situation

5. The world economic recession is exceptional in its severity and
duration. World trade and production have stagnated for longer than any other
period since the Bank started operations. Slow growth in the OECD countries
and sustained high interest rates have contributed to much reduced growth in
the developing countries.

6. After the events of the early 1970s, the commercial banks channelled
a large amount of capital to the oil importing developing countries, official
capital flows increased, and there was a boom in commodity prices. Together
these helped offset the impact of higher energy prices and the rapid increases

in prices of many manufactured goods. Rapid inflation reduced the real burden

of carrying fixed interest debt, and world trade expanded rapidly,



particularly as OECD growth recovered in 1976. Rapid growth in the oil
exporting countries helped maintain the demand for exports from other
developing countries, and increased their earnings from workers remittances.
These favorabie factors helped most of the oil importing countries to adjust
and reduce the size of their current account deficits which declined from a
peak of about 5% of aggregate GNP in 1975 to about 2% in 1978, which is
roughly equal to average pre-1973 levels.

7. With the further increase in energy prices in 1979, the recession in
OECD countries and the emergence of high real interest rates, the current
account deficits of the oil importing developing countries again rose to about
5% of GNP. These deficits, which declined only slightly in 1982, are likely
to be significantly smaller in 1983. This reflects not a successful

ad justment process, but reduced external financing and a consequent slowing
down of growth. The accumulation of large debts and a stagnant world economy
have combined to reduce the creditworthiness of many developing countries.
Debt servicing difficulties in several major borrowers have led to severely
restricted access to commercial capital for almost all developing countries.
Unlike the post 1974-75 recovery period, official assistance has not grown
since 1980.

8. The task of restoring growth in the OECD countries now appears to be
more difficult than initially anticipated. Although OECD growth rates fell
from 3.2% in 1979 to 1.3% in 1980 and 1.2% in 1981, it was expected that there
would be a strong revival in the second half of 1982. This, however, did not
materialize, and overall the OECD countries did not grow at all in 1982. A
modest recovery of 1.5% is now forecast for 1983 compared with 3.0% expected a

year ago. Indeed, recovery may be delayed to 1984.



Table 1: Changes in Real GDP 1960-82

(percent)

Industrial Developing Countries

Countries 0il Exporters Net 0il Importers
.1960-72 (annual average) 4.9 6.7 S5 7
1973 6.2 8.6 71
1974 0.6 7.0 5.6
1975 -0.6 4,0 3.6
1976 5.2 7.6 5.3
1977 3.7 52 5.3
1978 3.9 5.6 5:3
1979 3.2 8.5 3.2
1980 1.3 4.9 4,2
1981 1.2 -2.0 1.9
1982(preliminary estimates) -0.2 1.0 1.5

Source: World Bank data for 1960-81; OECD estimates for 1982.

9. The decline in demand in the industrial countries has caused the
volume of world trade to stagnate in 1981 and decline slightly in 1982. The
OPEC countries” export volumes declined by an average of about 15% per year
from 1980 to 1982, reflecting reduced demand for oil in industrial countries
as a result of the recession, higher prices and conservation measures. As
unemployment has risen in industrialized countries, there have been growing
protectionist pressures often aimed at imports from developing countries. As
a result of these factors, the volume of exports from the oil-importing
developing countries is estimated to have grown by only about 3.5% in 1982,
compared with an annual average of over 8% during 1978-80.

10. The current slump in the world economy has led not only to lower
growth of exports from the oil importing developing countries, but also a
simultaneous worsening of the terms of trade. While these countries have
benefitted recently from lower oil prices, reduced inflation in manufactured

imports, and lower interest rates, these beneficial effects have been more



than offset by steep declines in primary commodity prices.

The World Bank”s

overall index of 33 commodity prices, for instance, shows a 25% drop in

nominal terms between 1980 and 1982, with the most dramatic changes occurring

in prices received for sugar (-69%Z), cocoa (-32%), and copper (-32%).

The

-overall terms of trade for the non-o0il countries declined over 6% in 1980, and

almost 4% each in the years 1981 and 1982 (see Table 2). The low—-income

countries have been particularly hard hit.

by about 25% between 1979 and 1982.

Their terms of trade deteriorated

11. Declining terms of trade and slower growth in exports have neces-—

sitated reductions in developing countries” import growth.

Compared with an

average of over 67 during the 1970s, non-oil developing countries” import

volumes have grown at little more than 2% per year during the past three

years. Again, the most seriously affected have been the low-income countries,

which have had to reduce import levels for three consecutive years.

Table 2: Changes in Terms of Trade
1979 1980 1981
Industrial Countries -2.4 -7.8 -1.1
Developing Countries
0il Exporting 29.1 41.5 10.8
Non-o0il Low-Income ~1.8 -13.0 -10.8

1982

1.5

-1-0
-3.5
—30 5

Estimated

1983

005

-2.0
-1.0
—100

Source: For 1979-82, IMF World Economic Outlook - General Survey (ID/83/1),

January 17, 1983; for 1983, estimates based on OECD data.

12, During the initial years of the current recession the developing

countries, particularly the oil exporters and major exporters of manufactures,

were able to offset adverse external events in part by increased borrowing

abroad. As a result, total debt outstanding of developing countries rose from



about $350 billion in 1979 to about $530 billion in 1982.}] Only one—-third
($60 billion) of the increase came from official sources, the fest from
private sources, chiefly commercial banks. As the recession continued longer
than anticipated, however, countries which had borrowed heavily found it
*increasingly difficult to manage their heavy debt burdens, especially those
that had borrowed on shorter maturities. This was particularly true of
countries, such as the oil exporters, whose creditworthiness had been based on
expected continued growth in export earnings. The continuation of high real
interest rates further increased the burden of the now sizeable portion of the
debt contracted on variable interest terms. In 1981, 13 countries had to
undergo debt reschedulings, and the situation worsened in 1982 with concurrent
problems being experienced by those countries in which the commercial banks
were most heavily exposed (Argentina, Brazil and Mexico). This has made the
commercial banks, especially secondary and regional banks, more wary of
lending to developing countries in general, and more appreciative of the kinds
of risks these countries face in the international environment.

13. Policy reforms and bilateral and IMF assistance are easing the short-
term 1liquidity problems for the major debtors, although many of the underlying
problems remain. As a result, developing countries are being forced to reduce

imports, investment, and their growth objectives.}j

1/ World Bank data. OECD estimates a total of $626 billion, but covers

countries not included in the World Bank data base ( e.g., Spain, Saudi
Arabia, Iran, Iraq).

2/ A more detailed analysis of the causes of the present crisis was presented
in the World Development Report, 1982. Updated views on the current world
economic situation will be presented in the WDR 1983.



Country Experience: Macroeconomic Impact

14. There is considerable variation in the impact of the international
recession on individual countries, but there are also broad similarities.
Most countries have experienced, in varying degrees:
= import reductions because of stagnant or declining foreign
exchange earnings, reduced inflows of external capital, and
rising debt service requirements;
= falling government revenues, due to declining economic activity,
the stagnation in trade, and the difficulty of imposing new
taxes during a recession;
= cutbacks in investment plans and the slowdown of on-going
projects because of shortages of domestic and external funds;
and
= shortages of funds to finance the operation and maintenance of
existing facilities.
15. The severity of such problems depends not only on economic structure,
but also on the choices countries make between the various ways of adjusting
to external shocks: some adjustment paths are efficient and others less so.
Current account deficits can be reduced by slower growth, which cuts the
demand for imports, or by switching production toward additional exports and
efficient import substitutes. Countries which still have access to external
capital can use this capital to help make these structural adjustments or to
help postpone making ad justments. Countries which choose to maintain present
consumption levels by reducing investment will eventually pay the price of a
more difficult adjustment in later years, or must be willing to accept a
longer period of slower growth. Countries which, on the other hand,

restructure investment programs, increase domestic saving, and give incentives



to exports may have to accept lower growth and consumption during the
transition period, but are likely to emerge as stronger economies in the
longer run. For the low income or least developed countries, however, the
choices are more difficult, since present consumption levels are already very
.low, and further cuts to maintain investment imply real social and human
costs.

16. Many countries, such as Malaysia, Pakistan and the Ivory Coast, had
been growing satisfactorily before the current crisis, but now face the
prospect of a reduction in growth and investment because of reduced foreign
exchange earnings and access to foreign capital. In the Ivory Coast, for
instance, investment expenditure has been reduced by 40% in real terms over
the last three years, and the bulk of the present investment program entails
the completion of on-going projects. Lower prices for coffee and cocoa have
not only lowered export earnings, but also reduced the Ivory Coast”s credit-
worthiness and access to private capital, while its high per capita income
generally precludes it from receiving concessional assistance. Borrowings
from the IMF already total 380% of quota.

17. Some countries, of course, were facing severe problems even before
the current recession (e.g. Argentina, Bolivia, Sudan, Zaire), largely because
of weak economic management, poor investment decisions, and excessive external
borrowing. The present situation has added to their difficulties and made

ad justment even more difficult.

18. Many countries have encountered problems because a high proportion of
government revenues is derived from tariffs on foreign trade. Such revenue
sources constitute about 48% of central government revenue in Pakistan and 70%
in Liberia. In Thailand, declining revenues have resulted in a rise in the

government”s budgetary deficit, from an expected 2.4%, to 5.3% of GDP



for 1981-82. 1In Malaysia, total customs revenues in 1982 were 24% less than
anticipated, while debt service was 23% higher than budgeted. As a result,
there was a 12% reduction in development expenditures.

19. The low income countries, particularly those in Africa, have been
.especially vulnerable to recent events. Togo is an example of a low income
countryvin serious difficulties, although its problems predate the current
recession. High phosphate prices in the mid-70s led it to launch a large and
poorly designed investment program which produced few benefits and an enormous
debt burden. While debt reschedulings have helped reduce this burden, a 227
drop in phosphate earnings, combined with lower prices for coffee and cocoa
exports, has worsened the situation. Debt service now constitutes 40% of
export earnings and 50% of government revenues. Public investment has been
cut 65% below its 1978 level, and current expenditures in 1983 will have to be
reduced by an additional 15% in real terms as part of a further adjustment
program.

20. Many countries are taking steps to adjust to the adverse inter-
national circumstances. In Nigeria, for instance, a package of measures
adopted in April 1982 led to better customs administration, higher import
tariffs, increases in interest rates and gasoline prices, a reduction in the
planned level of development expenditures by 40% and a ceiling on external
borrowings. Bangladesh, faced with declining export prices, poor weather and
stagnating aid levels in 1982, introduced a series of new tax measures,
reduced fertilizer and food grain subsidies, and raised the prices of
petroleum products, electricity tariffs and natural gas.

21. Latin American countries have been particulary affected by the
reduced access to new commercial credits. A number of countries facing

serious debt problems have adopted IMF stabilization programs and secured IMF



assistance. While these programs vary among countries, those for Mexico,
Brazil, Argentina and Chile have broad similarities; limitations on the size
of goverment deficits, controls on foreign borrowing and domestic credit
creation, the establishment of realistic exchange rates and the reduction in
.exchange controls. But the result of these austerity measures is likely to
be slower growth, or even no growth at all, in these countries in 1983.

22. In Mexico, for instance, the Government has agreed to ¥educe its
budgetary deficit from 16.5% of GDP in 1982 to 8.5% in 1983, to limit the
growth of new foreign borrowing, and to adopt a series of revenue measures
that includes higher prices for government services, higher taxes, and reduced
subsidies. 1In support of the Mexican program, the commercial banks have
agreed to restructure about $19 billion of existing debt and it is estimated
that net new financing of $7 billion will be required in 1983. While these
measures will help, Mexico still has major structural problems to confront.
23. The severity of the current world recession carries with it the
danger that countries will be unable to carry out previously initiated
programs of economic reform and structural adjustment. Pakistan, for
instance, has taken steps since 1977 to restructure the economy along more
viable lines and lay the groundwork for long term growth. Higher agricultural
prices have stimulated food output, and some agricultural subsidies have been
eliminated. Higher water charges have increased the funds available for the
operation and maintenance of the irrigation system, while the investment
program in irrigation has been reoriented toward projects having short
gestation periods and higher yields. The biases of the trade regime have been
reduced through better incentives for exports and a phased program of import

liberalization. Greater private sector involvement has been introduced into



l

the manufacturing and energy sectors, and energy prices have been made more

realistic.
24, While these reforms have been supported by the Bank (a SAL) and the

Fund (an EFF), much more needs to be done. In the past year, although the

_value of Pakistan”s imports increased by 2%, the current account deficit

increased by 54%, principally due to a sharp decline in agricultural export
prices and slower growth in migrant remittances. In addition, met disburse-
ments of official bilateral assistance have continued to decline from the peak
reached in the mid-70s. Without an improvement in export prices and increased
external support, it will be difficult for the Government to carry out its
structural adjustment program.

25. Almost all countries now face difficult decisions as they attempt to
balance reductions in investment programs with the introduction of new fiscal
measures or greater external borrowing. There is always the danger that in
choosing among these alternatives, countries will tend to curtail government
programs in human resources and the social sectors which have the most
beneficial impact on the poor. If followed, such an approach could have a
very adverse impact on long-term growth and social stability. There is also
the danger that the severity of the immediate crisis will lead to reductions
in demand, including cuts in investment, which will reduce the medium term
prospects for growth unduly.

Country Experience: The Impact on Bank-Financed Projects

26. Bank assisted projects have not been immune from the pressures on
investment programs. A recent review of the Bank”s project portfolio shows
that the impact of the worldwide recession on developing countries is
reflected in increasing delays in the implementation of projects; borrowers”

economic problems adversely affect the entire process of making policy



decisions, as well as the ability of the governments to provide adequate
managerial and financial resources. .

27. The current world situation has affected Bank projects in a variety
of other ways. Because of depressed internal conditions, some Bank-financed
“national industrial development banks have experienced reduced profitability
and/or increasing loan arrears, as in projects in Korea, the Philippines,
Colombia, Morocco and Kenya. Agricultural projects expected td produce goods
for exports have been affected by declining commodity prices, e.g., projects
in sugar (Jamaica, Dominican Republic), iron ore (Mauritania), and tobacco
(Tanzania). Many projects have been impeded by the shortage of foreign
exchange to import required fuel and spare parts for project operation, as

well as the shortage of counterpart funds.

III. Bank Response: An Action Program

Scope and Objectives

28. While the World Bank cannot, and should not, attempt to finance the
balance of payments deficits of its members, it has a responsibility to assist
member countries with policy advice and special financial assistance so as to
maintain the maximum possible level of development activities and minimize the
erosion of future growth prospects.

29. Because there is a reasonable expectation that the world economy
should begin to recover within the next 12-24 months, and consequently the
severity of the pressures on the developing countries may be attenuated, the
proposed Action Program concentrates on achieving results over the next two
years. If recovery takes longer than anticipated the Program can be

extended. The Program aims at enhancing the effectiveness of resource use in

countries that are making a determined effort to implement appropriate



ad justment policies. It entails an increase in policy advice to help
countries strengthen their development programs, measures to accelerate
disbursements. on existing loans, and shifts in the pattern of new commitments
in favor of quick-yielding investments, which generally also involve fast-
disbursing operations. The special assistance will be available to countries
which héve an appropriate policy framework in place, where investment programs
have been or are being adjusted to resource availabilities, whére adequate
efforts are being made at resource mobilization, or where the assistance can
support appropriate policy changes and adjustment measures. This will require
continued close collaboration with the IMF to ensure that reductions in demand
take appropriate account of longer term development objectives and to ensure
that the Bank”s support in sectoral policies and project activities comple-
ments the general fiscal and monetary measures.

30. Our present assessment is that such changes can be accommodated in
the Bank”s planned commitment levels for FY1983 and probably also in FY1984,
since many countries are reducing their investment programs, and the number of
new investment starts will be substantially reduced. However, should further
examination of individual country investment programs indicate a need for an
upward revision of the planned FY1984 commitment level, we will make the
appropriate recommendations in the context of the FY1984 Budget and Operating
Program.

31. The Bank”s ongoing country economic and sector work puts the Bank in
an excellent position to determine how it can best support governmental
actions and to evaluate which borrowers should benefit from the various

measures proposed. The many factors that are relevant to such evaluations

include the appropriateness of the pricing framework to stimulate production

and exports, the composition and scale of the investment program, the



government”s efforts to contain budgetary and current account deficits, and
the impact of budgetary changes on expenditures on human capital development
and vulnerable income groups. An enhanced program of economic and sector
work, as well as additional technical assistance, will be an essential
ingredient. The Bank will consult bilateral and other multilateral lenders
.and urge them to support these initiatives through parallel actions of their
own.

32. The Bank”s Action Program involves temporary changes in certain Bank
practices and procedures, as described below, and a shift in the type of
project to meet the current economic situation in many of our borrowers. No
aspect of the Action Program involves a lowering of Bank standards of macro-
economic and sectoral policy conditionality, creditworthiness or project
related conditions. Rather, it is designed to help borrowers take appropriate
actions to offset the adverse effect on development of the severe short—term
liquidity problems caused by the current global economic environment.

Ma jor Elements of the Program

33. Expanded Structural Adjustment Lending. Structural adjustment

lending has been a valuable tool for helping borrowers design and implement
major structural changes in their economies. Rigorous performance criteria
have been matched by substantial amounts of quick disbursing assistance. SALs
have provided an excellent opportunity for enhanced policy dialogue on broad
economic and sectoral policies. As economic conditions worsen, a number of
additional countries are planning to make broad policy changes and have
explored the possibility of Bank support. Several additional countries are
likely in the near future to adopt policy reforms that will satisfy

established SAL performance criteria.



34. Until now Management has restricted the size of SALs to about 30% of
a country’s lending program, consistent with the Bank”s primary emphasis on
project lending. Under current circumstances, however, massive reductions in
investment programs may, justifiably, leave little scope for new starts, while
*the scale of policy changes called for is larger than heretofore, and the need
for speed in implementation is greater. It is necessary therefore to alter
this yardstick. We propose that the size of SALs be proportionéte to the
scope and complexity of the adjustment program being undertaken, even if this
means that temporarily the SAL component will be a larger share of the
country”s lending program. This will reinforce the importance attached by the
Bank to policy reforms which are fundamental to meeting development objectives
and increasing creditworthiness. Should it appear that an increased number of
structural adjustment programs warrant support sb that total SAL and program
loan commitments would exceed 10% of the Bank”s lending program, Management
will, as previously indicated, bring the issue to the Board for consideration.

35 Sector Adjustment Support. There are many countries in which policy

reforms focussed on specific sectors are more appropriate than comprehensive
SAL programs. The objective of such operations are two-fold: to support
necessary policy changes and administrative improvements, and to provide the
resources necessary to utilize existing productive capacity more efficiently.
Three general categories of such loans, utilized in the past, involve export
development, rehabilitation and modernization of existing plants, and
provision of current agricultural inputs as part of a broad program to modify
the incentive structure.

36. An example of export development lending is the Export Development
Fund loan approved for Jamaica. The loan finances a revolving fund which
enables exporters to obtain raw materials, spare parts and minor equipment

necessary for current production. The foreign exchange is repaid by the



exporters in 6-12 months out of their export earnings. The objective of such
loans is to ensure that shortage of foreign exchange does not lead to
underutilization of export capacity which would reduce foreign exchange
earnings furtﬁer. Such loans can be effective, of course, only if export
_competitiveness is maintained and if other incentives for export production
are appropriate.

37. Lending for rehabilitation and modernization has been done in a
number of countries. For instance, the Agricultural Rehabilitation Credit in
the Sudan served to restore the production of cotton, Sudan”s principal
export. The credit provided key inputs for production and stressed physical
rehabilitation and agreement to improve the incentive structure, marketing and
input distribution systems. Such operations need not, of course, be limited
to agriculture: there is scope for such operations in industry, power, roads
and transport where budgetary pressures have reduced maintenance below levels
needed by the equipment, thus forcing use at below full capacity.

38. An example of lending for agricultural inputs, as part of a reform of
sector policies, is the fertilizer import loan to Pakistan. In general,
subsidies for agricultural inputs are a major drain on government budgets,
displacing higher priority development investments. This is happening now in
Nigeria, where many agricultural projects have come to a halt because the
States can not finance their share -- the bulk of State expenditures on
agriculture being earmarked for the fertilizer subsidy. Action to reduce
these subsidies, and phase them out gradually, will be facilitated if adequate
supplies of fertilizer to the farmer can be assured through increasing imports

domestic or production, and by improving marketing and distribution systems.



39. Financing an Increased Share of Project Costs. The Bank generally

finances the foreign exchange costs of projects. In the middle and higher
income countries, exceptions to this rule are made only for projects in which
the foreign exchange component is very small. This is often the case in
projecté in agriculture or the social sectors. In those cases the Bank
.generally finances 35% of project costs —-- a percentage thought necessary to
ensure adequate Bank involvement in project design and implementation. In the
lower income countries, the Bank also finances a portion of thé local costs,
taking account of the limited capacity in these countries to mobilize public
resources. 1In the poorest countries, the Bank finances up to 95% of project
costs. In all countries, the share of project costs financed by the Bank is
affected by the availability of cofinancing. Consequently, the Bank may
finance less than the full foreign exchange costs or may agree to total
external financing covering up to 95% of project costs.

40. We propose to modify these criteria for cost sharing for the balance
of FY1983 and FY1984 on a country—- and project—specific basis, to help ensure
the completion of high priority projects and programs as expeditiously as
possible. Financing a larger share of project costs may involve fewer
projects, which may be precisely what is appropriate under present circum-
stances. In the present circumstances, borrowers are responding appropriately
and with the full encouragement of the Bank, by reducing their investment
programs, including, wherever appropriate, cancellation of Bank-financed
projects. To obtain the benefits of the additional output as soon as
possible, priority must be given to completing high priority ongoing projects
which have been delayed by the shortage of foreign exchange or budgetary

resources. Since disbursements under new projects approved in FY1983 and
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FY1984 will be small, it is proposed to increase the Bank”s share of project

financing on existing as well as new projects. We would therefore plan:

to reduce the scope of ongoing projects where appro-
priate while retaining the entire amount of Bank
financing so that the Bank effectively would cover a
higher percentage share of costs;

to consider supplementary loans for ongoing projects
to increase the Bank”s share of financing, including
interest during construction where appropriate. The
amortization for such loans would be incorporated in
the schedule of the original loan. Retroactive
financing would be limited to eligible expenditures
incurred in the last 12 months. Such supplementary
loans would include an agreed implementation plan to
accelerate project completion;

in exceptional cases, where a set of similar Bank-
financed projects is affected by budgetary
constraints, the problem would be addressed through a
composite supplementary loan usually in a single
sector, with provisions to ensure the appropriate
allocation to individual projects;

to restructure loans which finance broad programs in
such areas as irrigation, water supply and feeder
roads. By reducing the time period covered by the
project the Bank would increase the share of costs it

would finance. This will require government



commitment to complete the balance of the program —-—
already a standard feature of such loans; and
- to make increasing use of revolving funds. These
funds, into which the Bank deposits in advance funds
required for expenditure in 60 days, were not as
commonly used in the past as today. They avoid tying
up scarce foreign exchange resources for eligible
expenditures while awaiting Bank reimbursement. Tﬁey
are replenished as disbursement requests are processed
in the usual way.
41. These, and similar measures, will provide additional resources
quickly to countries and implementing agencies to help alleviate budgetary and
foreign exchange bottlenecks. In addition, for new commitments in FY1983 and
FY1984 we would:
- consider financing a larger share of recurrent costs
for the next two to three years, offset by a sharper
reduction in the later years;
- emphasize maintenance and rehabilitation projects in
view of their importance in helping to utilize
existing investments;
- consider financing working capital requirements in
loans to DFCs, or other financial intermediaries.

42, Enhanced Policy Dialogue. Increasing the pace of resource transfers

will be supplemented by a further expansion of analytical support. The Bank
will help governments, on request, review investment programs, macro-economic
policies and trade and pricing policies, expand its assistance for debt

management either through technical assistance credits or staff support, and



assist in assessing changes in development priorities. Country economic and
sector work has expanded in FY1982 and again in FY1983. We expect further
growth will be required in FY1984 too.

43, Coordination with Other Lenders. The Bank”s Action Program will be

‘of importance in individual countries but to achieve maximum impact it will
require>the active participation of other donors. The Bank will intensify its
use of various consultation mechanisms with other international lending
institutions, bilateral aid donors and sources of private capital to urge
consideration of similar measures especially as there is some evidence that
disbursements by bilateral donors have been curtailed to meet their own
budgetary problems. Meetings of aid consultative groups, and the consultation
meetings with bilateral and regional organizations provide appropriate fora
for discussions both on actions for individual countries and temporary changes
in general lending practices.

Financial Implications of the Action Program

44, The basic objective of the Action Program is to assist those
countries seeking to deal effectively with the current adverse economic
conditions and, to the extent possible, maintain their development momentum.
This will be assisted by accelerating the transfer of resources out of
existing and new commitments in support of effective programs of policy change
and adjustment. The initial assessment suggests that in FY1983 any
commitments for supplementary loans or expanded sectoral support activities
can be accommodated within the approved Bank lending program because of the
decline in new investment in numerous borrowing countries. For FY1984 we will
review lending requirements in the next few months and should any revision in
the presently planned Bank commitment level of $11.9 billion be considered
necessary we will make the appropriate recommendations in the FY1984 Budget

and Operating Program.



45. Regrettably, IDA resources remain severely constrained, and there is
little scope for increasing commitments above presently planned levels. ?ﬂen-
Ehoughwlnk‘countrieS“aﬁé not generally affeqtéd by absorptive capacity’
~constraints at the-present—-time, IDA will again not have adequate eapacity to

1 support investment /programs in low income countries nor to provide special
~£1nanéia1 support?fer p:ograms-oprollcy'changex* Moreover, the steps designed
to 1ncf;ase cost sharing will be less significant in IDA countries since IDA
already finances a very high share of total costs. IDA countries can never-
theless benefit from the proposed program. With limited access to other
resources, the shifts in the composition of IDA lending and more rapid
disbursement should help ease the difficulties these countries face in dealing
with the present problems.

46. Disbursements and Net Transfers. The Action Program will have a

modest impact on disbursements in FY1983, since only five months remain, but
it will have a more significant effect in FY1984 and FY1985. It is not
possible to be precise about the disbursement impact of the Action Program in
advance of consultations with governments so the estimates below should be

considered only broadly indicative.



Projected IBRD/IDA Disbursements and Net Transfers
($ million; percentage)

FY83 FY84 FY85 Total
IBRD . fo _—
Disbursements without Action Program 7300 8300 9400 25000
Net Resource Transfers 2600 2550 2220 7350
Additional Disbursements from - _~
Action Program 290’15'0 1150 looo 700~ £§0 ;,0«5'0 o Y17
Additional Net Transfers from ) i )
Action Program 195 /44 1035 725 530 650 18007 {F50
Increase in Disbursements (%) & Ye |3 T 4 8 ¥
Increase of Net Transfers (%) 8 G b 306 2 31 24
IDA
Disbursements 2500 3000 3500 9000
Additional Disbursements from
Action Program - 150 100 250
Increase in Disbursements (%) a/ 0 5 3 3

.E/ IDA“s disbursements are only slightly higher than its net transfers because of
the ten-year grace period on credits and the low service charge.

Source: dimancial—ftwtt ) be y/

The estimated increase in IBRD disbursements attributable to the Action

Program totals just—ovexr $2 billion over the FY83-85 period, an 8% increase in
7o Se Het oo 6 Tha wresaome e s bbbt e FracTeowed ¢ ;’y()p{«.,:w
total projected disbursements for those years.j More importantly, relative to

_/:g naa gl st -~ a"-g,.g,..wa.,,q_,uﬂw:( ff(‘s \AQ,MAA’ b prAsy "}‘ ( o~aelae s f&«,._.klf» f wrtiony o2 < 7’{3 aid ~:3;4';{»‘4',
estimated net transfers of $7.4 billion over the three year period, the Qﬂer.

Cler FIS PURA Fla Haen prrod Bud Uwir 25 %6 o Fyrd .,
increase is about—24%. Since not all countries will be affected by the Action

Program, the percentage increase for the countries that do benefit will of
course be larger.

47. IBRD Borrowings. The major impact of the Action Program on the

Bank”s financial position would be on the borrowing program. Borrowings would
have to be increased in order to finance the additional disbursements.

However, to the extent that at least part of the additional disbursements in



FY83-FY85 are accelerations of current plans, these increases would be offset

by lower borrowings in later years. Adding the Action Program to the most

recent projections of Bank cash needs over the next three years, we now

estimate that borrowings in the the FY83-85 period will need to be increased

*by about $1.6 billion above the $30.2 billion level indicated in the FY83

Financial and Operating Program Memorandum.

IBRD Gross Borrowings

($ million)

FY83 FY84 FY85 Total
Borrowing Program in FY83 Budget 9000 a/ 9800 11400 30200
Proposed IBRD Borrowing 9800 10500 11500 31800
Increase 800 700 100 1600
_3/ To compensate for a shortfall on the FY82 program, this amount was

subsequently raised to $9350 million.

Source: —Borrowing program-in-EY83.Budget from-R82-1675May-20,-1982.,
48. The proposed phasing of this additional borrowing takes account of

the fact that our borrowing program for FY83 is already well advanced.

Moreover, since we anticipate some firming of US dollar interest rates in FY84

and since estimates for disbursements under the Action Program are at best

uncertain and could be higher than presently anticipated, there is a case for

concentrating the additional borrowings in the early part of the FY83-85
period. While the start-up of the Action Program makes estimates of the

Bank”s future cash needs more uncertain than usual, the phasing is also

expected to be consistent with maintaining the Bank“s 1liquid holdings at or

about 40%Z of the following three year”s net cash requirements, as provided

under our current liquidity policy.



49. To complete the increased borrowings in FY83 and FY84 at minimal
cost, it is desirable to raise the present $1.5 billion ceiling on short-term
borrowing. Our current best estimate 1is that it may be desirable later in
June to consider raising the ceiling to $3 billion in connection with the
_enlarged FY84 borrowing program. In the meantime, it is proposed that the
.ceiling be raised to $2 billion for FY83.&:fY84 the composition of an enlarged
borrowing program - and its average cost - would depend on the decisions of
the authorities in various capital markets regarding the degree-of Bank access
to their markets for new issues as well as for swap transactions.

50. “The_average cost of the borrowing may go up slightly since much of
the incremental borrowing would be done in medium and long-term US dollars or
in other currencies with a nominal cost higher than the average cost of the
current program. Whether, and to what extent, this happens will also be

affected by the maturities of the borrowings, as short-term borrowings,

pré§éht1y have significantly lower interest rates than long-term borrowings.

45-5{: IBRD Capital. The implications of the Action Program for IBRD

capital requirements need to be considered in the light of both the
requirements of the Bank”s Articles and the the Bank”s existing policy on the

timing of capital replenishment. 1/ TUnder the Articles of Agreement 2/the

1/ During negotiations for a selective Capital Increase in 1976, the
Executive Directors approved a management recommendation that the levels
of Bank operations be planned in a way that in the "absence of...a further
[capital] increase, future adjustments of plans [should not be] so large
as to substantially distort or disrupt operations.” The intention behind
the policy is to avoid a situation in which member governments would
either have to approve an increase in IBRD capital or accept a disruptive
ad justment in IBRD operations. The level of lending arising from this
policy 1is called the sustainable level of lendings.

Ej Article III, Section 3 of the Bank’s Articles requires that loans (and
guarantees) not be increased beyond the total of subscribed capital and
reserves.



Bank must not increase its loans (on a disbursed basis) beyond\the level of
its total subscribed capital and reserves. Given presently plahned IBRD
commitment levels for FY83 and future years, this limit would be reached in
the eafly 1990°s - probably in FY91l or FY92. Since loans that have already
:been committed would be virtually fully disbursed by that time under normal
disbursemeﬁt patterns, the part of the Action Program which results in
accelerated disbursements under past commitments should have a negligible
impact on the total volume of IBRD loans then outstanding. Hence, this part
of the Program would not alter the date when additional capital is required
under the Articles. The restructuring of the commitment program — both the
shifts toward faster disbursing loans and the possible modest increase in
overall commitments in FY84 — could have a modest impact on disbursed loans
and the sustainable level of lending. But this impact would be very minor

1f commitments return to presently planned levels in FY85 and FY86 and would
be offset by the fact that repayment schedules for supplementary loans would
be incorporated in the schedules for the corresponding original loans. The
net effect should be to leave capital requirements essentially unchanged. <©Qur~
Fgggsen;ﬁes&imatE'1§”fﬁ§f'tﬁ§”§ﬁ§f&iﬁébIé Tevel-of-lending-would-changeonly
.about $0.1-billion, which-is—well-within-the margin of error of our estimates.

Wownl o loe
52. IBRD Net Income. Net income eould-be-lower- in FY84 and FY85 as a

result of the Action Program, particularly if the Bank”s FY83 income
allocation is immediately transferred to IDA (see below). The difference
could be on the order of $20-25 million in FY84 and $30 million in FY85.
These estimates are quite sensitive to the detailed composition (by currency
and mautrity) of the additional borrowings, and to future interest rate
developments as well as the extent to which the additional disbursements will

be made under previously committed loans. Were there to be an increase in the




nominal cost of borrowing, the Bank’s pool-based lending rate could also be
higher, but the change would be unlikely to exceed a few basis poiﬁts.

53. IDA. 1In the present circumstances, it will be difficult for IDA to
finance even the relatively modest volume of accelerated disbursements implied

-by the Action Program. IDA disbursements are financed through calls on

donors,;lj and donors already face severe problems meeting existing calls
because of current budget constraints. In these circumstances, any action
which leads to additional budget expenditure in the near term is bound to be
controversial and runs the risk of adversely affecting the negotiation for the
next replenishment of IDA resources. IDA“s tight cash position does not
permit it to finance the disbursements out of funds already on hand. However,
there are other ways in which the disbursements might be financed. A transfer
of the Bank”s FY83 income allocation to IDA immediately after the Bank makes

the allocation would provide additional disbursement capacity.

IV. Conclusions and Recommendations

54. The proposed action Program is another step by the Bank to assist its
members in dealing with an extraordinarily severe economic environment which
has persisted very much longer than anticipated. Like the other steps -— the
original SAL program, expanded recurrent cost financing, more flexible use of
retroactive financing, new cofinancing techniques —- the Action Program by
itself will not solve the problems of our members. No single institution has

the capacity to do that. But together with the other measures taken by us,

lj Specifically, IDA encashes the notes which are deposited by donors as part
of each IDA Replenishment.



the responses of bilateral donors and other international organizations, the
Action Program will make an important contribution. Of course, the increased
resource transfers are small compared with the external financing requirements
of the develobing countries. But that is not the proper yardstick. In the
.individual countries which receive support for an effective program of policy
change in an inhospitable environment, the Action Program will make a signifi-
cant contribution to removing financial bottlenecks to project pompletion, to
maintaining existing plant and infrastructure and to helping ensure a proper
balance between meeting urgent current needs for production and continuing to
invest for the future.

55. And if what we are proposing now is insufficient == either in volume
or in terms of flexibility —— we will be obliged to consider further steps.
The Bank must do whatever it can, consistent with the need for prudent
financial management and with its high standards of quality, to help countries
continue their efforts to restore growth, reduce poverty and to minimize the
adverse impact of today”s conditions on future generations.

56. To initiate the Action Program, we are recommending now only that the
Board approve an increase in the FY83 Borrowing Program to $9.8 billion, and
that it increase the FY83 ceiling on the short-term discount note program to
$2 billion. The commitment levels and the borrowing program for FY84 and
subseugent years will be examined carefully over the next few months in light
of consultation with borrowers on specific Action Program operations. These
proposals will be reviewed in the normal way in the context of the FY84
program and budget discussions. In order to help fund the acceleration of IDA
disbursements, we would expect to recommend in July that the Executive

Directors approve IDA”s immediate drawdown and use of the Bank”s FY83 net

income allocation as soon as the allocation is made.



57. We will proceed with the Action Program and provide the Executive
Directors with an initial assessment at the end of 1983, by which time it
should be possible to foresee better the economic situation for 1984 and,
consequently, whether additional special actions will be required or the
:proposed program continued. As the Program is implemented, President”s
Reports:fot loans to countries within the Program will summarize the nature of

the special actions being taken.
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WORLD BANK / INTERNATIONAL FINANCE COhPORATION

OFFICE MEMORANDUM oPS /MC83-5

TO: Members of the Managing Committee DATE: January 21, 1983
FROM: Ernest Stern, SVP, Operations!i?)'

SUBJECT: World Bank Program of Special Assistance
to Member Countries, 1983-84

Attached is a draft Board paper describing a World Bank program of
special assistance for 1983-84. The paper is based on extensive
consultations with the Regions as to what is feasible by way of

shifts in the composition of the lending program and on what additional
measures might be taken for those countries which meet reasonable
criteria of self-help.

The program focusses on increasing resource transfers which make
possible the more effective use of existing capacity and which will
help to remove bottlenecks in the implementation of high priority
projects. This does not require an increase in commitment in FY1983
and it is, at this stage, unclear whether it would require any increase
in commitments for FY1984. The maximum increase required above the
$11.9 billion planning figure is $1 billion, but a more likely estimate
is $500 million. Because the amount is relatively small I thought it
best not to address this issue now but to leave it for the submission
of the FY1984 budget when it can be addressed in the context of our
overall financial program. Staffing implications of an incremental
$500 million for the Action Program would be minor.

There are two issues which are not addressed in the paper. First, we

have retained the portfolio limits recently agreed to on the four

large countries -- India, Brazil, China and Indonesia. If we are to
relax those limits additional commitments would be feasible, particularly
for Brazil in FY1984. Secondly, we have not relaxed our limit on lending
to high income countries over the five year planning period. You should
also be aware that, as the paper indicates, much of this program will
benefit the Bank countries more than the IDA countries because we already
finance a very large proportion of project costs in those countries and
the institutional base for sector lending is weak.

The paper has been reviewed by the OPSC and comments have been incorp-
orated. We would expect to distribute this paper to the Board on
January 26. w

Attachment

cc: Mr. Humphrey
Mr. Southworth



DRAFT

January 21, 1983

MEMORANDUM TO THE EXECUTIVE DIRECTORS

WORLD BANK PROGRAM OF SPECTAL ASSISTANCE

TO MEMBER COUNTRIES, 1983-84

I. Introduction

1. The international economy remains in the grip of an economié crisis
and there is still little evidence of an early recovery. Reflecting the
growing interdependence of the world economy, industrialized and developing
nations have, with few exceptions, been hard hit by the recession. Almost all
of the World Bank’s borrowers are experiencing serious economic difficulties,
reflected in reduced or even negative growth of income, and increasingly
onerous debt burdens. The ad justment process following the shocks of the
early 1970s was facilitated by the ready avgilé£ility of a large volume of
commercial capital on reasonable terms, as/well as increased aid flows, a boom
in commodity prices, and low real interest rates. But since 1980 there has
been little growth in net aid, commercial:capital has carried record high real
interest costs, trade has stagnated and commodity prices have collapsed. More
recently, commercial bank lending has stagnéted\and in the last quarter of
1982 there was a decline in the net outstanding loans to developing

countries. Many member countries have had to reduce and reorient investment
programs, to curtail recurrent expenditures, and to delay the completién of

high priority development projects. Programs in health, education and other

social sectors have been particularly affected.



25 While there is an urgent need for balance of payments support, which
the IMF is providing with assistance from the commercial banks, there is an
equally urgent need to deal with the development aspects of the current
crisis. High priority projects already under implementation must be
completed; effective utilization of existing capacity is essential to income
growth in contrained circumstances; an appropriate level of investment in
human capital much be safeguarded if future development prospects are not to
be maimed; existing capital stock must be maintained if future investment
costs are not to be excessive; and quick yielding and export-oriented projects
must be supported to generate domestic and external resources for future
growth. It is in these areas that a special effort by the World Bank is
necessary to supplement the short-term balance of payments and stabilization
measures.
3% A World Bank Action Program is proposed for the next 24 months to
assist those borrowers making a determined effort to undertake the difficult
measures needed to sustain development despite adverse external circum-
stances. Without reducing our concern for appropriate macro-economic or
sectoral policies, witﬁout lowering our standards of project analysis and
without weakening our portfolio quality, we propose:
(a) to help maintain project momentum by accelerating disbursements
under existing and proposed loan commitments;
(b) to substitute high priority operations that support structural
ad justment, policy change and the maintenance of crucial
infrastructure for lower priority and slower disbursing

operations;



(c) to expand advisory services in the design and implementation of
appropriate policies, including the reordering of investment
priorities; and

(d) to urge that other official lenders make similar efforts.

4, This paper presents a diagnosis of the current world economic
situation and its impact, and then presents the Action Program we propose to

undertake and the financial implications of this program.

IT. The Impact of the Current World Economic Situation

The World Economic Situation

Se The world economic recession is exceptional in severity and

duration. World trade and production have stagnated for longer than any other
period since the Bank started operations. Slow growth in the OECD countries
and sustained high interest rates have resulted in much reduced growth in the
developing countries.

6 During 1974-75, the commercial banks channelled a large amount of
capital to the o0il importing developing countries, official capital flows
increased, and there was a boom in commodity prices. Together these helped
offset the impact of higher energy prices and the rapid increases in prices of
many manufactured goods. Rapid inflation reduced the real burden of carrying
fixed interest debt, and world trade expanded rapidly, particularly as OECD
growth recovered in 1976. Rapid growth in the o0il exporting countries helped
maintain the demand for exports from other developing countries, and increased
their earnings from workers remittances. Thus, the oil importing countries
were largely able to adjust and reduce the size of their current account
deficits which declined from a peak of about 5% of GNP, in 1975 to about 27,

in 1978 roughly equal to average pre-1973 levels.



7ar With the further increase in energy prices in 1979 and the recession
in OECD countries accompanied by high real interest rates, the current account
deficits of the o0il importing developing countries again rose to about 5% of
GNP. The deficits began to decline only slightly in 1982. While their
current account deficits are likely to be significantly smaller in 1983, this
reflects not a successful adjustment process, but reduced external financing
and a consequent slowing down of growth. The accumulation of large debts, and
a stagnant world economy have combined to reduce the creditworthiness of many
developing countries. Debt servicing difficulties in several major borrowers
have se&erely restricted access to commercial capital for almost all
developing countries. Unlike the post 1974-75 recovery period, official
assistance has not grown since 1980.

8. The task of restoring growth in the OECD countries now appears to be
more difficult than initially anticipated. Although OECD growth rates fell
from 3.2% in 1979 to 1.3% in 1980 and 1.2% in 1981, it was expected that there
would be a strong revival in the second half of 1982. This, however, did not
materialize, and overall the OECD countries did not grow at all in 1982. A
modest recovery is now forecast for 1983, 1.57% compared to 3.0% a year ago.

Indeed, recovery may be delayed to 1984,



Table 1: Changes in Real GDP 1960-82

(percent)

Industrial Developing Countries

Countries 0il Exporters Net 0il Importers
1960-72 (annual average) 4.9 6l 567
1973 62 8.6 7al
1974 0.6 7.0 5.6
1975 -0.6 4.0 3.6
1976 Hisi2 7.6 5% 3
1977 3.7 52 5.3
1978 3.9 5.6 5¢3
1979 3s2 8.5 32
1980 143 4.9 442
1681 1s2 -2.0 1.9
1982(preliminary estimates) -0.2 1:0 1+5
Source: World Bank for 1960-81; OECD estimates for 1982.
9. The decline in demand in the industrial countries has resulted in a

slowdown in the growth_of world trade. The volume of world trade stagnated in
1981, and declined slightly in 1982. In the OPEC countries, export volumes
have declined by an average of about 15% per year from 1980 to 1982,
reflecting reduced demand in industrial countries for oil as a result of the
recession and as a result of higher prices and consequent conservation
measures. As unemployment has risen in developed countries, there has been
growing pressure for protectionist actions often aimed at imports from
developing countries. As a result of these factors, the volume exports from
the oil-importing developing countries is estimated to have grown only about
3.5% in 1982, compared to an average of over 8% during [978-80.

10. The current slump in the world economy has led not only to lower
growth of exports from the oil importing developing countries, but also a
simult;neous worsening of the terms of trade. While these countries have

benefitted recently from lower oil prices, reduced inflation in manufactured



imports, and lower interest rates, these beneficial effects have been more
than offset by steep declines in primary commodity prices. The World Bank’s
overall index of 33 commodity prices, for instance, shows a 25% drop in
nominal terms between 1980 and 1982, with the most dramatic changes occurring
in prices received for sugar (-697%), cocoa (-32%), and copper (-32%). The
.overall terms of trade for the non-oil countries declined over 6% in 1980, and
about 47 each in the years 1981 and 1982 (see Table 2). The low-income
countries have been particularly hard hit. Their terms of trade deteriorated
by about 257 between 1979 and 1982.

11. Declining terms of trade and slower growth in exports have neces-
sitated reductions in developing countries’ import growth. Compared with the
average of over 67 during the 1970s, non-oil developingpcountries’ import
volumes have grown at little more than 27 per year‘guring the past three
years. Again, the most seriously affected have been the low-income countries,

which have had to reduce import levels for three consecutive years.

Table 2: Changes in Terms of Trade

1979 1980 1981 1982 1983

Industrial Countries =2.4 -7.8 -1.1 L5 Qsd
Developing Countries

0il Exporting 29.1 A41..5 10.8 -1.0 -2.0

Non-0il importing -0.3 -642 -3.9 ~35 =10

0.wWw. Low-Income -1.8 -13.0 -10.8 =35 =] 0

Source: 1979-82 IMF, draft WEO 1983; 1983 based on OECD estimates.

12, During the initial years of the current recession, the developing
countries, particularly the oil exporters and major exporters of manufactures,
were able to offset adverse external events in part by increased borrowing

abroad. As a result, total debt outstanding of developing countries rose from



about $350 billion in 1979 to about §530 billion in 1982.1/ Only one-third
(860 billion) of the increase came from official sources, the rest from
private sources, chiefly commercial banks. As the recession continued longer
than anticipated, however, countries which had borrowed heavily found it
increasingly difficult to manage their heavy debt burdens, especially those
that had borrowed on shorter maturities. This was partic#ﬁarly true of

I
countries, such as the oil exporters, whose creditworthiness was based on

expected continued growth in export earnings. The continuation of high real
interest rates further increased the burden of the now sizéable portion of the
debt contracted on variable interest terms. In 1981, 13 dquntries had to
undergo debt reschedulings, and the situation worsened in i982 with concurrent
problems being experienced by those countries in which the commercial banks
were most heavily exposed (Argentina, Brazil and Mexico). :This has made the
commercial banks, especially secondary and regional banks,t%ore wary of
lending to developing countries in general, and more appreéiative of the kinds
of risks these countries face in the international enviromment.

1.3 Policy reforms, bilateral and IMF assistance are easing the short-
term liquidity problems for the major debtors, although many of the underlyiﬁg

problems remain. As a result, developing countries are being forced to reduce

imports, investment, and their growth objectives.2/

1/ World Bank/EPD data. OECD estimates a total of $626 billion, but covers
countries not included in the EPD data base ( e.g., Spain, Saudi Arabia,
Iran, TIraq).

2/ A more detailed analysis of the causes of the present crisis was presented
in WDR 1982. Updated views on the current world economic situation will
be presented in the WDR 1983.



Country Experience: lMacroeconomic Impact

14. There is considerable variation in the impact of the international
situation on individual countries, but there are also broad similarities.
Most countries have experienced, in varying degrees:

- cutbacks in investment plans and the slowdown of on-going
projects because of shortages of domestic and external funds;

- import reductions because of stagnant'pr declining féreign
exchange earnings, reduced inflows of external capital, and
rising debt service requirements;

- falling government revenues, due to declining economic activity,
the stagnation inAtrade, and the difficulty of imposing new
taxes during a recéssion;

- shortages of funds to finance the operation and maintenance of
existing facilities.

15. Many countries, such as Malaysia, Pakistan and the Ivory Coast, had
been growing satisfactorily before the current crisis, but now face the
prospect of a reduction in growth and investment because of reduced foreign
exchange earnings and access to foreign capital. In the Ivory Coast, for
instance, investment expenditures have been reduced by 407 in real terms over
the last three years, and the bulk of the present investment program entails
the cbmpletion of on-going projects. Lower prices for coffee and cocoa have
not only lowered export earnings, but also reduced the Ivory Coast’s credit-
worthiness and access to private capital, while its high per capita income
generally precludes it from receiving concessional assistance. Borrowings
from the IMF already total 380% of quota.

16. Some coﬁntries, of course, were facing severe problems even before

the current recession (e.g. Argentina, Bolivia, Sudan, Zaire), largely because



of weak economic management, poor investment decisions, and excessive external
borrowing. The present situation has added to their difficulties and made

ad justment even more difficult.

175 Many countries have encountered problems because a high proportion of
government revenues is derived from tariffs on foreign trade. Such revenue
sources constitute about 487 of central governmment revenue in Pakistan and 70Y%
in Liberia. In Thailand, declining revenues have resulted in a rise in the
government ‘s budgetary deficit from an expected 2.4% to 5.3% of GDP for 1981-
82. Despite new revenue measures enacted by the government in this fiscal
year, and 57 domestic inflation, revenues were 187 lower tban expected and
only marginally higher than the previous year. 1In Malaysia, total customs
revenues in 1982 were 247 less than anticipated, while debt service was 23%
higher than budgeted. As a result, there was a 12% reduction in development
expendi tures.

18. The low income countries, particularly those in Africa, have been
especially vulnerable to recent events. Togo is an example of a low income
country in serious difficulties, although its problems predate the current
recession. High phosphate prices in the mid-70s led it to launch a large and
poorly designed investment program which produced few benefits and an enormous
debt burden. While debt reschedulings have helped reduce this burden, a 22%
drop in phosphate earnings, combined with lower prices for coffee and cocoa
exports, have worsened the situation. Debt service now constitutes 40% of
export earnings and 507 of govermment revenues. Public investment has been
cut 657 below its 1978 level, and current expenditures in 1983 will have to be
reduced by an additional 157 in real terms as part of a further ad justment

program.



19. Many countries are taking steps to adjust to the adverse inter-
national circumstances. In Nigeria, for instance, a package of measures
adopted in April 1982 led to better customs administration, higher import
tariffs, increases in interest rates and gasoline prices, a reduction in the
planned level of development expenditures by 407 and a ceiling on external
borrowings. Bangladesh, faced with declining export prices, poor weather and
stagnating aid levels, in 1982 responded by introducing a series of new tax
measures, reducéd fertilizer and food grain subsidies, and raising prices of
petroleum products, electricity tariffs and natural gas.

20. Latin American countries have been particulary affected by the
reduction in access to new commercial credits. A number of countries facing
serious debt problems have adopted IMF stabilization programs and secured IMF
assistance. While these programs vary somewhat among countries, those for
Mexico, Brazil, Argentina and Chile have broad similari;ies; limitations on
the size of goverment deficits, controls on foreign borrowing and domestic
credit creation, the establishment of realistic exchange rates and the
reduction iﬁ exchange controls. But the résult of these austerity measures
is likely to mean slower growth, or even no growth at all, in these countries
in 1983,

21 In the case of Mexico, for instance, the Government has agreed to
reduce its budgetary deficit from 16.5% of GDP in 1982 to 8.5% in 1983, to
limit the growth of new foreign borrowing, and to adopt a series of revenue
measures that includes higher prices for government services, higher taxes,
and reduced subsidies. In support of the Mexican program, the commercial
banks have agreed to restructure about $19 billion of existing debt. It is
estimated that net new financing of §7 billion will be required in 1983. Of

this amount &5 billion is being sought from the commercial banks and $§2



billion from official sources. While these measures will help, lexico still
has major structural problems to confront.

224 The severity of the current world recession carries with it the
danger that countries will be unable to carry out previously initiated
programs of economic reform and structural adjustment. In Pakistad, for
instance, a number of. steps have been taken since 1977 to restructure the
economy along more viable lines and lay the groundwork for long term growth.
Higher agricultural prices have stimulated food output, and some agricultural
subsidies have been eliminated. Higher water charges have increased the funds
available for the operation and maintenance of the irrigation system, while
the investment program in irrigation has been reoriented toward projects
having short gestation periods and higher yields. The biases of the trade
regime have been reduced through better incentives for exports and a phased
program of import liberalization. Greater private sector involvement has been
introduced into the manufacturing and energy sectors, and energy prices have
been made more realistic.

23. While these reforms have been supported by the Bank (a SAL) and the
Fund (an EFF), much more needs to be done. In the past year, although the
value of Pakistan’s imports increased by 2%, the current account deficit
increased by 547%, principally due to a sharp decline in agricultural export
prices and slower growth in migrant remittances. 1In addition, net disburse-
ments of official bilateral assistance have continued to decline from the
level in the mid-70s. Without an improvement in export prices and increased
external support, it will be difficult for the government to carry out its
structural ad justment program.

24, Almost all countries now face difficult decisions as they attempt to

balance reductions in investment programs with imposition of new financing



measures or greater external borrowing. There is always the danger that in
choosing among these alternatives, countries will tend to eliminate govermment
programs in human resources and the social sectors which have the most
beneficial impact on the poor. If followed, such an approach could have a
very adverse impact on long-term growth and social stability.

Country Experience: The Impact on Bank-Financed Projects

254 Bank assisted projects have not been immune from the pressures on
investment programs. A recent Bank report on project implementation notes
that the impact of the worldwide recession on developing countries and their
difficulties in making the necessary adjustments in their economies are
reflected in increasing delays in the implementation of projects; these
economic problems affect adversely the entire process of policy decision
making, as well as the ability of the govermments to provide adequate
managerial and financial resources. The report estimates thét 187 of all
Bank/IDA projects now suffer from major disbursement delays (compared to 9%
two years ago), largely related to the inability of borrowers to provide
adequate counterpart funds.

26. The current world situation has affected Bank projects in a variety
of other ways. Because of depressed internal conditions, some Bank-financed
national industrial development banks have experienced reduced profitability
and/or increasing loan arrears, as in projects in Korea, the Philippines,
Colombia, Morocco and Kenya. Agricultural projects expected to produce goods
for exports have been affected by declining commodity prices, e.g., projects
in sugar (Jamaica, Dominican Republic), iron ore (Mauritania), and tobacco
(Tanzania). Many projects have been impeded by the shortage of foreign
exchange to import required fuel and spare parts for project operation, as

well as the shortage of counterpart funds.



III. Bank Response: An Action Program

Scope and Objectives

27 While the World Bank cannot, and should not, attempt to finance the
balance of payments deficits of its members, it has a responsibility to assist
member countries with policy advice and special financial assist;nce so as to
maintain the maximum possible level of development activities and minimize the
erosion of future growth prospects.

28. Because there is a reasonable expectation that the world economy
should begin to recover within the next 12-24 months, and consequently the
severity of the pressures on the developing countries may be attenuated, the
proposed Action Program concentrates on results over the next two years. If
recovery takes longer than aﬁticipated the Program can be extended. Tﬁe
Program aims at enhancing the effectiveness of resource use in countries that
are making a determined effort to implement appropriate ad justment policies.-
It entails an increase in policy advice to help countries strengthen their
development programs, measures to accelerate disbursements on existing loans,
and shifts in the pattern of new commitments in favor of quick-yielding
investments, which generally also involve fast-disbursing operations. The
special assistance will be available to countries which have an appropriate
policy framework in place, where investment programs have been or are being
adjusted to resource availabilities, where adequate efforts are being made at
resource mobilization, or where the assistance can support appropriate policy
changes and adjustment measures. This will require continued close collabor-
ation with the IMF to assure that reductions in demand take appropriate

account of longer term development objectives and to assure that the Bank’s



support complements the general fiscal and monetary measures in sectoral
policies and project activities.

29. Our present assessment is that such changes can be accommodated in
the Bank’s planned commitment levels for FY1983 and probably also in FY1984,
since many countries are reducing their investment programs, and the number of
new investment starts will be substantially reduced. However, should further
examination of individual country investment programs indicate a.need for a
revision of the planned FY1984 commitment level, we will make the appropriate
recommendations in the context of the FY1984 Budget and Operating Program.

30. The Bank’s ongoing country economic and sector work puts the Bank in
an excellent position to determine how it can best support govermmental
actions and to evaluate which borrowers can benefit from the various measures
proposed. The many factors that are relevant to such evaluations include the
appropriateness of the bricing framework to stimulate production and exports,
the composition and scale of the investment program, the govermment’s efforts
to contain budgetary and current account deficits, and the impact of budgetary
changes on expenditures on human capital development and vulnerable income
groups. An enhanced program of economic and sector work, as well as
additional technical assistance, will be an essential ingredient. The Bank
will consult bilateral and other multilateral lenders and urge them to support
these initiatives through parallel actions of their own.

31 The Bank’s Action Program involves temporary changes in certain Bank
practices and procedures, as described below, and a shift in the type of
project to meet the current economic situation in many of our borrowers. No
aspect of the Action Program involves a lowering of Bank standards of macro-
economic and sectoral policy conditionality, creditworthiness or project
related conditions. Rather, it is designed to assist borrowers in taking all

appropriate actions to offset the adverse effect on development of the severe



short-term liquidity problems caused by the current global economic
environment.

Major Elements of the Program

32. Expanded Structural Adjustment Lending. Structural ad justment

lending has been a valuable tool for helping borrowers design and implement

ma jor structural changes in their economies. Rigorous performance criteria
have been matched by substantial amounts of quick disbursing assistance. SALs
have provided an excellent opportunity for enhanced policy dialogue on broad
economic and sectoral policies. As economic conditions have worsened, a
number of additional countries have plans to make broad policy changes and
have explored the possibility of Bank support. Several additional countries
are likely in the near future to adopt policy reforms that will satisfy
established SAL performance criteria.

33 Until now Ménagement has restricted the size of SALs to about 307 of
a country’s lending program, consistent with the Bank’s primary emphasis on
project lending. Under current circumstances, however, massive reductions in
investment programs may, jusfifiably, leave little scope for new starts, while
the scale of policy changes called for is larger than heretofore, and the need
for speed in implementation is greater. It is necessary therefore to alter
this yardstick. We propose that the size of SALs be proportionate to the
scope and complexity of the adjustment program being undertaken, even if this
means that temporarily the SAL component will be a larger share of the
country’s lending program. This will reinforce the importance attached by the
Bank to policy reforms which are fundamental to meeting development objectives
and increasing creditworthiness. Should it appear that an increased number of

structural ad justment programs can be worked out so that total SAL and program



loan commitments would exceed 10% of the Bank’s lending program, Management
will, as previously indicated, bring the issue to the Board for consideration.

34. Sector Adjustment Support. There are many countries in which policy

reforms focussed on specific sectors are more appropriate than comprehensive
SAL programs. The objective of such operations are two-fold: to support
necessary policy changes and administrative improvements, and to provide the
resources necessary to utilize existing productive capacity more-efficiently.
Three general categories of such loans, utilized in the past, involve export
development, rehabilitation and modernization of existing plants, and
provision of current agricultural inputs as part of a broad program to modify
the incentive structure.

354 An example of this type of export development is the Export
Development Fund loan approved for Jamaica. The loan finances a revolving
fund which enables exporters to obtain raw materials, spare parts and minor
equipment necessary for current production. The foreign exchange is repaid by
the exporters in 6-12 months out of their export earnings. The objective of
such loans is to ensure that the shortage of foreign exchange does not lead to
underutilization of export capacity which would reduce foreign exchange
earnings further. Such loans can, of course, be effective only if export
competitiveness is maintained and if other incentives for export production
are appropriate.

36. Lending for rehabilitation and modernization has been done in a
number of countries. For instance, the Agricultural Rehabilitation Credit in
the Sudan served to rehabilitate the cotton production system, Sudan’s
principal export. The credit provided necessary inputs for production and was
based on a program of physical rehabilitation and agreement to improve the

incentive structure, marketing and input distribution systems. Such



operations need not, of course, be limited to agriculture. There is scope for
such operations in industry, power, roads and transport where budgetary
pressures in recent years have reduced maintenance below levels needed by the
equipment, thus forcing use at below full capacity.

37« An example of lending for agricultural inputs, as part of a reform of
sector policies, is the fertilizer import loan to Pakistan. In general,
subsidies for agricultural inputs are a majo% drain on government-budgets,
displacing higher priority developmént investments. This is happening now in
Nigeria, where many agricultural projects have come to a halt because the
States can not finance their share -- because the bulk of State expenditures
in agriculture are earmarked for the fertilizer subsidy. Action to reduce
these subsidies, and phase them out gradually, is facilitated if adequate
supplies of fertilizer to the farmer can be assured through increasing
imports, or production, and by impfoving marketing and distribution systems.

38. Financing an Increased Share of Project Costs. The Bank generally

finances the foreign exchange costs of projects. In the middie and higher
income countries, exceptions to this rule are made only for projects in which
the foreign exchange component is very small. This is often the case in
projects in agriculture or the social sectors. In those cases the Bank
generally finances 35% of project costs -- a percentage thought necessary to
ensure adequate Bank involvement in project design and implementation. In the
lower-income countries, the Bank also finances a portion of the local costs,
taking account of the limited capacity in these countries to mobilize public
resources. In the poorest countries, the Bank finances up to 907 of project
costs. In all countries, the share of project costs financed by the Bank is
affected by the availability of cofinancing. Consequently, the Bank may
finance less than the full foreign exchange costs or may agree to total

external financing covering up to 957 of project costs.



39. We propose to modify these criteria for cost sharing for the balance
of FY1983 and FY1984 on a country- and project-specific basis, to help ensure
the completion of high prioriéy projects and programs as~expeditiously as
possible. Financing a larger share of project costs may involve fewer
projects, which is precisely what is appropriate under present circum-
stances. In the present circumstances, borrowers are responding appropriately
and with the full encouragement of the Bank, by reducing their iﬁvestment
programs, including, wherever appropriate, cancellation of Bank-financed
projects. To obtain the benefits of the additional output as soon as
possible, priority for available funds must be given to completing high
priority projects under implementation, but which have been delayed by the
shortage of foreign exchange or budgetary resources. However, since
disbursements under projects approved in FY1983 and FY1984 will be small, it
is proposed to increase the -Bank’s share of projecf financing on existing as
well as new projects. We would therefore plan:
- to reduce the scope of ongoing projects where appro-

priate while retaining the entire amount of Bank

financing so that the Bank effectively would cover a

higher percentage share of costs;

- to consider .supplementary loans for ongoing projects

to increase the Bank’s share of financing, including

interest during construction where appropriate. The

amortization for such loans would be incorporated in

the schedule of the original loan. Retroactive

financing would be limited to eligible expenditures

incurred in the last 12 months. Such loans would

include an agreed implementation plan to accelerate

project completion;



-~ 1in exceptional cases, where a set of similar Bank-
financed projects is affected by budgetary
constraints, the problem would be addressed through a
single supplementary loan usually in a single sector,
with provisions to ensure the appropriate allocation
to individual projects;
- to restructure loans which finance broad programs inA
such areas as irrigation, water supply and feeder
roads. By reducing the time period covered by the
project we would increase the share of costs we would
finance. This will require government commitment to
complete the balance of the program —-- already a
standard feature of such loans; and
- to make increasing use of revolving funds. These
funds, into which the Bank deposits in advance funds
required for expenditure in 60 days, were not as
commonly used in the past as today. They avoid tying
up scarce foreign exchange resources for eligible
expenditures while awaiting Bank reimbursement. They
are replenished as disbursement requests are
processed.
40. These, and similar measures, will provide additional resources
quickly to countries and implementing agencies to help alleviate budgetary and
foreign exchange bottlenecks. In addition, for new commitments in FY1983 and
FY1984 we would:
- consider financing a larger share of recurrent costs
for the next two to three years, offset by a sharper

reduction in the later years;



- emphasize maintenance and rehabilitation projects in
view of their importance in helping to utilize
existing investments;

- consider financing working capital requirements in
loans to DFCs, or other financial intermediaries.

41. Enhanced Policy Dialogue. Increasing the pace of resource transfers

will be supplemented by a further expansion of analytical supporf. The Bank
will help govermments, on request, review investment programs, macro-—economic
policies and trade and pricing policies, expand its assistance for debt
management either through technical assistance credits or staff support, and
assist in assessing changes in development priorities. Country economic and
sector work has expanded in FY1982 and again in FY1983. We expect further

growth will be required in FY1984 too.

42. Coordination with Other Donors. The Bank’s Action Program will be of
importance in individual countries but to achieve maximum impact it will
require the active participation of other donors. The Bank will intensify its
use of various consultation mechanisms with other international lending
institutions and bilateral aid donors to urge consideration of similar
measures especially as there is some evidence that disbursements by bilateral
donors have been curtailed to meet their own budgetary problems. Meetings of
aid consultative groups, and the consultation meetings with bilateral and
regional organizations provide appropriate fora for discussions both on
actions for individual countries and temporary changes in general lending
practices.

Financial Implications of the Action Program

43. The basic objective of the Action Program is to assist those

countries seeking to deal effectively with the current adverse economic



conditions and, to the extent possible, maintain their development momentum.
This will be done, by accelerating the transfer of resources out of existing
and new commitments in support of effective programs of policy change and

ad justment. The initial assessment suggests that in FY1983 any commitments
for supplementary loans or expanded sectoral support activities can be
accommodated within the approved Bank lending program because of the decline
in new investment in numerous borrowing countries. For FY1984 we will review
lending requirements in the next few months and should any revision in the
presently planned Bank commitment level of $11.9 billion be considered
necessary we will make the appropriate recommendations in the FY1984 Budget
and Operating Program.

44, Regrettably, IDA resources remain severely constrained, and there is
little scope for increasing commitments above presently planned levels. Even
though IDA countries are not generally affected by absorptive capacity
constraints at the present time, IDA will again not have ﬁhe capacity to
support adequately the investment programs in the low income countries nor to
provide special financial support for programs of policy change. Moreover,
the steps designed to increase cost sharing will be less significant in IDA
countries since IDA already finances a very high share of total costs. IDA
countries can nevertheless benefit from the proposed program. With limited
access to other resources, the shift in composition and more rapid
disbursement should help ease the difficulties these countries face in dealing
with the present problems.

45. The Action Program will have a modest impact on disbursements in
FY1983, since only five months remain, but it will have a more significant
effect in FY1984 and FY1985. It is not possible to be precise about the
disbursement impact of the Action Program in advance of consultations with

governments and the estimates below are therefore tentative.



Projected IBRD/IDA Disbursements
($ million; percentages)

- FY&3 FY84 FY85 Total
IBRD
Disbursements 7300 8300 9400 24000
Net Resource Transfers 2400 2200 2000 6600
Additional Disbursements from
Action Program 300 1300 700 2300
Additional Disbursements as 2
as 7 of Proj. Disbursements 4.1 15.6 T4 9.6
Additional Disbursements as
7# of Proj. Net Transfers 125 59.1 35.0 34.8
IDA
Disbursements 2500 3000 3500 9000
Additional Disbursements from
Action Program - 150 100 250
Total 2500 3150 3600 9250

The estimated increase in IBRD disbursements attributable to the Action
Progfam totals $2.3 billion over the FY83-85 period and represents almost 107
of total projected disbursements for those years. However, relative to
estimated net transfers of $6.6 billion over the three year period, the
increase in disbursements is about 357, a significantly increased level of
assistance to member countries.

46 IBRD. The major impact of the Action Program on the Bank’s financial

position would be on the borrowing program. Borrowings would have to be
increased in order to finance the additional disbursements. The borrowing
program over the FY83-FY85 period would not have to be increased by the full
$2300 million, however, since a part of the additional disbursements in FY83-
FY85 are accelerations of current plans and so would be offset by lower
disbursements in later years. As a rough estimate, borrowings would need to

be increased by about $2 billion over the FY83-85 period.



47. The phasing of this additional borrowing should take account of the
fact that our borrowing program for FY83 is already well advanced. Moreover,
since we anticipate some firming of US dollar interest rates in FY84, there is
a case for concentrating the additional borrowings in the early part of the
FY83-FY85 period. The phasing shown below would be consistent with maintain
ing the Bank’s liquid holdings at or above 40% of the following three years’
net cash requirements, as provided under our current liquidity pdlicy.

IBRD Gross Borrowings
($ million)

FY83 FY84 FY85 Total
Borrowing Program in FY83 Budget 9000 9800 11400 30200
Action Program 800 800 400 2000
Revised Borrowing Program 9800 10600 11800 32200
Memo Item:
% of Next 3 Yrs. Cash Requirements [41%] 407 407
48, To complete the increased borrowings in FY83 and FY84 at minimal

cost, it may be desirable to raise the present $§1.5 billion ceiling on short-
term borrowing to $3 billion of which not more than $2 billion would be
utilized in FY83. For FY84 the composition of an enlarged borrowing program -
and hence its average cost - would depend on the decisions of the
authoritiesin various capital markets regarding the degree of Bank access to
their markets for new issues as well as for swap transactions.

49. The average cost of the additional borrowing may go up slightly since
much of the incremental borrowing would be done in US dollars or in other
currencies with a nominal cost higher than the average cost of the current
program. The cost of additional borrowing in FY83 can be estimated at around
10%, compared with the presently projected cost of arcund 97%.

50. The implications of the Action Program for IBRD capital requirements
need to be considered both from the perspective of what is required under the

Bank’s Articles and from the perspective of the Bank’s existing policy on the



timing of capital replenishment. Under the Articles of Agreement lj the Bank
must not increase its loans (on a disbursed basis) beyond the level of its
total subscribed capital and reserves. Given presently planned IBRD
commitment levels for FY83 and future years, this limit would be reached in
the early 1990’s - probably in FY91 or FY92. Since loans that haye already
been committed would be virtually fully disbursed by that time under normal
disbursement patterns, the part of the Action Program which resuits in
accelerated disbursements under past commitments should have a negligible
impact on the total volume of IBRD loans than outstanding. Hence, this part
of the Program would not alter the date when additional capital is required
under the Articles. The restructuring of the commitment program for FY84 -
both the shifts toward faster disbursing loans and the possible modest
increase in overall commitments - could have a modest impact on disbursed
loans. But this impact would be offset by the fact that repayment schedules
for supplémentary loans would be incorporated in the schedules for the
corresponding original loans. The net effect should be to leave capital
requirements - as determined under the Articles - essentially unchanged.

51 The timing of decisions on IBRD capital replenishment is also
affected by the Bank’s current policy of not increasing commitments beyond the

so-called "sustainable level" of lending. 2/ If there is no increase in IBRD

1/ Article III, Section 3 of the Bank’s Articles requires that loans (and
guarantees) not be increased beyond the total of subscribed capital and
reserves.

2/ |During negotiations for a Selective Capital Increase in 1976, the
Executive Directors approved a management recommendation that the levels
of Bank operations be planned in a way that in the "absence of ..a further
[capital] increase, future adjustments of plans [should not be] so large
as to substantially distort or disrupt operations." The intention behind
the policy is to avoid a situation in which member governments would
either have to approve an increase in IBRD capital or accept a disruptive
adjustment in IBRD operations.]



commitments as a result of the Action Program, then there would clearly be no
impact on the timing of capital replenishment. Even if there is a modest
increase in commitments in FY84 - say, less than $1 billion - and if this is
followed by a return to presently planned commitments in FY85 and FY86, then
the impact on the sustainable level would be very minor: the change would be
on the order of $0.1 billion.

52. Net income could be lower in FY84 and FY&5 as a result 6f the Action
Program; the difference could be on the order of [$20 million] in FY84 and
perhaps twice that level in FY85. These estimates are quite sensitive to the
detailed composition (by currency and maturity) of the additional borrowings.
Because of the higher nominal cost of borrowing, the Bank’s pool-based lending
rate would also be higher by a few basis points in FY84.

53. IDA. 1In the present circumstances, it will be difficult for IDA to
finance even the relatively modest volume of accelerated disbursements implied-
by the Action Program. IDA disbursements are financed through calls on
donorsxl/ and donors already face severe problems meeting existing calls
because of current budget constraints. In these circumstances, any action
which leads to additional budget expenditure in the near term is bound to be
controversial and runs the risk of adversely affecting the negotiation for the
next replenishment of IDA’s resources. IDA’s light cash position does not
permit it to finance the disbursements out of funds already on hand. However,
there are other ways in which the disbursements might be financed. A transfer
of the Bank’s FY1983 and FY1984 income allocations to IDA immediately after

the Bank makes the allocation would provide additional disbursement capacity

l/ Specifically, IDA encashes the notes which are deposited by donors as part
of each IDA Replenishment.



in FY1984 and FY1985 of approximately the appropriate magnitude. Were this to
prove insufficient, consideration would be given to a limited waiver of the
provisions governing the use of previous Bank income allocations to IDA. Such
a waiver might permit the Association to draw on prior transfers to meet
increased disbursements. This would require action by the Executive Directors

to amend the earlier resolutions governing Bank transfers.



IV. Conclusions and Recommendations

54. The proposed Action Program is another step by the Bank to assist its
members in dealing with an extraordinarily severe economic enviromment which
has persisted very much longer than anticipated. Like the other steps —-- the
original SAL program, expanded recurrent cost financing, more flexible use of
retroactive financing, new cofinancing techniques —-- the Action frogram by
itself will not solve the problems of our members. No single institution has
the capacity to do that. But taken together with the other measures taken by
us, and the responses of bilateral donors and other international
organizations, the Action Program will make an important contribution. Of
course, the_increased resource transfers are small compared with the external
financing requirements of the developing countries. But that is not the
proper yardstick. In relation to the individual countries which seek support
for an effective program of policy change in an inhospitable enviromment, the
Action Program will make a highly significant contribution in removing
financial bottlenecks to project completion, in maintaining existing plant and
infrastructure and in helping to ensure a proper balance between meeting
urgent current needs for production and continuing to invest in the future.
55. And if what we are proposing now is insufficient -- either in volume
or in terms of flexibility -- we will be obliged to consider further steps.
The Bank must do whatever it can, consistent with the need for prudent
financial management and with its high standards of quality, to help countries
continue their efforts to restore growth, reduce poverty and to minimize the
adverse impact of today’s conditions on future generations.

56. We recommend that in order to help meet the acceleration of IDA
disbursements the Executive Directors approve the use of the prospective

transfer of FY83 income to IDA immediately after the allocation is made. We



will proceed with the Action Program and provide the Executive Directors with
an initial assessment at the end of 1983, by which time it should be possible
to foresee the economic situation for 1984 and, consequently, whatever
additional special actions will be required or the proposed program
continued. As the Program is implemented, President’s Reports for loans to
countries within the Program will summarize the nature of the special actions

being taken.
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FY83-84 IBRD Lending Program uding Action Program
($ millic.ay

FY83 ; FY84
Revised Revised
Adj. IVx Lending Carryover Adj. IVx Lending Carryover
(12/31/82)a/ SAP b/ Program into FY84 (12/31/82)c/ SAP b/ Program into FY85 Remarks
Eastern Africa
Botswana 33 = 33 - 5 14 ¢ ) 5 = FY84 SAP not included as substantial increase in
approved FY83-84 lending level would be required.
Kenya 88 - 88 - 230 50 ( 50) 280 -
Malawi = - - = 30 30 ( 30) 30 30 FY84 SAP included. Suggest two projects be
: carried over into FY85.
Mauritius 42 15 ( 15) 57 - 25 - 25 -
Zambia = 70 € @) = - 60 - 60 - Lending conditional on improved creditworthiness.
Zimbabwe 201 - 201 - 86 10 { 10) 96 .
Total 364 "85 (15) 379 = &3 104 { 90) 496 30
Western Africa
Cameroon 91 = 91 - 73 - 73 -
Congo 13 = 13 ) - 35 = 35 -
Ivory Ccast 75 223 ( 23) 98 200 301 - 300 - FY83 SAL included in FY84 program. FY33-84 revised
program excceds approved FY83-84 program by $112 m.
Nigeria 120 - 120 06 472 100 ( ©) 472 - FY84 SAP program, which is an addition to a fertilizer
imports project now in the base program, is not
— S s, — included in the revised program.
Total 299 223 ¢ 23) 322 66 881 100 ¢ 0) 880 - .
EMENA
Egynt 256 ~ 256 176 776 70 C 9)- 776 - FY84 SAP not included as feasibility of lending
program is questionahle,
Hungary 240 - 240 - 200 - 130 70
Jortugal 167 - 167 - 194 - 194 -
Romania 87 - 87 100 425 200 (200) 325 300 Given uncertainties of the program, the FY84 revisad
lending program is assumed at the same lovel as
in FY82,
Yugoslavia 550 386 (250) 580 220 490 - 290 200 Only FY83 SAL from SAP included in FY83 program.
Deferrals of projects from FY83 to FY84 and from
FY84 into FY85 suggested to limit the excess over
approved FY83-84 lending program.
Algeria = = ‘ - - 140 - ) 140 -
Cyprus 22 - 22 - 12 = 12 -
Jordan 36 - 30 - 75 = 75 -
Lebanon 100 - 100 .- 50 - 5 -
Moroecco 247 - 247 - 321 100 (100} 321 160 Given level of approved FY33-84 program, suggest

deferrals into FY85 amcunting to $100 m. if the
FY84 SAP 1s to be included.

Tunisia 124 - 124 34 169 50 ¢ 9) 169 - Civen level of approved FY83-84 program, suggest
deferrals into FY85 amounting to $60 m. if the
FY84 SAP is to be included.

Turkey 400 - 400 200 882 70 ( 70) 702 250 SAL V carried over into FY85 as SAL IV is now

included in the FY84 program.

Total “ 2229 380 (250) 2259 730 3734 490 (370) 3184 920



LAC

Chile
Costa Rica

Dom. Republic

Ecuador
%1 Salvador
Guatemala

Honduras
Mexico

Panama
Peru
Argentina
Bolivia
Brazil

Colombia
Guyana
Jamailca
Paraguay
Uruguay

Total

FY83

-2-

FY84

Adj. IVx
(12/31/82)a/ SAP b/ Program into FY84

Revised
Lending Carryover

Adj. IVx

Revised

Lending Carryover
(12/31/83)c/ SAP b/ Program into FY85

Remarks

120 - 120 - 75 - 75 -
30 - 30 - 75 5( 5) 80 -
12 - 12 - 50 65 ( 45) 50 45
41 - 41 - 21 - 21 -

- - - - - 40 ( 0) - -
55 30( 0) 55 - 50 30 ( 20) 50 20
45 - 45 - 15 110 ( 20) 35 -

623 450 ( 0) 823 200 575 - 475 100
53 - 53 - 42 50 ( 25) 67 -
237 35 ( 35) 272 - 294 55 ( 20) 314 -

- - - - 200 - 200 -

- - - - 60 - 60 -

1580 400 ( 0) 1580 - 951 600 (450) 1051 350
27 25 ( 25) 52 - 454 - 454 &

5 - 15 B 20 - 20 -

105 - 105 - 70 - 70 -
40 - 40 - 39 - 39 -
100 - 100 - - 70 ( 0) - -
3263 2997 1025 (585) 3061 515

940 ¢ 60) 3343 200

Given FY83-84 approved lending level, we assume
deferral of Industrial Sector project into FY85
if SAP for $45 m. is to be included in FY84,

Given FY83-84 approved lending level, we assume
deferral of Education Ill project into FY85 if
SAP for $20 m. is to be included in FY84.

" SAP for $20 m. included in FY84.

FY83 SAP for $200 m. included in FY84 program.
Additional $250 m. for industrial exports in
FY83 not included. Suggest deferral of $100 m.
into FY85 to limit excess over aproved F783-84
lending level.

Additional $35 m. of SAL in FY84 not included.

Lending conditional on improved creditworthiness.

Given FY83-84 approved lending level, FY83 SAP not
included. We assume deferrals into TY85 for $350 m.
if SAP for $450 m, 1s to be included in FYR4,

FY84 SAP not included given FY83-84 approved
lending level.



FY83 FY84
Revised Revised
Adj. IVx Lending Carryover Adj. IVx Lending Carryover
(12/31/82)a/ SAP b/ Program into FY84 (12/31/83)c/ SAP b/ Program into FY85 Remarks
East Asia
& Pacific
China 474 - 474 - 960 - 960 -
Indonesia 898 - 898 117 1032 380 (150) 1182 - Only $150 m. of proposed FY84 SAP program included
to keep within the FY83~84 approved lending level.
Korea 670 100 ( 0) 670 - 680 50 ( 50) 480 250 Given FY84 SAL, FY83 SAP not included. Assume

deferrals into FY85 of $250 m. to keep with
X FY83-84 approved lending level.
Malaysia 142 - 142 - 198 100 (100) 190 108 Assume deferrals into FY85 of 3108 m. to allow
) - FY84 SAP for $100 m.

PNG 45 - 45 - " 49 - 49 =

Philippines 497 150 ( 0) 497 100 631 60 ( 60) 526 165 FY83 SAP not included in view of SAL in same year.
Suggested revised ¥Y84 lending program assumes
SAP of $160 m. (including $100 m. from FY83) and
deferrals to FY85 of other prcjects amounting to
$165 m.

Thailand 637 200 ( 0) 637 92 651 250 ( 0) 651 - FY83-84 SAPs not included as current programs
already include SALs for both years.

Total 3363 450 ( 0) 3363 309 4201 840 (360) 4038 523

South Asia

India 1138 100 ( 0) 1138 - 1240 450 ( 0) 962 278 FY83-84 current lending program is already above
approved lending level. If SAP provisions are to
be made, additional deferrals into FY85 will be
necessary.

Pakistan 50 - 90 - 209 60 ( 60) 269 -

Sri Lanka - = - - 90 55 ( 0) 90 - FY84 SAP not included as additional IBRD lending

. could not be justified on creditworthiness grounds.
Total 1228 T00 ( 0) 1228 - 1539 565 ( 60) 1321 278
Bankwide 10766 2178 (348)10894 1505 13782 3124(1465) 12980 2266

a/ IVx of 12/31/82 as adjusted by lending program agreed in Mr. Stern’s meetings with RVPs on 12/26/82.
b/ SAP as proposed by the Regional Offices to CPD. Figures in parentheses indicate SAP

T included in the revised lending program.

¢/ 1IVx of 12/31/82 as adjusted for carryovers from FY83.

PABCP
1/17/83
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DRAFT for OPSC Review

January 18, 1983

MEMORANDUM TO THE EXECUTIVE DIRECTORS

WORLD BANK PROGRAM OF SPECIAL ASSISTANCE

TO MEMBER COUNTRIES, 1983-84

I. Introduction

1. The international economy remains in the grip of an economic crisis
and there is still little evidence of an early recovery. Reflecting the
growing interdependence on the world economy, industrialized and developing
nations have, with few exceptions, been hard hit by the recession. Almost all
of the Bank”s borrowers are experiencing serious economic difficulties,
reflected in reduced or even negative growth of income, and increasingly
onerous debt burdens. The adjustment process following the shocks of the
early 1970°s was facilitated by the ready availability of a large volume of
commercial capital on reasonable terms, as well as increased aid flows, a boom
in comﬁodity prices, and low real interest rates. But since 1979 there has
been no growth in aid, commercial capital has carried record high real
interest costs, trade has stagnated and commodity prices have collapsed. Many
Bank borrowers are being forced to reduce and reorient investment programs,
curtail recurrent expenditures, and delay the completion of high priority
development projectsf Programs in health, education and other social sectors
are likely to be particularly affected. Bank financed projects have been

directly affected by these pressures.



2, What can the Bank do in the face of this exceptional loss of develop-
ment momentum? While the IMF and the commercial banks are the major sources
of financial support to meet short-term balance of payments needs, there is
also an urgent need to deal with the development aspects of the current crisis
to assure completion of high priority projects already under implementation.
In addition, there is a need to shift toward quick yielding and export
oriented projects, to utilize existing capital more effectively and to
safeguard an appropriate level of investment in human capital. Such
circumstances require a special effort.

3. A World Bank Action Program is proposed for the next 24 months to
assist those borrowers making a determined effort to undertake the difficult
measures needed to sustain development despite adverse external

circumstances. Without lowering standards or weakening portfolio quality, the
Bank proposes:

(a) to accelerate disbursements under existing and proposed loan
commi tments, in order to maintain project momentum;

(b) to substitute high priority and fast disbursing operations that
support structural adjustment and policy change and the
maintenance of crucial infrastructure for lower priority and
slower disbursing operations; |

(c) to expand its advisory services in the design and implementation
of appropriate policies, including the reordering of investment
priorities; and

(d) to urge that other lenders make similar efforts.

4. This paper presents a‘diagnosis of the current world economic
situation and its impact, and then presents the Action Program we propose to

undertake and the implications this program has for the Bank”s finances and

staffing.



II. The Current World Economic Situation and Problems to be Met

The World Economic Situation

5. The world economic recession is exceptional in its severity and its
duration. World trade and production have stagnated for longer than any other
period since the Bank started operations. Slow growth and sustained high
interest rates in the industrialized countries have resulted in much reduced
growth in the developing countries.

6. During the 1974-75 recession, a large amount of private capital was
recycled through the banking system to the oil importing developing countries,
and official capital flows were increased. In addition, there was a boom in
commodity prices during 1974 which helped offset the impact of higher oil
prices for many countries. Rapid inflation also reduced the real burden of
carrying fixed interest debt, and world trade expanded rapidly, particularly
as OECD growth recovered in 1976. Rapid growth in the oil exporting countries
also helped maintain the demand for exports from other developing countries,
and increased their earnings from workers remittances. Thus, the oil
importing countries were largely able to adjust and reduce the size of their.
current account deficits which declined from a peak of about 5% of collective
GNP, to about 2%, roughly equal to average pre-1973 levels.

7. Since 1980, current account deficits have averaged about 5% of GNP
for the oil importing developing countries as a group, and began to be'reduced
only slightly in 1982. Their current account deficits are likely to be
significantly smaller in 1983 as growth slows down further. This reflects not
a successful adjustment process, but reduced exterﬁal financing. The

accumulation of a large debt burden from past loans and a stagnant world



economy have combined to reduce the creditworthiness of many developing
countries, and their access to commercial capital. Unlike the post 1974-75
recovery period, there has been no increase in official assistance.

8. The late-1979 and early-1980 oil price increases added to already
existing inflationary pressures in many developed countries. In an attempt to
control this inflation, some of the larger countries adopted deflationary
policies which slowed growth and raised interest rates. The present recession
has thus been unusual in that record high real interest rates have added to
the adjustment burden of the developing countries. Up to 1978 most developing
countries” debt was contracted at fixed interest rates, so increasing
inflation lowered their real debt burden; the move to variable interest rate
borrowing eliminated this wihdfall gain.

9. The task of restoring growth in the OECD countries now appears to be
more difficult than initially antiéipated. Although OECD growth rates fell
from 3.2% in 1979 to 1.3% in 1980 and 1.2% in 1981, it was expected that there
would be a strong revival in the second half of 1982. Current OECD forecasts,
however, have been revised downwards and show only a weak recovery in the
second half of 1982. As a result, overall OECD growth is expected to be
negative for 1982 as a whole (-.2%), Qith uncertainty about recovery in 1983
(1.5% now forecast compared‘to 3.6% a year ago). Indeed, recovery may be

delayed to 1984.



Table 1: Changes in Real GDP 1960-82

(percent)

Industrial Developing Countries

Countries 0il Exporters Net 0il Importers
1960-72 (annual average) 4.9 6.7 5e7
1973 6.2 8.6 7l
1974 0.6 7.0 5.6
1975 -0.6 4.0 3.6
1976 5.2 7.6 5.3
1977 37 5.2 53
1978 3:9 5.6 5.3
1979 3.2 8.5 3.2
1980 1.3 4.9 4.2
1981 1.2 -2.0 1.9
1982(preliminary estimates) [-0.2] [1.0] [1s5]

Source: World Bank for 1960-81; OECD estimates for 1982.

10. The decline in the level of demand in the industrial countries has
resulted in a slowdown in the growth of world trade. The 1982 GATT Annual
Report shows trade stagnated in 1981. This trend is likely to continue
through 1982. Imports by the OECD countries have declined in volume terms
during the past three years. The most dramatic changes, however, have been in
the OPEC countries, where export volumes-have declined by an average of about
15% per year from 1980 to 1982. This reflects both a short-term drop in
demand in industrial countries for oil as a result of the recession as well as
the longer—term impact of higher prices and greater conservation measures. As
unemployment has risen in developed countries, there has been growing pressure
foé protectionist actions often aimed at imports from developing countries.

As a result of all these factors, tﬁe real growth of exports of the oil-
importing developing countries is expected to be only about 3.5% in 1982,

compared to an average of over 8% during 1978-80.



11. The current slump in the world economy has led not only to lower
growth of exports from the 0il importing developing countries, but also a
simultaneous worsening of the terms of trade. While these countries have
benefitted recently from lower oil prices, reduced inflation in manufactured
imports, and lower interest rates, these beneficial effects have been more
than offset by steep declines in primary commodity prices. The Bank”s overall
index of 33 commodity prices, for instance, shows a 25% drop in nominal terms
between 1980 and 1982, with the most dramatic changes occurring in prices
received for sugar (-69%), cocoa (-327%), and copper (-32%). The overall terms
of trade for the non-o0il countries declined over 6% in 1980, and about 4% each
in the years 1981 and 1982 (see Table 2). The low-income countries have been
particularly hard hit. The cumulative change in their terms of trade between
1979 and 1982 amounts to an adverse shift of close to 25%.

12. Declining terms of trade and slower growth in exports have neces-
sitated reductions in developing countries” import growth. Compared with the
average of over 6% during the 1970s, non-oil developing countries” imports
have grown at little more than 2% per year during the past three years.

Again, the most seriously affected have been the low-income countries, which
have had to reduce import levels for three years running. Less severely
affected have been the 0il exporting countries, which have generally been able
to ﬁaintain import growth despite falling exéort volume, due to improved terms
of trade and greater access to capital markets. Even these countries began to
feel the pinch in 1982, when the terms of trade began to move against them,

and access to capital markets became more uncertain.



Table 2: Changes in Terms of Trade

1979 1980 1981 1982 1983

Industrial Countries -2.4 =78 =1.1 1s5 [0.5]
Developing Countries

0il Exporting 29.1 41.5 10.8 -1.0 [-2.0]

Non-0il, total -0.3 -6.2 -3.9 =3.5 [-1.0]

Low-Income -1.8 -13.0 -10.8 =345 [-1.0]

Source: 1979-82 IMF (preliminary estimates); 1983 estimates based on OECD.

1.3 During the initial years of the recession, the developing countries,
particularly the oil exporters and major exporters of manufactures, were able
partially to offset adverse external events by increased borrowing abroad. As
a result, total debt outstanding of developing countries rose from about $350
billion in 1979 to about $530 billion in 1982.1/ Only one-third ($60 billion)
of the increase came from official sources, the rest from private sources,
chiefly commercial banks. At first, the commercial banks were keen to
continue to relend OPEC surpluses to developing countries. As the recession
continued longer than anticipated, however, countries which had borrowed
heavily found it increasingly difficult to manage their heavy debt burdens,
especially those that had borrowed on shorter maturities. This was
particularly true of those countries such as the oil exporters, whose credit-
worthiness was based on expected continued growth in export earnings. The
cohtinuation of high real interest rates further increased the burden of the
now sizeable portion of the debt contracted on variable interest terms. In

1981, 13 countries had to undergo debt reschedulings, and the situation

worsened further in 1982 with concurrent problems being experienced by those

lj World Bank/EPD data. OECD estimates a total of $626 billion, but covers
countries not included in the EPD data base ( e.g., Spain, Saudi Arabia,
Iran, Iraq). '



countries in which the commercial banks were most heavily exposed (Argentina,
Brazil and Mexico).

14. The threat of a world financial crisis caused by a simultaneous
default of the developing countries seems to be passing. Policy reforms,
bilateral and IMF assistance are easing the short-term liquidity problems for
the major debtors, although many of the underlying problems remain.
Nevertheless, the aftermath of the "debt crisis” of 1982 is to maké the
commercial banks, especially secondary and regional banks, more wary of
lending to developing countries in general, and more appreciative of the kinds
of risks these countries face in the international environment. As a result,
developing countries are being forced to reduce imports, investment, and the
pace of overall development.l/

Country Experience: Macroeconomic Impact

15. There is considerable variation in the impact of the international
situation on individual countries, but there are also broad similarities.
Most countries have experienced, in varying degrees:
= cutbacks in investment plans and the slowdown of on—going
projects because of shortages of domestic and external funds;
= import reductions because of limited borrowing opportunities and
foreign exchange reserves;
= falling government revenues, due to declining economic activity,
the stagnation in trade, and the difficulty of imposing new

taxes during a recession;

lj A more detailed analysis of the current world economic situation will be
presented in the WDR 1983 and the IMF”s World Economic Outlook for 1983,
both of which are under preparation.



= falling or stagnant export earnings while debt service payments
have been rising;
= shortages of funds to finance the operation and maintenance of
existing facilities.

16. Many countries, such as Malaysia, Pakistan and the Ivory Coast; had
been growing satisfactorily before the current crisis, but now face the
prospect of a reduction in growth and investment because of reduced foreign
exchange earnings and access to foreign capital. In the Ivory Coast, for
instance, investment expenditures have been reduced by 40% in real terms over
the last three years, and the bulk of the present investment program entails
the completion of on—going projects. Lower prices for coffee and cocoa have
not only lowered export earnings, but also reduced the Ivory Coast”s credit-
worthiness and access to private capital, while its high per capita income
generally precludes it from receiving concessional assistance. Borrowings
from the IMF already total 380% of quota.
L Some countries, of course, were facing severe problems even before
the current recession (e.g. Argentina, Bolivia, Sudan, Zaire), largely because
of weak economic management, poor investment decisions, and excessive external
borrowing. The present situation has added to their difficulties and made
ad justment even more difficult.
18. Many countries have encountered problems because a high proportion of
government revenues is derived from tariffs on foreign trade. Such revenue
sources constitute about 48% of central government revenue in Pakistan and 70%
in Liberia. 1In Thailand, declining revenues have resulted in a rise in the
government”s budgetary deficit from an expected 2.4% to 5.3% of GDP for 1981-
82. Despite new revenue measures enacted by the government in this fiscal

year, and 5% domestic inflation, revenues were 18% lower than expected and



only marginally higher than the previous year. In‘Malaysia, total customs
revenues in 1982 were 24% less than anticipated, while debt service was 23%
higher than budgeted. As a result, there was a 127 reduction in development
expenditures.

19. The low income countries, particularly those in Africa, have been
especially vulnerable to recent events. Togo is an example of a low income
country in serious difficulties, although its problems predate the current
recession. High phosphate prices in the mid-70s led it to launch a large and
ﬁoorly designed investment program which produced few benefits and an enormous
debt burden. While debt reschedulings have helped reduce this burden, a 22%
drop in bhdsphate earnings, combined with lower prices for coffee and cocoa
exports, have worsened the situation. Debt service now constitutes 407 of
export earnings and 50% of government revenues. Public investment has been
cut 65% below its 1978 level, and current expenditures in 1983 will have to be
reduced by an additional 15% in real terms as part of a further adjustment
program.

20. Many countries are taking steps to adjust to the adverse
international circumstances. In Nigeria, for instance, a package of measures
adopted in April 1982 led to better customs administration, higher import
tariffs, increases in interest rates and gasoline prices, a reduction in the
planned level of development expenditures by 40% and a ceiling on external
borrowings. These steps, however, fail to come to grips with the longer term
structural issues in én economy highly dependent on petroleum exports and
lacking alternative export or public revenue sources.

21 Latin American countries have been particulary affected by the
reduction in access to new commercial credits. A number of countries facing

serious debt problems have adopted IMF stabilization programs and secured IMF



assistance.u‘While these programs vary somewhat among countries, those for
Mexico, Brazil, Argentina and Chile have broad similarities; limitations on
the size of goverment deficits, controls on foreign borrowing and domestic
credit creation, the establishment of realistic exchange rates and the
reduction in exchange controls. But the result of these austerity measures
is likely to mean slower growth, or even no growth at all, in these countries
in 1983.

22, In the case of Mexico, for instance, the Government has agreed to
reduce its budgetary deficit from 16.5% of GDP in 1982 to 8.5% in 1983, to
limit the growth of new foreign borrowing, and to adopt a series of revenue
measures that includes higher prices for government services, higher taxes,
and reduced subsidies. In support of the Mexican program, the commercial
banks have agreed to restructure about $19 billion of existing debt. It is
estimated that net new financing of $7 billion will be required in 1983 to
ensure that the adjustment program is adequately financed. Of this amount $5
billion is being sought from the commercial banks and $2 billion from official
sources. While these measures will help, Mexico still has major structural
problems to confront.

23. The severity of the current world recession carries with it the
danger that countries will be unable to carry out previously initiated
programs of economic reform and structural adjustment. In Pakistan, for
instance, a number of steps have been taken since 1977 to restructure the
economy along more viable lines and lay the groundwork for long term growth.
Higher agricultural prices have stimulated food output, and some agricultural
subsidies have been eliminated. Higher water charges have increased the funds
~available for the operation and maintenance of the irrigation system, while

the investment program in irrigation has been reoriented toward projects



having short gestation periods and higher yields. The biases of the trade
regime have been reduced through better incentives for exports and a phased
program of import liberalization. Greater private sector involvement has been
introduced into the manufacturing and energy sectors, and energy prices have
been made more realistic.

24, While these reforms have been supported by the Bank (a SAL) and the
Fund (an EFF), much more needs to be done. In the past year, although the
value of Pakistan”s imports increased by 2%, the current account deficit
increased by 547%, principally due to a sharp decline in agricultural export
prices and slower growth in migrant remittances. In addition, net disburse-
ments of official assistgnce have continued to decline from the level received
in the mid-70s. Without further support by the Bank and Fund, it will be
difficult for the government to carry out its structural adjustment program.
254 Almost all countries now face difficult decisions as they attempt to
balance reductions in investment programs with imposition of new financing
measures or greater external borrowing. There is always the danger that in
choosing among these alternatives, countries will tend to eliminate government
programs in human resources and the social sectors which have the most
beneficial impact on the poor. If followed, such an approach could have a
very adverse impact on long-term growth and social stability.

Country Experience: The Impact on Bank-Financed Projects

265 Bank assisted projects have not been immune from the pressures on
governments” investment pfograms. A recent Bank report on project imple-
mentation notes that the impact of the worldwide recession on developing
countries and their difficulties in making the necessary adjustments in their
economies are reflected in increasing delays in the implementation of

projects; these economic problems affect adversely the entire process of



policy decision making, as well as the ability of the governments to provide
adequate managerial and financial resources. The report estimates that 187% of
all Bank/IDA projects now suffer from major disbursement delays (compared to
9% two years ago), largely related to the inability of borrowers to provide
adequate counterpart funds.

27. In Nigeria, for instance, counterpart funding for the Bauchi State
Agricultural Development Project has been running at about half of the
expected rate, and is barely adequate to cover recurrent costs; consequently
most development work has ceased. Large amounts of earthmoving equipment
previously purchased under the project are lying idle because of the lack of
supplies and raw materials. Engineering staff are beginning to leave the
project because of underemployment and low morale. While the Bank has taken
steps to accelerate disbursements, potential benefits will continue to be
foregone until adequate overall financing is assured.

28. The current world situation has affected Bank projects in a variety
of other ways. Because of depressed internal conditions, some Bank-financed
Industrial Development Banks have experienced reduced profitability and/or
increasing loan arrears, as in projects in Korea, the Philippines, Colombia,
and Kenya. Agricultural projects expected to produce goods for exports have
been affected by declining commodity prices, e.g., projects in sugar (Jamaica,
Dominican Republic), iron ore (Mauritania), and tobacco (Tanzania). Many
prqjects have been impeded by the shortage of foreign exchange to import
required fuel and spare parts for project operation, as well as the shortage
of counterpart funds. External financing problems have had a direct impact on
two steel mill projects in Brazil. High interest costs and reduced access to
foreign capital markets, as well as weak internal demand for steel and lower
than expected government contributions, have resulted in these projects coming

to a halt.



ITII. Bank Response: An Action Program

Scope and Objectives

29. There is a compelling need for the Bank, and other official lenders,
to make an extraordinary effort to assist member countries with policy advice
and special financial assistance so as to maintain the maximum possible level
of development activities and minimize the erosion of future gréwth prospects.
30. Because there is a reasonable expectation that the world economy
should begin to recover within the next 12-24 months, and consequently the
severity of the pressures on the developing countries may be attenuated, the
proposed Action Program concentrates on results over the next two years. If
recovery takes longer than anticipated the Program can be extended. The
Program aims at increasing resource transfers to countries that are making a
determined effort to implement appropriate adjustment policies. It entails
measures to accelerate disbursements on existing loans, and shifts in the
pattern of new commitments in favor of quick-yielding investments, which
generally also involve fast-disbursing operations. Which measures are to be
used would have to be determined on a country-specific basis, aimed not at
alleviating country problems wherever they exist, but rather at countries
which have an appropriate policy framework in place, and where reasonable
conditionality can be incorporated. Our present assessment is that such
changes can be accommodaﬁed in the Bank’s planned commitment levels for FY1983
and with only modest changes in FY1984, since many countries are purposely
constraining their investment programs, and the scope for further expansion at
this time is limited. However, should further examination of individual

country investment programs indicate a need for a revision of the planned



FY1984 commitment level, we will make the appropriate recommendations in the
context of the FY1984 Budget and Operating Program.

i B The Bank’s ongoing country economic and sector work puts the Bank in
an excellent position to determine how it can best support govermmental
actions and to evaluate which borrowers can benefit from the various measurés
proposed. The many factors that are relevant to such evaluations includé the
appropriateness of the pricing framework to stimulate productioﬁ and exports,
the composition and scale of the investment program in terms of scale and
composition, the government’s efforts to contain budgetary and current account
deficits, and the impact of budgetary changes on expenditures on human capital
development and vulnerable income groups. An enhanced program of economic and
sector work, as well as additional technical assistance, will be required to
support effectively the implementation of the Program. The Bank also will
need to take the initiative in urging other lenders to support these
initiatives through parallel actions on their own, to maximize the effective
impact of the proposed measures.

32 The Bank’s Action Program involves temporary changes in certain Bank
practices and procedures, as described below, and a shift in the type of
project to meet the current economic situation in many of our borrowers. No
aspect of.the Action Program involves a lowering of Bank standards in terms of
macro-economic and sectoral policy conditionality, creditworthiness or project
related conditions. Rather, it is designed to assist borrowers in taking all
appropriate actions to offset the adverse effect on development of the severe
short-term liquidity problems caused by the current global economic

environment.



Ma jor Elements of the Program

33. Expanded Structural Adjustment Lending. Structural ad justment

lending has been a valuable tool for helping borrowers design and implement

ma jor structural changes in their economies. Rigorous performance criteria
have been matched by substantial amounts of quick disbursing assistance. SALs
have provided an excellent opportunity for enhanced policy dialogue on broad
economic and sectoral policies. As economic conditions have wofsened, a
number of additional countries have plans to.make broad policy changes and
have explored the possibility of Bank support. Several‘additional countries
are likely in the near future to adopt policy reforms that will satiSfy
established SAL performance criteria.

34, Until now Management has restricted the size of SALs to about 30% of
the country’s lending program, consistent with the Bank’s primary emphésis on
project lending. Under current circumstances, however, massive reductions in
investment programs may, jusfifiably, leave little scope for new starts, while
the scale of policy changes called for is larger than heretofore, and the need
for speed in implementation is greater; it may be necessary therefore to aiter
this yardstick. Based on an analysis of the specific country circumstances,
we propose that the size of SALs be proportionate to the scope and complexity
of the adjustment program being undertaken, even if this involves a larger
share of lending to the country in FY1983 and FY1984. This will reinforce the
importance attached by the Bank to policy reforms which are fundamental to
meeting development objectives and increasing creditworthiness. Should it
appeaf that the increased share of country lending programs will result in
total SAL commitments exceeding 10% of the Bank’s lending program, Management

will, as previously indicated, bring the issue to the Board for consideration.



35. Sector Adjustment Support. There are many countries in which policy

reforms focussed on specific sectors are more appropriate than comprehensive
SAL programs. The objective of such operations are two-fold: to suppoft
necessary policy changes and administrative improvements and to provide the
resources necessary to utilize existing productive capacity more efficiently.
Three general categories of such loans, utilized in the past, involve export
development, rehabilitation and modernization of existing planté, and

- provision of current agricultural inputs as part of a broad program to modify
the incentive structure.

36. Loans of this type for export development have been approved in
Jamaica and Zimbabwe. These loans help to finance a revolving fund which
enables exporters to obtain raw materials, spare parts and minor equipment
necessary for current production. The foreign exchange is repaid by the
‘exporters in 6-12 months out of their export earnings. The objective of such
loans is to ensure that the shortage of foreign exchange does not lead to
underutilization of export capacity which would reduce foreign exchange
earnings further. Such loans can, of course, be effective only if export
competitiveness is maintained and if other incentives for export production
are appropriate.

37s. Lending for rehabilitation and modernization has beén done in a
number of countries. For instance, the Agricultural Rehabilitation Credit in
the Sudan served to rehabilitate .the coftqn production system, Sudan’s
principal export. The credit provided'nedessary ihputs for production and was
based on a program of physical rehabilitation and agreement to imprové the
incentive structure, marketing‘and input,distribution systems. Such

operations need not, of course, be limited to agriculture. There is scope for

such operations in industry, power, roads and .transport where budgetary



pressures in recent years have reduced maintenance below levels needed by the
equipment forcing use at below full capacity.

38. An example of lending for agricultural inputs,_as part of a reform of
sector policies, is the fertilizer import loan to Pakistan. In general,
subsidies for agricultural inputs are a major drain on government budgets,
displacing higher priority development investments. This is happening now in
Nigeria, where many agricultural projects have come to a halt bécause the
States can not finance their share -- because the bulk of State expenditures
in agriculture are earmarked for the fertilizer subsidy. Action to reduce
these subsidies, and phase them out gradually, is facilitated if adequate
supplies of fertilizer to the farmer can be assured through increasing

imports, or production, and by improving marketing and distribution systems.

39. Financing an Increased Share of Project Costs. The Bank generally
finances the foreign exchange costs of projects. In the middle and higher
income countries, exceptions to this rule are made only for projects where the
foreign exchange component is very small. This is often the case in projects
in agriculture or the social sectors. In those cases the Bank generally
finances 357 of project costs -—- a percentage thought necessary to ensure
adequate Bank involvement in project design and implementation. In the lower
income countries, the Bank also finances a portion of the local costs, taking
account of the limited capacity in these countries to mobilize public
resources. In the poorest countries, the Bank finances up to 90% of project
costs. In all countries, the share of project costs financed by the Bank is
affected by the availability of cofinancing. Consequently, the Bank may
finance less than the full foreign exchange costs or may agree to total

external financing covering up to 95% of project costs.



40. We propose to modify these criteria for cost sharing for the balance
of FY1983 and FY1984 on a country- and project-specific basis, to help ensure
the completion of high priority projects and programs as expeditiously as
possible. Financing a larger share of project costs may involve fewer
projects, which is precisely what is appropriate under present circum-
stances. In the present circumstances, borrowers are responding appropriately
and with the full encouragement of the Bank, by reducing their investment
programs, including, wherever appropriate, cancellation of Bank-financed
projects. To obtain the benefits of the additional output as soon as
possible, priority for available funds must be given to completing the high
priority projects under implementation, but which have been delayed by the
shortage of foreign exchange or budgetary resources. However, since
disbursements under projects approved in FY1983 and FY1984 will be small, it
is proposed to increase the Bank;s'share of project financing on existing as
well as new projects. We would therefore plan:
- to reduce the scope of ongoing projects where appro-

priate while retaining the entire amount of Bank

financing so that the Bank effectively would cover a

higher percentage share of costs;

- to consider supplementary loans for ongoing projects

to increase the Bank’s share of financing, including

interest during construction where appropriate. The

amortization for such loans would be incorporated in

the schedule of the original loan. Retroactive

financing would be limited to eligible expenditures

incurred in the last 12 months. Such loans would



include an agreed implementation plan to accelerate
project completion;
- 1in exceptional cases, where a set of similar Bank-
financed projects is affected by budgetary
constraints, the problem would be addressed through a
single supplementary loan, with provisions to ensure
the appropriate allocation to individual projects;‘.
- to restructure loans which finance broad programs in
such areas as irrigation, water supply and feeder
roads. By reducing the time period covered by.the
project we would increase the share of costs we would
finance. This will require government commitment to
complete the balance_of the program -- already a
standard feature of such loans; and
- to make increasing use of revolving funds. These
funds, into which the Bank deposits in advance funds
required for expenditure in 60 days, were not as
commonly used in the past as today. They avoid tying
up scarce foreign exchange resources for eligible
expenditures while awaiting Bank reimbursement. They
are replenishedvas disbursement requests are
processed.
41. These, and similar measufes, will provide additional resources
quickly to countries and iﬁplementing agencies to help alleviate budgetary and
foreign exchange bottlenecks. In addition, for new commitments in FY1983 and .

FY1984 we would:

- consider financing a larger share of incremental



recurrent costs for the next two to three years,
offset by a sharper reduction in the later years;

- emphasize maintenance and rehabilitation projects in
view of their importance in helping to utilize
existing investments;

- consider financing working capital requirements in
loans to DFCs, or other financial.intermediaries.

42, Enhanced Policy Dialogue. Increasing the pace of resource transfers

will be supplemented by a further expansion of analytical support. The Bank
will help govermments, on request, review investment programs, macro-economic
policies and trade and pricing policies, expand its assistance for debt
management either through technical assistance credits or staff support, and
assist in assessing changes in development priorities. Country economic and
sector work has expanded in FY1982 and again in FY1983. We expect further

growth will be required in the next year too.

43. Coordination with Other Donors. The Bank’s Action Program will be of

importance in individual countries but to achieve maximum impact will require
the active participation of other donors. The Bank will therefore use its
various consultation mechanisms with other international lending institutions
and bilateral aid donors to urge consideration of similar measures. Meetings
of aid consultative groups, and the consultation meetings with bilateral and
regional organizations provide appropriate fora for discussions both on
actions for individual countries and temporary changes in general lending
practices.

Implementation of the Action Program

44, The basic objective of the Action Program is to accelerate the

transfer of resources out of existing and new commitments to help those



countries seeking to deal effectively with current economic conditions to
maintain their development momentum. The initial assessment suggests that in
FY1983 any commitments for supplementary loans or expanded sectoral support
activities can be accommodated within the approved Bank lending program
because of the decline in new investment in numerous borrowing countries. For
FY1984 the presently planned Bank commitment level of $11.9 billion may have
to be increased modestly to meet the additional requirements of the Action
Program even though there will be an offsetting decrease in demand for more
standard operations. However, this will be reviewed carefully in the next few
months and any revisions deemed necessary will be included in the FY1984
budget proposals.

45. Regrettably, IDA resources remain severely constrained and it is not
likely that more than the planned SDR 3.1 million will be available. Even
though IDA countries are not genérally affected by absorptive capacity
constraints at the present time, IDA will again not have the capacity to
support adequately the investment programs in the low income countries nor to
provide special financial support for programs of policy change. Moreover,
the steps designed to increase cost sharing will be less significant in IDA
countries since IDA already finances a very high share of total costs. IDA
countries will nevertheless benefit substantially from the proposed ﬁrogram.
With limited access to other resources, the shift in composition and more
rapid disbursement should ease the difficulties these countries face in
dealing with the present problems.

46. The changes proposed under the Action Program will have a modest
impact in FY1983, since only five months remain, but will have a more

significant effect in FY1984. It is not possible to be precise about the



disbursement impact of the Action Program in advance of consultations with
governments and the estimates below are therefore tentative.

Projected IBRD/IDA Disbursements
($ million)

FY83 FY84 FY85 Total
IBRD
- Projected in FY83 Budget 7300 8450 9600 25350
- Special Action (tentative) 200 1300 800 2300
Total 7500 9750 10400 127650
IDA
- Projected in FY83 Budget 2500 3000 3500 9000
-— Special Action (tentative) - [ 1501 [ 100] [ 250]
Total 2500 3150 3600 9250

[Discussion of the impact of the Action Program on incremental IBRD
and IDA disbursements is to be elaborated further by Finance.]

Financial and Staffing Implications

47. IBRD. The major impact of the Action Program on the Bank’s financial
position would be on the borrowing program. Borrowings would have to be
increased in order to finance the additional disbursements. The borrowing
program over the FY83-FY85 period would not have to be increased by the full
$2300 million, however, since a part of the additional disbursements in FY83-
FY85 are accelerations of current plans and so would be offset by lower
disbursements in later years. As a rough estimate, borrowings would need to
be increased by about $2 billion over the FY83-85 period.

48. The phasing of this additional borrowing should take account of the
fact that our borrowing program for FY83 is already well advanced. Moreover,
since we anticipate some firming of US dollar interest rates in FY84, there is
a case for concentrating the additional borrowings in the eariy part of the

FY83-FY85 period. The phasing shown below would be consistent with maintain



ing the Bank’s liquid holdings at or above 40% of the following three years’

net cash requirements, as provided under our

current liquidity policy.

Projected IBRD Gross Borrowings
($ million)

FY83 FY84 FY85 Total
Projected in FY83 Budget 9000 9800 11400 30200
Special Action (tentative) 800 800 400 2000

9800 10600 11800 32200
Memo Item:
% of Next 3 Yrs. Cash Requirements [417%] 40% 407
49. To complete the increased borrowings in FY83 at minimal cost, it may

be desirable to raise the present $1.5 billion ceiling on short-term borrowing

to [$1.8 or $2.0] billion. For FY84 the composition of an enlarged borrowing

program - and hence its average cost - would

depend on the decisions of the

authorities in various capital markets regarding the degree of Bank access to

their markets for new issues as well as for swap transactionsﬂl/

50. The average cost of the additional borrowing would be likely to go up

slightly in any event. Much of the incremental borrowing would be done in US

dollars or in other currencies with a nominal cost higher than the average

cost of the current program. The cost of additional borrowing in FY83 can be

estimated at around 107%, compared with the presently projected cost of around

9%

1/ [An increase in short-term borrowing in FY83 and FY84 could once again

raise the question of whether - or to what extent - it is appropriate for

the Bank to finance itself with short-te
aspects of this question are to be taken

rm borrowings. The liquidity
up in a policy paper scheduled

for Board review in April. It may be noted that any additional liquidity
risk could be avoided if the Bank were to borrow at 5- to 1l0-year

maturities at variable interest rates.

Borrowing at variable rates would,

however, raise issues of principle for at least one member country and
would be more costly than the Discount Note program.]



51. Since the Action Program involves only a modest net increase in
commitments, it would have no significant implications for IBRD’s capital
requirements. The Bank’s loans disbursed and outstanding are currently

projected to exceed its capital and reserves in FY92 if IBRD commitments

continue to grow as presently planned in future yearsml/ Since loans made in
the years up to and including FY84 would be fully disbursed by FY92 if normal
disbursement patterns prevailed, accelerating disbursements on fhese commit-
ments will not. increase the amount disbursed and outstanding in FY92 and so
will not alter the date when additional capital is required under the
Articles.

52. Net income could be lower in FY84 and FY85 as a result of the Action
Program; the difference could be on the order of [$20 million] in FY84 and
perhaps twice that level in FY85. These estimates are quite sensitive to the
detailed composition (by currenc; and maturity) of the additional borrowings.
Because of the higher nominal cost of borrowing, the Bank’s pool-based lending
rate would also be higher by a few basis points in FY84.

53. IDA. In the present circumstances, it will be difficult for IDA to
finance even the relatively modest volume of accelerated disbursements implied
by the Action Program. IDA disbursements are financed through calls on
donorshg/ and donors already face severe problems meeting existing calls
because of current budget constraints. In these circumstances, any action
which leads to additional budge; expenditure in the near term is bound to be

controversial and runs the risk of adversely affecting the negotiation for the

1/ Article III, Section 3 of the Bank’s Articles requires that loans (and
guarantees) not be increased beyond the total of subscribed capital and
reserves.

2/ Specifically, IDA encashes the notes which are deposited by donors as part
of each IDA Replenishment.



next replenishment of IDA’s resources. IDA’s light cash position does not
permit it to finance the disbursements out of funds already on hand. However,
there are other ways in which the disbursements might be financed, including a
limited waiver of the provisions governing the use of previous Bank income
allocations to IDA. Such a waiver might permit the Association to draw on
prior transfers to meet increased disbursements. This would require action by
the Executive Directors to amend the earlier resolutions governing Bank
transfers. A transfer of the Bank’s FY83 income allocation to IDA immediately
after the Bank makes the allocation could also provide additional disbursement
capacity in FY84. The precise implications of such steps for the Bank will of
course depend upon the Bank’s income prospects for FY84 and subsequent years.

54. Staffing Implications. Since the Action Program does not envisage

any increase in commitment levels for FY83 and a modest increase in FY84,
there should be little or no increase in staff resources required for lending
work. With respect to country economic and sector work (CESW), our prelim-
inary assessment is that the needed staff to support the Action Program can be
accommodated within an overall increase of 5-67% in CESW resources. The Action
Program could, however, increase the budgetary requirements of the Treasurer’s
and Controller’s Departments where some increase in staff may be needed to

carry out an expanded borrowing program and to handle accelerated

disbursements.
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IV. Conclusions and Recommendations

554 The proposed Action Program is another step by the Bank to assist its
members in dealing with an extraordinarily severe economic environment which
has persisted very much longer than anticipated. Like the other steps -- the
original SAL program, expanded recurrent cost financing, more flexible use of
retroactivg financing, new cofinancing techniques -- the Action Program by
itself will not solve the problems of our members. No single institution has
the capacity té do that. But taken together with the other measures taken by
us, and the responses of bilateral donors and other international organiza-
tions, the Action Program will make an important contribution. Of course, the
increased resource transfers are small compared with the external financing
requirements of the developing countries. But that is not the proper
yardstick. 1In relation to the individual countries which seek support for an
effective program of policy change in an inhospitable environment, we hope the
Ation Program will make a highly significant contribution in removing
financial bottlenecks to project completion, in maintaining existing plant and
infrastructure and in helpiﬁg to ensure a proper balance between meeting
urgent needs and contihuing to invest in the future.

56. And if what we are proposing now is insufficient —-- either in volume
or in terms of flexibility -- we will be obliged to consider further steps.
The Bank must do whatever it can, consistent with the need for prudent
financial management and with its high standards of quality, to help countries
continue their efforts at growth and the reduction of poverty and to minimize

the adverse impact of today”s conditions on future generations.
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57, We recommend that in order to help meet the acceleration of IDA
disbursements the Executive Directors approve the use of [$ million] of
prior Bank transfers to IDA as well as the prespective transfer of FY83 income
to IDA immediately after the allocation is made. We will proceed with the
Action Program and provide the Executive Directors an initial assessment at

the time of the FY1984 budget.
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INCREASING FAST-DISPERSING LENDING

A. Summary

1. There are a number of countries which have undertaken many of
the appropriate adjustment measures in response to the world economic
difficulties and structural domestic problems they have experienced over
the past five years. However, they are experiencing great difficulties
in maintainirg these policies because of the current worldwide recession
and the commercial banks’ reluctance to extend credit to developing
countries without regard to their domestic policies. It is proposed
that, for countries that have sufficiently altered their domestic
economic policies and structure, the Bank develop means of supporting
their faltering investment programs. Countries’ eligibility for such
support would be determined by criteria intended to distinguish the
extent to which current economic difficulties are attributable to the
international situation or other temporary circumstances.

2. Since 1979, developing countries’ economies have been
buffetted by the international economy in a number of ways. This may be
divided into two broad categories —— external and internal. External

shocks are those largely outside the sphere oflfnfluence of individual
countries which may be viewed as price takers—' while internal shocks
include those resulting from socio-political situations, major weather
effects, and autonomous changes in domestic economic policy. No doubt
one may identify a wide plethora of such phenomena for any country but
with varying degree of importance. The principal ones identified here
are classified under external and internal headings. Internal shocks
are included but for the most part fall outside the purview of this
paper.

l. Internal Shocks

a. Major negative, coffee in Brazil, and positive,
agriculture in India, weather effects.

b. Dramatic political change such as in Turkey in the
mid-seventies and Korea more recently.

Cs Autonomous policy shifts such as occurred with
change of governments in Colombia in 1978 and
Brazil in 1979 as the Figueiredo Government tilted
more towards export oriented policy.

1/ An exception here is Brazil and Colombia for coffee.



25 External shocks

a. Change in oil price - doubling in 1979.

b. Commodity boom in 1late seventies, most notably
coffee and sugar.

Ce Surge 1n interest rates in late seventies with
unexpected debt-servicing burden on many countries.

~de Slowdown in industrial activity in industrialized
countries in the late seventies with a concomitant
depressing effect on ex post prospects for LDCs.
This has unexpectedly reduced the volume of
nontraditional exports while simultaneously
depressing the terms of trade.

B. Need for Adjustment

3. For the catalogue of shocks listed, the need for adjustment
should best be established at the individual country level but do have a
number of common features.

o Internal
4, First the internal shocks are considered. Major negative
weather effects constitute a one time income 1loss. This may be

compensated for financially by a number of schemes but to the extent
that the income loss is not recoverable the economy needs adjustment.
Although often treated similarly by theoreticians, a good weather impact
often works its way through the economy before Government and the
appropriate authorities react. This is typically manifested in higher
consumption expenditure. If this type of shock 1is anticipated at
regular intervals then a national or international style of stabiliser
fund may be needed.

5. Political changes do mnot of themselves need economic
adjustment. However if they are accompanied by income loss or changes
in non—-economic objectives (e.g. increased concern for security) then
adjustment "is needed.

6. Autonomous policy shifts may themselves trigger economic
changes which in turn will need adjustment. However this again nceds to
be considered at the specific case level.

7. For the most part internal shocks are not considered further
except to the extent that some induce effects similar to those produced
by external shocks. These can then be treated in that framework.




o External
8. Change in oil prices induced a loss of income in oil importers

and vice versa. This requires adjustment both to the income loss and
the new relative prices otherwise balance of payments, government
deficits for example could become untenable.

9. Commodity boom resulted in dramatic increases in foreign
exchange reserves. Without adjustment the 1level of reserves would
exceed what prudent policy would suggest and the country. would forego
some growth possibilities. For a dramatic fall in commodity prices
reserves levels may need to be supplemented by external borrowing.

10. Interest rate increases for borrowers tend to make it more
desirable to cut back on new investments needs until rates are more
favorable. Thus scome investment gestation periods might be extended
while the less promising (on a return to capital basis) might be
postponed. If these adjustments were not made then one could be left
with unviable (financially) investment projects and possibly also a
liquidity problem.

11. Slowdown in industrial activity poses bleaker prospects for
exports. If a country fails to adjust, then they will be left with
excessive stocks.

12. Rising protectionism basically means that an exporter is
facing lower prices for its exports if it is to continue competing. If
it does not adjust, then its share in the corresponding market will
fall.

C. Adjustment Needs

13, Some of these factors —-- most notably the oil price increase
of 1979 -- require changes in domestic policies in the affected
countries in order to permit the appropriate long-term adjustments.
Others, such as the current recession, are clearly temporary and do not
require permanent policy changes.

14, Some developing countries have undertaken the necessary and
painful domestic economic policy shifts in order to adapt to the
changing international economy. Despite their efforts, the current
worldwide recession is preventing the resumption of growth that they
would otherwise have experienced. In a few cases, difficulties have
been compounded because of unusual domestic circumstances, such as poor
crops due to weather. Foreign exchange earnings are failing to rise or
even declining, and imports are being cut back to honor debt servicing
obligations while maintaining balance of payments equilibrium. As a
consequence, these countries are being forced to cut back domestic
investment programs and hence reduce growth prospects despite the fact
that their underlying economic policies are essentially sound and that
it is the current recession that underlies their difficulties. Although



countries which have not sufficiently adjusted their domestic policies
are also experiencing grave difficulties, those problems would still be
present in significant degree (although to a lesser extent) had abnormal
circumstances not affected their situation.

15. As unfortunate as this poor performance is in itself in the
countries which have undertaken adjustment measures is in itself, the
situation 1s creating strong political pressures in the affected
countries for a reversal of policies. When painful domestic policies
have been adopted, and the domestic economic situation fails to show
marked improvement, opposition to those measures rapidly intensifies.
In the current environment, the risk is not only that growth will
temporarily be slow, but that the policies so painfully adopted will be
reversed before they have begun to pay off.

16. In normal times, many of these countries would have been able
to tide over the temporary shortfall in foreign exchange earnings by
resorting to the private international capital market. Because the
difficulties they are experiencing are temporary, that additional
borrowing would have realized a relatively high rate of return and hence
have been economically sound.

17. Yet, in the current situation, virtually all developing
countries -- those with relatively sound long-run prospects as well as
those that have failed to undertake the necessary adjustment measures —-
are experiencing difficulty in borrowing in commercial markets: the
commercial banks, apparently reacting to the situations in some
developing countries, have become exceptionally cautious with respect to
all of them.

D. Role of the Bank

18. In this context, Bank-financed projects as well as other
investments are being cut back for lack of necessary foreign exchange.
This is happening both in countries where appropriate structural
ad justment measures have been taken and in countries where they have not
been.

19. The options open to the Bank to assist in this situation are
limited. It cannot extend credit to offset the facilities that might
have been available from commercial banks. Nonetheless, the Bank could
make a difference if it could disperse more rapidly or extend fast-
dispersing credits that would permit continuation of some investment
projects in countries which have undertaken satisfactory adjustment. To
do so would naturally require careful assessment of the adjustment
programs undertaken in individual countries, and the extent to which the
policies put in place would have been adequate in a normal international
environment.

20. For these reasons, it is proposed that the Bank temporarily
relax its lending practices in cases where the appropriate adjustment




measures have been undertaken, in order to permit countries to maintain
Bank-financed investment projects that are otherwise being curtailed.
(This paragraph to be expanded by ES and staff).

21, To do this requires a means of discriminating between those
countries which have undertaken the necessary adjustments to a
satisfactory extent and those which have not. To be sure, no country’s
economic policies are beyond reproach, but there are significant
differences in the extent to which countries have tried to adjust and
have appropriate economic policies. In many cases, it seems evident to
all observers that, had the international economy not experienced the
current recession with the maintenance of high real interest rates
and/or had the international capital market not cut back
indiscriminately on new lending, countries’ policy changes would have
been sufficient to permit them to maintain an adequate rate of
investment consistent with balance of payments equilibrium. In others,
however, it must be recognized that domestic economic policies are not
realistic, and that difficulties would be experienced even in a more
healthy international economic environment.

22. Rather than rely entirely on judgment to determine eligibility
for supplemental financing, some indicators of the degree to which
policies are realistic and appropriate are used. Ideally these would
include: the appropriateness of the level of the real exchange rate;
the extent to which measures have been taken to adjust the production
structure to generate additional export earnings to finance imports; the
behavior of the government budget and monetary policy; the realism of
policies affecting labor and capital costs of individual enterprises;
and the extent to which major distortions in the domestic economy (such
as agricultural pricing policy and pricing policies of parastatals) are
either relatively minor or are being corrected.

23. These factors are the ones that have entered most prominently
into discussions of structural adjustment in policy dialogues with
individual countries. They are also the ones that have been most
frequently identified as crucial for countries in their adjustment
efforts. Inappropriate policies in these respects have, when
sufficiently unrealistic, been shown repeatedly to reduce prospects for
sound economic growth, even when the international environment is
favorable. Thus, countries which have failed to adopt realistic
policies with respect to these factors would in all likelihood have
experienced unsatisfactory growth even if the international economy was
more healthy.

E. Preliminary Analysis

24, A sample of 47 countries are chosen. These should not be
considered exclusive candidates. For these an attempt 1is made to
represent policies and performance over the period 1978-1981. From
these a classification of countries is developed which in general terms
might be considered strong, average or weak candidates. It must be



emphasized that this approach is limited in many ways, both in terms of
the 1list of countries indicators chosen and tentative rankings
developed. - Inevitably one must look at the individual country and
examine the policy and performance there in the light of that country’s
particular econonic, social and political milieu.

F. The Sample Countries

25. The 46 countries are listed in Table 1. They are broadly
representative of three classes of developing countries;- low income,
middle income non-o0il economies, and oil exporting economies. For each
of these countries we summarize selected economic indicators. These
indicate to some degree the effect of policy on exports, imports,
government, debt and domestic resource mobilization over the period
1978-1981.

26. Ideally one would like to isolate specific policies and the
response to them. This is especially important when the response time
may vary and inevitably it is extremely difficult to disentangle the
contribution of various elements of policy to the overall response. 1In
this work this issue is finessed to some extent by focussing on
performance rather than instruments.

27. The indicators chosen are listed in Table 2. For the,sample
panel these indicators were calculated for each of the years,= 1978,
1979, 1980, 1981, subject to data availability.

28. Ideally one would also like measures of real wages, production
costs, relative price shifts to clarify %?e pattern of adjustment.

Suitable data is not at the present writing.=

G. Discussion of Indicators

29. Each country is given a rating for each indicator.
+1 positive - good
0 average

-1 negative - poor

N.B. The indicators are to be interpreted in terms of the overall
objective of the study, i.e., to identify candidates for supplemental
financing.

30. The ratings are assessed vis-a-vis the country
classification. There are three classifications as noted earlier:

1/ Except 2 AGR, for which a period 1970 to 1980 is chosen.

2/ This may be collected in the next few weeks.



a. Middle income non-oil
b. Low income non-oil
C. 0il exporting

31. The overall rating at this stage seeks to identify outliers
primarily so that for a number of indicators, many countries are given a
0 rating. Preliminary results are given in Table 3. Note that the
performance indicators indicate change from 1978. For many indicators
data was not available. This may change the final ratings.
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Table 1: THE SAMPLE PANEL

Country Population copP Average Annual Growth Rate
(millions) 1980 1970-1980
US$ eil. Agriculture
All developing countries
(Sample Countries Only)
Non-oil economies
Middle income ncn-ofl 733,439
East Asia and Pactific
KOREA 38.2 58,246 9.5 3.2
PNG 3.0 2,583 23 -
PHILIPPINES 49.90 35,485 6.3 4.9
THAILAND 47.0 33,448 7.2 A7
Middle East and No. Africa 23,276
JORDAN 3.2 2,724 a8/
MOROCCO 20.2 17,940 - 0.8
YEMEN, A.R. . 7.0 2,612 3.7
Africa, South of Sahara 35,686
CAMEROON 8.4 5,954 3.8
IVORY COAST 8.3 10,490 3.4
KENYA 15.9 6,992 S.4
SENEGAL 5.7 2,848 3.7
ZAMBIA 5.8 3,787 1.8
ZIMBABWE 7.4 5,615 -0.5
Southern Europe 140,388
CYPRUS 62.0 2,135 1.0
PORTUGAL 9.8 24,076 -0.9
TURKEY 44.9 56,886 3.4
YUGOSLAVIA 22.3 57,291 2.8
South America and Caribbean 404,327
DOMINICAN REP. 5.4 7,016 3.1
ARGENTINA 27.7 79,745 2.6
BRAZIL 118.7 248,592 4.9
CHILE 11.1 27,462 243
COLOMBIA 26.7 33,508 4.9
URUGUAY 2.9 8,004 0.2
JAMAICA 2.2 1,848 0.7
Low Income non-oil 509,815
Low Income Asia . 481,106
CHINA 976.7 282,993 3.2
INDIA 673.2 159,233 1.9
Other Low Income Asia 38,880
BANGLADESH 88.5 11,142 2.2
PAKISTAN 82.2 23,712 2.3
SRI LANKA 14.7 4,026 2.8
Low Income Africa 28,709
ETHIOPIA 31.1 4,088 0.7
GHANA 11.7 3,718 -1.2
MADAGASCAR 8.7 3,265 0.1
SUDAN 18.7 6,760 2.6
- TANZANIA 18.7 4,930 4.9
ZAIRE 28.3 5,948 1.2
011 Exporting Economies 475,229
INDONESIA 146.6 69,802 6 3.8
MALAYSIA 13.9 23,836 8 5.1
SYRIA 9.0 12,823 0 8.2
North Africa 71,479
ALGERIA 18.9 39,875 0 3.1
EGYPT 39.8 22,900 4 2.7
TUNISIA 6.4 8,704 5 4.9
Africa, South of Sahara 82,011
NIGERIA 84.7 80,262 0.8
CONGO, P.R. 1.6 . 1,749 1.7
Latin America and Caribbean 215,278
ECUADOR 8.0 9,709 8.8 2.4
MEXICO 69.8 186,331 5.2 2.3
PERU 17.4 19,238 3.0 -

a/ 1971-1980
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10.
11.
12.

13

14.

15'

16.

17.

NOTE:

GDGR
AGR
XGR
MGR
X/GDP
M/GDP
NCT/GDP
WR/GDP
AB/GDP
GDI/GDP
KAP/CUR
GDEF /GEX

MD/GDP
DSR
PRIV/OFF

PMAT

(RES/M)

Table 2: INDICATORS

GDP growth rate, constant 1980 prices, USS$

Agriculture sector growth rate, constant 1980 US$
Exports of goods and NFS growth rate, constant 1980 USS$
Imports of goods and NFS growth rate, constant 1980 US$
Exports of goods and NFS as share of GDP

Imports of goods and NFS as share of GDP

Net current transfers/GDP

Workers remittances/GDP

Absorbtion (C+I+G)/GDP

Gross domestic investment/GDP

Government capital/current expenditure

Government deficit/government expenditure

Demand, time and savings deposits (lines 24 and 25
of IFS)/GDP

Debt service ratio: (interest + amortization on
MLT)/exports of goods and non-factor services

Private guaranteed ratio of commitments to official
commitments

Maturity of assets of private banks, in the group of
"10" vis-a-vis LDC’s: ratio of those one year or less to
total

International reserves plus gold as months of imports of
goods and services

in current prices unless indicated.
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Table 3:

PRELIMINARY RATING OF COUNTRIES

Positive Indicates Good Candidates For Lending

-3, -2 -1 0 1 2 3 4 -5
CHILE GUANA  MADAG <RIl CHINA 1 NDir 76A( SUDAN PAKIS, RAN.-DESH  MEXICO
SY2:1A  YeweN  ETHIR.  TANZANR  1v-Conit MALRYSH  ToRMw  TUVAYA  KoReft
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I. Introduction

1. The international economy remains in the grip of an economic crisis
and there is still little evidence on which to base hopes for an early
recovery. Reflecting the growing interdependence of the world economy, the
industrial countries of Europe and North America, the newly industrialized
developing countries, the lower—income countries of Africa and Asia and the
major oil-exporting nations have, with few exceptions, been hard hit by the
recession. The Bank”s borrowers are almost all experiencing serious economic
difficulties, reflected in reduced or even negative growth of income, and also
in foreign and domestic savings. The adjustment process following the shocks
of the early 1970"s was facilitated by the ready availability of a large
volume of commercial capital on reasonable terms, as well as increased aid
flows. This time there is no growth in aid, and commercial capital, when
available, entails record high real interest costs. Many Bank borrowers are
being forced to reduce both public and private recurrent and capital expen-—
diture, disrupt investment programs, delay the completion of high priority
development projects and reduce the level of maintenance of infrastructure.
Bank financed projects have been directly affected by these pressures.

2. What can the Bank do in the face of this exceptional loss of develop—
ment momentum? While the IMF and the commercial banks are the major sources

of financial support to meet short-term needs, the pressing development



requirements of borrowing countries argue strongly for an extraordinary effo

by the World Bank. A World Bank Action Program is proposed for the next 24
months to assist those borrowers making a determined effort to undertake the
difficult measures needed to sustain development despite adverse external
circumstances. Without lowering standards or weakening portfolio quality, the,
Bank proposes:

(a) to accelerate disbursements under existing and planned loan
commitments, in order to maintain project momentum;

(b) to substitute high priority and fast disbursing operations thdt
support structural adjustment and policy change and the
maintenance of crucial infrastructure for lower priority and
slower disbursing operations;

(c) to provide more advice on the design and implementation of
appropriate policies, including the reordering of investment
.priorities; and

(d) to urge that other lenders make similar efforts.

3% This paper presents a diagnosis of the current world economic
situation and its impact, and then presents the Action Program we propose to
undertake and the implications this program has for the Bank”s finances and

staffing. 1/

1/ 1IFC has also considered how it can help in this situation. In addition
the same constraints that IBRD/IDA financing faces, the IFC has two

more: 1its disbursements are very small relative to country needs, and i
can only disburse along with private investment which, in the present
situation, has been drastically reduced. Nevertheless, the Corporation
seeking to promote export oriented and/or quick disbursing projects, and
is taking steps to help companies in its portfolio that are in difficult



IT. The Current World Economic Situation and Problems to be Met

A. The World Economic Situation

4, The world economic recession is exceptional in its severity and its
duration. World trade and production have stagnated for longer than any other

period since the Bank started operations. Slow growth and sustained high

interest rates in the industrialized countries have resulted in much reduced
growth in the developing countries.

5. During the 1974-75 recession, a large amount of private capital was
quickly recycled through the banking system to the o0il importing developing
countries, and official capital flows were increased. Thus, these countries
were largely able to maintain their pace of development until OECD growth
recovered. Grow;h in the developed countr;es recovered by 1976, and current
account deficits of the 0il importing developing countries declined from a
peak of about 5% of collective GNP, to about 2%, roughly equal to average pre-
1973 levels. Rapid growth in the oil exporting countries helped maintain the
demand for exports from developing countries. Sustained growth in the
developing countries helped advance the process of adjustment to higher energy
prices.

6. Since 1980, current account deficits have averaged about 5% of GNP

for the oil importing developing countries as a group, and began to be reduced

only slightly in 1982. Their current account deficits are likely to be
significantly smaller in 1983 as growth slows down further. This reflects not
a successful adjustment process, but reduced access to commercial credit by
developing countries made less creditworthy by a large accumulation of debt

and a stagnant world economy. Unlike the post 1974-75 recovery period, there



has been no increase in official assistance, and the oil exporting countries
have also experienced significant problems causing them to reduce growth and
their demand for imports. Moreover, the late-1979 and early-1980 oil price
increases added to already existing inflationary pressures in many developed
countries. In an attempt to control this inflation, some of the larger
countries adopted deflationary policies which slowed growth and raised
interest rates. The present recession has thus aéen unusual in that record
high real interest rates have added to the adjustﬁent burden of the developing
countries. Up to 1978 most developing countries” debt was contracted at fixed
interest rates, so increasing inflation lowered their real debt burden; the
move to variable interest rate borrowing eliminated this windfall gain.
A The task of restoring growth in the OECD countries now appears to be
more difficult than initially appreciated. Although OECD growth rates fell
f;om.g:éz in 1979 to i;%i in 1980 and 1.2% in 1981, it was expected that there
would be a strong revival in the second half of 1982. Current OECD forecasts,
however, have been revised downwards and show only a weak recovery in the
second half of 1982. As a r?sulg, oxerall OECD growth is expeéted to be

- O * )
negative for 1982 as a whole (-.ZZ;EIwith uncertainty about recovery in 1983

(1.5% now forecast compared to 3.0% a year ago). Indeed, recovery may be

delayed to 1984.



Table 1: Changes in Real GDP 1973-82

(percent)

Industrial Developing Countries

Countries [WF 0il Exporters Net O0il Importers
1960-72 (annual average) IL;—'}:L 4.9 "3 Be7 SN 5.7 t%
1973 8«2 L3 8.6 G 7.1 wa
1974 0.6 o.¢ 7.0 33 5.6 1Y
1975 0.6 -6 4,0 G 3.6 39
1976 5+2 .0 7.6 g0 5.3 Swo
1977 il 4.0 3w 2 .4 53 G.o
1978 3.9 st 546 ‘;"n 5.3 (i
1979 32 3.0 8:5 o 32 w4
1980 1.3 12 4.9 19 4.2 2@
1981 1.2 k2 -2.0 a B a8 3.0
1982(preliminary estimates) [-0.2] ©% [1.0] 3ele [ls3] Q.
1893 ( @arwante ) L3 XY 3.9

Source: World Bank for 1960-81; OECD estimates for 1982.

8.

resulted in a slowdown in the growth of world trade. The 1982 GATT Annual

The decline in the level of demand in the industrial countries has

Report shows an unchanged volume of trade during 1981. This trend is likely

to continue through 1982. Imports by the OECD countries have declined in

volume terms during the past three years. The most dramatic changes, however,

have been in the OPEC countries, where export volumes have declined by an

average of about 15% per year from 1980 to 1982. This reflects both a short-

term drop in demand in industrial countries as a result of the recession as

well as the longer—term impact of higher prices and greater conservation

fo &% vargra ™V
measures. As unemployment has risen in developed countr1es<\there has been

growing pressure for protectionist actions often aimed at imports from

developing countries. As a result, the real growth of exports of the oil-
3.
importing developing countries is expected to be only about 27 in 1982, and

G5 ' 1693,
perhaps even lower in 1983.
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9. The current slump in the world economy has led not only to lower
growth of exports from the oil importing developing countries, but also a
simultaneous worsening of the terms of trade. While these countries have
benefitted recently from}lower oil prices, reduced inflation in manufactured
imports, and lower interest rates, these beneficial effects have been more
than offset by steep declines in primary commodity prices. The Bank”s overall
index of 33 commodity prices, for instance, shows a 25% drop in nominal terms
between 1980 and 1982, with the most dramatic changes occurring in prices
received for sugar (-69%), cocoa (-32%), and copper (-32%Z). The overall terms
of trade for the non-0il countries declined over 6% in 1980, and about 4% eaeh

QLoch o
inlfhe years 1981 and 1982 (see Table 2).

10. Declining terms of trade and slower growth in exports have neces-

sitated reductions in developing countries” import growth. Compared with the

average of over 6% during the 1970s, non-oil developing countries” imports
have grown at little more than 2% per year during the past three years. The
most seriously affected have been the low—income countries, which have had to
reduce import levels for three years running. Less severely affected have
been the o0il exporting countries, which have generally been able to maintain

MO1AY \%30
import growth despite falling export volume, due to{égproved terms of trade

and greater access to capital markets. Even these countries began to feel the
gyl
pinch in 1982, when the terms of trade began to move against them, and access

to capital markets became more uncertain.



Table 2: Changes in Terms of Trade

1979 1980 1981 1982 wvF 1983
Industrial Countries -2.4 ~ -7.8 - =Gl = 1415 = [0:.5]%
Developing Countries
0il Exporting 29.1 » ¥ls5 ¥ 104~ -1.0~ [-2.0] ¥
Non-0il -0:3 ¥ -6:2 ¥ =3 3 —3:5 7 [F240) ==
Low-Income y ' =247 -8.3 -249 -0.5 [-2.0]
1 “ VMF ﬁ\‘m’;ciﬁ/‘ =i\ 82 = e -10:8 -3¢ S

Source: 1979-82 IMF (preliminary estimates); 1983 estimates based on OECD.
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11. ’ During the initial years of the recession, the developing countries,
particularly the oil exporters and newly industrialized countries (NICs), were
able partially to offset adverse external events by increased borrowing
(st 0w Long —Levan ) Mom -oiC

abroad. As a result, total[ﬁebt outstanding of{developing countries rose from

¢ Hoo N oo Yo g
about $350 billion in 1979 to about $530 billion in 1982.1/ Only one=thixd
(860 billion) of the increase came from official sources, the rest from
private sources, chiefly commercial banks. In the early years, the commercial
banks were keen to continue to recycle OPEC surpluses. As the recession
continued longer than anticipated, however, countries which had borrowed
heévily found it increasingly difficult to manage their heavy debt burdens,
especially those that had borrowed on shorter maturities. This was
particularly true of the oil exporters and NICs, whose creditworthiness was
based on expected continued growth in export earnings. The continuation of
high real interest rates further increased the burden of the now sizeable
portion of.the debt contracted on variable interest terms. In 1981, 13

countries had to undergo debt reschedulings, and the situation worsened

further in 1982 with concurrent problems being experienced

1/ World Bank/EPD data. OECD estimates a total of $626 billion, but covers
countries not included in the EPD data base ( e.g., Spain, Saudi Arabia,
Iran, Iraq).



by those countries in which the commercial banks were most heavily exposed
(Argentina, Brazil and Mexico).

12, The threat of a world financial crisis caused by a simultaneous
default of the developing countries and a collapse of the major money center
banks seems to be passing. Policy reforms, bilateral and IMF assistance are
easing the short-term liquidity problems for the major debtors, although many

of the underlying problems remain. Nevertheless, the aftermath of the "debt

crisis” of 1982 is to make the commercial banks, especially secondary and
regional banks, more wary of lending to developing countries in general, and
more appreciative of the kinds of risks these countries face in the inter-
national environment. As a result, developing countries are being forced to
reduce imports, investment, and the pace of overall development.l/

B. Country Experience: Macroeconomic Impact

13. There is considerable variation in the impact of the international
situation on individual countries, but there are also broad similarities.
Most countries have experienced, in varying degrees:
= cutbacks in investment plans and the slowdown of on—going
projects because of shortages of domestic and external funds;
= import reductions because of limited borrowing opportunities and
foreign exchange reserves;
= falling government revenues, due to declining economic activity,
the stagnation in trade, and the difficulty of imposing new

taxes during a recession;

l/ A more detailed analysis of the current world economic situation will be
presented in the WDR 1983 and the IMF”s World Economic Outlook for 1983,
both of which are under preparation.



= falling or stagnant export earnings while debt service payments
have been rising;
= shortages of funds to finance the operation and maintenance of
existing facilities.

14. Many countries, such as Malaysia, Pakistan and the Ivory Coast, had
been growing satisfactorily before the current crisis, but now face the
prospect of a reduction in growth and investment because of reduced foreign
exchange earnings and access to foreign capital. In the Ivory Coast, for
instance, investment expenditures have been reduced by 407 in real terms over
the last three years, and the bulk of the present investment program entails
the completion of on—going projects. Lower prices for coffee and cocoa have
not only lowered export earnings, but also reduced the Ivory Coast”s credit-
worthiness and access to private capital, while its high per capita income
generally precludes it from receiving concessional assistance. Borrowings
from the IMF already total 380% of quota.
15. Some countries, of course, were facing severe problems even before
the current recession (e.g. Argentina, Bolivia, Sudan, Zaire), largely because
of weak economic management, poor investment decisions, and excessive external
borrowing. The present situation has added to their difficulties and made
ad justment even more difficult.
16. Many countries have encountered problems because a high proportion of
government revenues is derived from tariffs on foreign trade. Such revenue
sources constitute about 487 of central government revenue in Pakistan and 70%
in Liberia. In Thailand, declining revenues have resulted in a rise in the
government”s budgetary deficit from an expected 2.4% to 5.3% of GDP for 1981-
82. Despite new revenue measures enacted by the government in this fiscal

year, and 5% domestic inflation, revenues were 18% lower than expected and



only marginally higher than the previous year. In Malaysia, total customs
revenues in 1982 were 247 less than anticipated, while debt service was 237%
higher than budgeted. As a result, there was a 12% reduction in development
expenditures.

175 The low income countries, particularly those in Africa, have been
especially vulnerable to recent events. Togo is an example of a low income
country in serious difficulties, although its problems predate the current
recession. High phosphate prices in the mid-70s led it to launch a large and
poorly designed investment program which produced few benefits and an enormous
debt burden. While debt reschedulings have helped reduce this burden, a 227
drop in phosphate earnings, combined with lower prices for coffee and cocoa
exports, have worsened the situation. Debt service now counstitutes 40% of
export earnings and 50% of government revenues. Public investment has been
cut 65% below its 1978 level, and current expenditures in 1983 will have to be
reduced by an additional 15% in real terms as part of a further adjustment
program.

18. Many countries are taking steps to adjust to the adverse
international circumstances. In Nigeria, for instance, a package of measures
adopted in April 1982 led to better customs administration, higher import
tariffs, increases in interest rates and gasoline prices, a reduction in the
planned level of development expenditures by 407 and a ceiling on external
borrowings.~ These steps, however, fail to come to grips with the longer term
structural issues in an economy highly dependent on petroleum exports and
lacking alternative export or public revenue sources.

19s Latin American countries have been particulary affected by the
reduction in access to new commercial credits. A number of countries facing

serious debt problems have adopted IMF stabilization programs and secured IMF



assistance. While these programs vary somewhat among countries, those for
Mexico, Brazil, Argentina and Chile have broad similarities; limitations on
the size of goverment deficits, controls on foreign borrowing and domestic
credit creation, the establishment of realistic exchange rates and the
reduction in exchange controls. But the result of these austerity measures
is likely to mean slower growth, or even no growth at all, in these countries
in 1983.

20. In the case of Mexico, for instance, the Government has agreed to
reduce its budgetary deficit from 16.5% of GDP in 1982 to 8.5% in 1983, to
limit the growth of new foreign borrowing, and to adopt a series of revenue
measures that includes higher prices for government services, higher téxes,
and reduced subsidies. In support of the Mexican program, the commercial
banks have agreed to restructure about $19 billion of existing debt. It is
estimated that net new financing of $7 billion will be required in 1983 to
ensure that the adjustment program is adequately financed. Of this amount $5
billion is being sought from the'comﬁercial banks and $2 billion from official
sources. While these measures will help, Mexico still has major structural
problems to confront.

214 The severity of the current world recession carries with it the
danger that countries will be unable to carry out previously initiated
programs of economic reform and structural adjustment. In Pakistan, for
instance, a number of steps have been taken since 1977 to restructure the
economy along more viable lines and lay the groundwork for long term growth.
Higher agricultural prices have stimulated food output, and some agricultural
subsidies have been eliminated. Higher water charges have increased the funds
available for the operation and maintenance of the irritation system, while

the investment program in irrigation has been reoriented toward projects



having short gestation periods and higher yields. The biases of the trade
regime have been reduced through better incentives for exports and a phased
program of import liberalization. Greater private sector involvement has been
introduced into the manufacturing and energy sectors, and energy prices have
been made more realistic.

22, While these reforms have been supported by the Bank (a SAL) and the
Fund (an EFF), much more needs to be done. In the past year, although the
value of Pakistan”s imports incfeased by 2%, the current account deficit
increased by 54%, principally due to a sharp decline in agricultural export

prices and slower growth in migrant remittances. 1In addition, net disburse-

ments of official assistance have continued to decline over the level received
in the mid-70s. Without further support by the Bank and Fund, it will be
difficult for the government to carry out its structural adjustment program.
23, Almost all countries now face difficult decisions as they attempt to
trade-off reductions in investment programs with imposition of new financing
measures or greater external borrowing. There is always the danger that in
choosing among these alternatives, countries will tend to eliminate government
programs in human resources and the social sectors which have the most
beneficial impact on the poor. If followed, such an approach could have a
very adverse impact. on long-term growth and social stability.

C. Country Experience: The Impact on Bank-Financed Projects

24, Bank assisted projects have not been immune from the pressures on

governments” investment programs. A recent Bank report on project

implementation lj notes that the impact of the worldwide recession on

1/ Draft FY82 Report on Project Implementation and Sﬁpervision, (12/28/82).



developing countries and their difficulties in making the necessary
adjustments in their economies are reflected in increasing delays in the
implementation of projects; these economic problems affect adversely the
entire process of policy decision making, as well as the ability of the
governments to provide adequate managerial and financial resources. The
report estimates that 367% of all Bank/IDA projects suffer from financial

problems, largely related to the inability of borrowers to provide adequate

counterpart funds.

25, In Bolivia, for instance, an education and vocational training
project approved in 1977 is still only 537% disbursed because of continued
shortages of counterpart funds. The local funding problem has become even
more difficult in the past year because of the recent Peso devaluation and

high inflation. Only about 25% of the amount required to complete the project

has been allocated in this year”s budget. Similar problems have been
encountered with ﬁhe Bauchi State Agricultural Development Project in
Nigeria. Counterpart funding for this project has been running at about half
of the expected rate, and is barely adequate to cover recurrent cdsts; conse-
quently most development work has ceased. Large amounts of earthmoving
equipment previously purchased under the project are lying idle because of the
lack of supplies and raw materials. Engineering staff are beginning to leave
the project because of underemployment and low morale. While the Bank has
taken steps to accelerate disbursements, potential benefits will continue to
be foregone until adequate overall financing is assured.

26 The current world situation has affected Bank projects in a variety
of other ways. Because of depressed internal conditions, some Bank-financed
Industrial Development Banks have expgrienced reduced profitability and/or

increasing loan arrears, as in projects in Korea, the Philippines, Colombia,



and Kenya. Agricultural projects expected to produce goods for exports have
been affected by declining commodity prices, e.g., projects in sugar (Jamaica,
Dominican Republic), iron ore (Mauritania), and tobacco (Tanzania). Many
projects have been impeded by the shortage of foreign exchange to import
required fuel and spare parts for project operation, as well as the shortage
of counterpart funds. External financing problems have had a direct impact on
two steel mill projects in Brazil. High interest costs and reduced access to
foreign capital markets, as well as weak internal demand for steel and lower
than expected government contributions, have resulted in these projects coming

to a halt.

ITII. Bank Response An Action Program

A. Scope and Objectives

27, This review indicates the severe development problems faced by an
array of developing countries as they curtail expenditures and levels of
economic activity to meet the current crisis. Bank Group lending is not, of
course, designed to deal with short—term liquidity problems which are the
proper focus of the IMF and the commercial banking system. There is, however,
an impelling need for the Bank and others to make an extraordinary effort
urgently to provide our borrowers with complementary financial assistance and
policy advice. The main objective is to help these countries sustain high
priority development activities and hence avoid the erosion of future growth
prospects.

28. A World Bank Action Program is proposed, concentrated on achieving

results over the next two years. The Program entails an acceleration in the

disbursements on existing loans, a shift in the pattern of new commitments in



favor of fast disbursing operations, and a proposal for a modest increase in
the volume of new commitments, thereby helping maintain development

momentum. The Program will focus on those Bank borrowers with the greatest
need and which have also made a determined effort to implement appropriate

ad justment policies. The eligibility criteria of need and performance will be
evaluated and applied through the Bank”s ongoing country economig and sector
work. We expect that the bulk of the financial resource transfers -will go to
countries which have sought to correct exchange rate and internal price
distortions and where the overall management of public resource mobilization
and use is satisfactory. Associated with the Bank”s financial resource
transfer will be an enhanced program of economic and sector work and other
forms of technical assistance in areas in which the Bank”s cross—country
knowledge and experience may offer a comparative advantage. The Bank will also
take the initiative in grging other lenders to support these initiatives
through parallel actions of their own.

29 Accomplishing these objectives will require a number of adjustments
in certain Bank practices and procedures. The suggestions, described in the
following section of this paper, are not radical departures but are intended
to encourage the expanded use of practices and mechanisms used sparingly in
the past. While not free from risks, these actions, which would be tailored
specifically to meet country requirements, do not entail lowering Bank
standards in terms of macro economic and sectoral policy conditionality, or
creditworthiness and portfolio quality or project related conditions; they are
designed to permit a more flexible response to the varied needs of Bank
borrowers confronted by extremely difficult economic circumstances.

30. ° The Action Program is intended to apply to all eligible World Bank

borrowers, of which the IDA countries are most in need. However, due to the



severe shortage of IDA resources, the Program is likely to have only a very
limited financial impact on IDA borrowers, most of which already benefit from
many of the mechanisms described below. Increasing the volume of IDA
resources available for commitment is Management”s highest priority.

B. Major Elements of the Program

31. (i) Expanded Structural Adjustment Lending. Since 1979 structural

ad justment lending has been a valuable Bank tool for helping borrowers design
and undertake major structural changes in their economies. Rigorous perfor-
mance criteria have been matched by substantial amounts of quick disbursing
assistance. SALs have provided an excellent opportunity, in the limited
number of countries that have so far met the required standards, for enhanced
policy dialogue on broad economic and sectoral policies.'

32 Major efforts are underway to develop and gurther extend SAL
programs, and several additional countries are likely in the near future to
adopt policy reforms that will satisfy established SAL performance criteria.
Where possible and desirable as part of the program of facilitating major
policy changes, SALs will be increased in size to provide enhanced resource
transfers over the next two years. When analysis of the country circumstances
suggests it would be appropriate, the share of SALs in the total country
lending program may as a result rise above the present country average of
about 30%. This will reinforce the importance attached by the Bank to policy
reforms which are fundamental to meeting development objectives and increasing
creditworthiness. If, and when, it appears that the increase in SAL commit-
ments will exceed 10% of the Bank”s lending program, Management will so advise
the Board. [If all SAL proposals materialize, the share is likely to reach

10% in FY83 and approximately 15% in FY84.]



33. (ii) Increased sectoral support activities. There are many countries in

which comprehensive SAL programs are not yet feasible or needed, but where
more narrowly circumscribed policy reforms focussed on specific sectors,
subsectors or activities is possible and in support of which the Bank can
provide fast disbursing assistance. Greater use will be made of such lending
approaches as the financing of substantially increased imports of intermediate
goods and spare parts, in order to expand the utilization of avaiiable
capacity and increase production and exports. Examples would be loans for
export development, agricultural rehabilitation, and fertilizer production.
The objective of these operations is to focus on policy reforms and adminis-
trative measures in the specific sector so as to restore financial discipline
and to achieve a commensurate increase in efficiency of production, foreign
exchange earnings or savings. Recent proposals include the Industrial Exports
loan to Mexico, fertilizer loans for Nigeria and India, and an import loan for
agricultural development in Brazil.

34. (iii) 1Increasing the Bank—financed share of project costs. Resources are

fungible within countries, and the level of Bank lending for each country is
based on its needs, overall creditworthiness, performance, the Bank”s port-
folio share, and the availability of Bank resources. The means by which these
funds are transfered is a matter of lending strategy. For example, the Bank
frequently finances less than the full foreign exchange cost of projects in
middle income countries where cofinancing is forthcoming. In other areas, the
Bank finances all foreign and some local costs in order not to skew project
selection in favor of foreign exchange intensive projects, or provide foreign
exchange that is not project-tied in countries with acute balance of payments

difficulties.



355 Decisions about the Bank”™s share of project costs have generally been
guided by the following consideratiéns: (a) it should be sufficiently large
so as to ensure adequate Bank involvement, but not so large as to discourage
borrower responsibility or incentives to raise other resources, both domestic
and foreign; (b) it should take account of the capability of member countries,
particularly the poorest countries, to finance their portion of the project;
and (c) it should acknowledge the need to support innovative projects and
avoid distorting the borrower”s expenditure priorities.

36. As part of the Action Program, modifications in this cost sharing
strategy will be undertaken on a country and project specific basis. The
objective will be the completion‘of high priority projects and programs. The
following techniques will be utilized, with particular emphasis on existing
projects where the impact on resource transfers is greatest.

(a) within.existing loans:

bve 4 fa

(i) change disbursement praetices to disburse more than a
‘proportionate share of the loan in the next two years;

(14) where justified, reduce the scope of ongoing projects but
retain the entirg amount of Bank financing so that the Bank
effectively covers a higher percentage share of costs;

(idd) raise the disbursement percentage under existing loans,
either in conjunctioﬁ with or in anticipation of a
supplemental loan, or as a way of transfering resources
arising from cost savings; in certain cases expenses already

incurred would be financed retroactively.



(b)

(e)

supplementary loans:

where less than full financing has been provided in the past,
we propose to increase the Bank”s share of financing to cover

the full foreign exchange costs, including interest during

appropriately increase the proportion of project cost
financing by the Bank;

where a number of projects in the same country are all
affected by the same externally aggravated problem, make a
consolidated supplementary loan to facilitate the financing
of a greater proportion of costs on a group of loans; each
supplementary loan will carry the same amortizaion schedule

as that of the original loan.

expand financing of incremental recurrent costs in selected

Bank projects, as has occasionally been the case in IDA

operations and maintenance components are to be emphasized in

view of their importance in helping countries better utilize

existing investments and operate and maintain new

financing of spare parts, raw materials, and other inputs
aimed at improving productivity and overall performance will

be given increased emphasis;

(1)

construction;
(11)
(iitl)
for new commitments:
£1J

projects;
(ii)

investments;
(44 )
(iv)

project design will pay increased attention to the oppor-—
tunities for applying user charges or tariffs in ways which
will permit projects to be sustained, and overall fiscal

management issues addressed;



(v) for loans to DFCs, it ﬁs proposed to modify the practice of
concentrating Bank finance on the foreign exchange cost of
equipment, and encourage expanded financing of working
capital, equity and local cost for company rehabilitation
programs.

Implementation of these measures will in some cases require changes in project
descriptions and loan agreements, and will call for expanded use of revolving
funds to assist borrowers in meeting pre-financing needs. In making consoli-
dated supplementary loans special procedures will be devised to handle the
transfer of financial resources to be sure they are effectively utilized
within the next 24 months. Moreover, in pursuit of sound investment programs
some Bank-financed projects will warrant early cancellation. The Action
Program will assist in providing resources quickly to higher priority
activities. Finally, wherever possible, the Bgnk’s internal procedures will
be speeded up, including greater efforts to reduce any disbursement delays on
existing loans. Other improvements are now being studied by an inter-
departmental'task force which will make recohmendations in the near future.

37 Enhanced policy dialogue. The financial contribution,white—net

imsignificantsy is only part of enhanced support the Bank can provide. When
asked, the Bank will help govermments review investment programs and assist in
designing macroeconomic policies, systematize debt information and management
programs, and help restructure development plans and investment priorities in
the light of changing external and domestic developments. SALs, for example,
have provided an important means of drawing upon extensive Bank experience and
economic and sector work and have improved the quality of the Bank”s macro-
economic dialogue with its borrowers. A review of proposed Country Economic

and Sector Work for the next 12-18 months reflects a significant increase in



the number of special economic missions and other vehicles for economic
analysis and policy support which will be an important part of the Action
Program.

38, Bank leadership to encourage action by others. While the Bank”s own

efforts should have a significant impact, the volume of additional resources
that can be transferred is modest compared with total new borrowing by
developing countries. The effectiveness of the Program will be éreatly
strengthened if other international lending institutions and bilateral aid
donors take similar actions. The Bank”s leadership could be an important
factor in drawing others into a joint effort with borrower governments. To
this end, over the next six months, the Bank will take the following steps:
= The President will make one or more major addresses in appropriate
fora in which the background and essential themes of this program are
emphasized and the cooperation of other institutions and nations
sought.
= At future meetings of aid consultative groups, which bring together
under Bank chairmanship officials from borrower and donor
governments, analysis will be provided to encourage similar actions
by all lenders.
= The Bank will explore the need for special meetings with public or
private lenders.
= The Bank will propose that the Development Committee, and Development
Assistance Committee of the OECD, schedule special sessions on this
topic.
39. While the Program described here will evolve to suit individual
country considerations, a special review will be held in 12 months to assess

the impact ehus-sfa¥ of the program and the need for changes. At that time



there will be more information on which to assess the speed of world economic
recovery and the degree to which further special actions will be required.

C. Implications of Alternative Program Levels

40. The various elements of the Program described above offer a range of
opportunities for accelerating disbursements and the provision of policy
advice to needy borrowers. While precise figures and details on the most
appropriate timing and mix of operations will need to emerge from'intensive
discussions with borrowers, the summation set forth below derives from a
country-by-country and region—by-region review of current and potential fast-—
disbursing lending activities. Based on this review, two broad options are
presented: Option I entails a program of accelerated disbursements within the
planned levels of IBRD commitments for FY83 and FY84; Option II allows for a
modest net increase in IBRD commitment levels of $1.8 billion above that
originally programmed for FY84.

41. [In assembling estimates of program size, every effort has been made
to accurately reflect Regional judgments on countries which would deserve
special attention on a basis of performance and need, and on the speed at
which actions can be taken. In several cases, however, Regions indicated that
even larger programs than those suggested here could be effectively

implemented. ]



4.2 The two illustrative options are:

Impact of World Bank Action Program

on IBRD Commitments and Disbursements

($§ billion)

Additional Commitments Additional Disbursements
FY83 FY84 Total FY83 FY84 FY85 Total
Option I - - - 5 2 143 0.7 2.2
SALs 0.4 0.4 0.8 - 0.6 0.2 0.8
Sector Activities 0 1. 0.4 (e - 033 0s2 0«5
Cost Sharing 0s.3 0.7 1.2 0=3 0.6 0.7 1:6
Other Projects -1.0 =145 =2.5 -0.1 -0.2 -0.4 -0.7
Option II. - 1.8 1.8 0.2 1.8 Lad 3.7
SALs Ot 0.8 142 - 06 0.6 Ta2
Sector Activities 0.1 1.8 1.9 = 058 0.8 1216,
Cost Sharing 0«5 Qa7 s 2 03 0.6 O 7 1.6
Other Projects ~1.0 =1s5 =245 =041 =2 -0.4 =0, 7
Memorandum Item
n.x
Current Program a/ 10«4 11.9 22.3 7.3 8.5 9.6 25.41

a/ Currently planned commitments PAB, (1/6/83). Gross disbursements are
from 1982 Budget document (5/20/82). Net disbursements to current
borrowers and net transfers are estimated at 5.4, 6.0, 6.4 and 2.7, 2.7,
2.4 for FY83-85, respectively. -




43. Option I involves no increase in commitments above currently planned

levels, but efforts would be made to alter procedures and restructure

operations within existing levels in favor of an accelerated pace of net
disbursements. On this basis, the pattern of the Program would be weighted in

favor of the cost sharing category. The Program would yield an increase in
disbursements of $2.2 billion over the period FY83-85; this represents an Xy 5%”“”
i v 3. ¢
increase of almost 30% in net transfers for these years. :
44, Option II proposes increasing commitments in FY84 by about $1.8
billion over the current planning levels. This would mean additional

A
disbursements of $3.7 billion in the next three years and an increase in net :

transfers by about 50%. This more ambitious Program emphasizes fast ;&“;
disbursing assistance under the categories of SALs and sector activities. The
feasibility of the Program also depends on recipient countries undertaking
appropriate policy adjustment that are associated with SAL lending. We are
reasonably optimistic that these changes will be made. There is some

indication that the availability of significaﬁtly larger resources for SALs

and other fast disbursing programs would help enhance the quality and results

of the policy dialogue, concurrently with the expansion of our country <
economic and sector work.

45, In relation either to the total financing needs of the developing
countries or to the planned IBRD lending program, the financial transfers
implied in tﬁe Action Program - whether Option I or Option II - are
insignificant. However, in relation to the individual- countries which will
benefit from the acceleration in disbursements (and policy advice) the Program

can be critical in providing resources to support the maintenance of existing

infrastructure as well as a restructured high-priority investment program.



47. As noted in para. 30, the Program outlined here will be less
effective for IDA borrowers despite the fact that all of them are seriously
affected by the recession. While major efforts are underway to provide
increased policy support through expanded country economic and sector work in
the poorest countries, the absence of additional IDA commitment authority and
the fact that many of the mechanisms described in paras. 31-36 are less
applicable to IDA countries, will limit the scope of the financial actions
that can be taken within the Action Progrém. For example, while disbursements
planned for future years can be moved forward to finance fast disbursing
credits in FY83-84, the risks of falling short in IDA commitment authority in
future years is very substantial given the current s;ate of IDA finances.
Since cost sharing is already high in most IDA-financed projects, there is not
much scope for expanding disbursements over the next two years. Moreover, the
ability of some IDA countries to come to grips with the complex problems of
sudden sharp adjustment is weakened by the quality of their administrative
structures and small supply of technical expertise, thereby limiting the ease
with which structural adjustment lending can be expanded. Nonetheless, an
effort will be made to accelerate disbursements wherever feasible. A
preliminary estimate is that such an effort could result in an increase of
$250 million in disbursements during FY83-84.

D. TImplications for World Bank Finances, Staffing and Budget

[Being prepared by Finance; will be distributed to OPSC members

separately.]

IV. Conclusions and Recommendations

[To be prepared in light of OPSC discussion.]



ANNEX

[These tables will be revised: they contain
Regional Proposals based on the assumption that

an increase in IBRD commitments in FY83 and FY84

would be feasible.]



Table I

World Bank Action Program

Ad justed Regional Proposals for Bank Lending

(S millions)

Totals by Region

Disbursements

Commi tments

Region FY83 FY84 FY83
East Africa 85 104 -
West Africa 223 100 53
EMENA 380 490 -
LAC 940 970 206
East Asia 450 840 235
South Asia 100 565 45

TOTAL 2176 3069 539

Total (all yrs.) 5247

Totals By Category of World Bank Action Program

FY84

50
174
575

1155
475
360

2789

5765

FY85 (first half)

Structural Adjustment Loans

East Africa 15
West Africa 200
EMENA 250
LAC -
East Asia 100
South Asia =

TOTAL 565

Total (all yrs.)

East Africa 70
West Africa =
EMENA 80

East Asia

South Asia
TOTAL 400
Total (all yrs.)

LAC 250

East Africa -

West Africa 23
EMENA 50
LAC 690
East Asia 350
South Asia 100

TOTAL 1213

Total (all yrs.)

80 -
230 =
300 100
115 =
725 100

1290

Sector Support Activities

100 -
300 -
560 -
100 -
450 -
1510 -
1910

Cost Sharing
24 =

190 =
180 206
440 135

(e}
w

439
2047

Lo
100
200
170

50

75

610
1340

30
50
230
350

170
830
1810

24
145
635
425
115

1349
2615

139
160
295
823
650
370
2437

80
100
50
60
300
40
630

40

50
150
360
100
280
980

19
10
95
403
250
50
827



Table 2

WORLD BANK ACTION PROGRAM

Regional Proposals For Additional Bank Lending

EAST AFRICA
($ million)

Additional
Commi tments
FY83 FY84
SALS
Mauritius 15 =
Kenya = 50
Malawi = 30
Sub—-total 15 80
NSector Support Activities
Zambia (Mining) 70 =
Sub-total 70 -
Cost Sharing
Botswana (Water) = 14
Zimbabwe (DFC) - 10
Sub—-total . = 24
TOTAL 85 104

Additional
Disbursements
FY83 FY84 FY85

=2 ]_5 _
= = 50
o~ - 30
- 1.5 80
o 30 40
= 30 40
- 5 9
- . 10
= 5 19

- 50 139



WORLD BANK ACTION PROGRAM

Table 3

Regional Proposals For Additional Bank Lending

SALs

Ivory Coast

Sub—total

Sector Support Activities

Nigeria (Fertilizer)

Sub—total

Cost Sharing

Nigeria
Ivory Coast

Sub-total

TOTAL

WEST AFRICA

($ million)

Additional
Commitments
FY83 FY84
200 -
200 -

= 100
- 100
23 =
23 _=
223 100

Additional
Di:sbursements
FY83 FY84 EY85
= 100 100
- 100 100
- 50 50
- 50 50
53 18 10
e el sk
53 24 10

%, 174 160



WORLD BANK ACTION PROGRAM

Table 4

Regional Proposals For Additional Bank Lending

SALs

Yugoslavia

Sub—total

Sector Support Activities

Yugoslavia

(Fertilizer Production)
Romania (Export Promotion)
Morocco (Export Production)

Sub—total

Cost Sharing

Turkey
Yugoslavia
Egypt

Tunisia

Sub—-total

TOTAL

EMENA

($ million)

Additional
Commi tments
FY83 FY84
250 -
250 -
80 -

- 200
- 100
80 300
- 70
50 -
- 70
. )
50 190
380 490

Additional
Disbursements
FY83 FY84 FY83
- 200 50
- 200 50
= 80 -
- 100 100
= 50 50
0 230 150
= 30 40
- 30 20
= 50 20
- 35 1.5
= 145 95
- 575 295




Table 5

WORLD BANK ACTION PROGRAM

Regional Proposals For Additional Bank Lending

LATIN AMERICA

($ million)

SALs

Central America
Panama
Peru

Sub—total

Sector Support Activities

Mexico (Industrial Exports)
Brazil (Industrial Sector/
Agricultural Sector)
Central America
(E1 Salvador or Guatemala)
Uruguay (Agricultural Sector)

Sub-total

Cost Sharing

Mexico

Brazil

Peru

Central America
Colombia

Chile

Sub—-total

TOTAL

Additional
Commi tments
FY83 FYB4

= 145
= 50
= 35
= 230
250 -
- 450
- 40
! _70
250 560
200 -
400 150
35 20
30 10
25 -
690 180
940 970

Additional
Disbursements
FY83 FY84 FY85

- 105 40
- 30 20
- 35 i)
- 170 60
- 150 100
- 100 250
- 30 10
= 70 =
- 350 360
163 231 186
- 350 200
- 11 7
30 10 10
= 25 =
13 8 -
206 635 403
206 1155 823



Table 6

WORLD BANK ACTION PROGRAM

Regional Proposals For Additional Bank Lending

EAST ASTA

($ million)

Additional Additional
Commi tments Disbursements
FY83 FY84 FY83 FY84 FY85

SALs
Philippines 50 = 50 = =
Thailand 50 250 50 50 250
Korea - 50 = = 50
Sub—total 100 300 100 50 300
Sector Support Activities
Malaysia = 100 = = 100
Sub—-total - 100 -~ - 100
Cost Sharing
Indonesia = 380 100 200 100
Philippines 100 60 - 50 110
Thailand 150 - 35 75 40
Korea 100 - - 100 -
Sub—-total 350 440 1.35 425 250

TOTAL 450 840 235 475 650
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Table 7

WORLD BANK ACTION PROGRAM

Regional Proposals For Additional Bank Lending

SOUTH ASIA

($ million)

Additional
Commi tments
FY83 FY84 FY83

SALs
Pakistan = 60 =
Sri Lanka = 55 =
Sub-total - 115 -
Sector Support Activities
India (Fertilizer) = 150 -
India (Engineering Exports) = 300 =
Sub—-total = 450 =
Cost Sharing, etc.
India 100 = 45
Sub-total 100 = 45
TOTAL 100 565 45

Additional
Disbursements
FY84 FY85
50 10
25 30
75 40
70 80
100 210
170 280
115 ;Zl
145 50
360 370
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I. Introduction

1. The international economy remains in the grip of an economic crisis
and there is still little evidence on which to base hopes for an early
recovery. With few exceptions, the industrial countries of Europe and North
America, the newly industrialized developing countries, the lower-income
countries of Africa and Asia and the major oil-exporting nations have been
hard hit by the recession, reflecting the growing interdependence of the world
economy. The Bank’s borrowers are almost all experiencing serious economic
difficulties, reflected in reduced or even negative growth of income, and also
in foreign and domestic savings. The adjustment process following the shocks
of the early 1970‘s was facilitated by the ready availability of a large
volume of commercial capital on reasonable terms, as well as increased aid
flows. This time there is no growth in aid, and commercial capital, when
available, entails record high real interest costs. Many Bank borrowers are
being forced to reduce both public and private recurrent and capital
expenditure, disrupt investment programs, delay the completion of high
priority development projects and reduce the level of maintenance of
infrastructure. Bank financed projects are not immune from these pressures,
and disbursement performance has deteriorated as a result.

2 What can the Bank do in the face of this exceptional loss of develop-
ment momentum? While the IMF and the commercial banks are the major sources

of financial support to meet short-term needs, the pressing development



requirements of borrowing countries argue strongly for an extraordinary effort
by the World Bank. A Special Action Program is proposed for the next 24
months to assist those borrowers making a determined effort to undertake the
difficult measures needed to sustain development momentum despite adverse
external circumstances. Without lowering standards or weakening portfolio
qualityfrthe Bank proposes:

(a) to accelerate disbursements under existing and planned loan
commitments, in order to maintain project momentum;

(b) to increase commitments for operations, usually fast disbursing,
that support structural adjustment and policy change and the
maintenance of crucial infrastructure;

(c) to provide increased advice on the design and implementation of
appropriate policies, including the reordering of investment
priorities; and

(d) to urge that other lenders make similar efforts.

[The program is expected to result in an increase of about $5 billion in Bank
disbursements over the next 24 months.]

e This paper presents a diagnosis of the current world economic
situation and its impact, and then presents the Special Action Program we
propose to undertake and the implications this program has for the Bank’s

finances and staffing. 1/

1y The recession has also reduced the rate of disbursements on IFC
supported projects. Since the IFC serves essentially as a catalyst in
financing, it is also limited in the extent to which it can affect
real resource transfers to its borrowers. But within these limits,
the IFC has also been looking for specific opportunities to promote
export oriented and/or quick disbursing projects and is considering
ways of helping countries in its portfolio that are in difficulty.



II. The Current World Economic Situation and Problems to be Met

A The World Economic Situation

4, The world economic recession is exceptional in its severity and its
duration. World trade and production have stagnated for longer than any other
period since the Bank started operations. Slow growth and sustained high
interest rates in the industrialized countries have resulted in much reduced
growth in the developing countries.

54 During the 1974-75 recession, a large amount of private capital was
quickly recycled through the banking system to the oil importing developing
countries, and official capital flows were increased. Thus, these countries
were largely able to maintain their pace of development until OECD growth
recovered. Growth in the developed countries recovered by 1976, and current
account deficits of the oil importing developing countries declined from a
peak of about 5% of collective GNP, to about 2%, roughly equal to average pre-
1973 levels. Rapid growth in the oil exporting countries helped maintain the
demand for exports from developing countries. Sustained growth in the
developing countries helped advance the process of adjustment to higher energy
prices.

6. Since 1980, current account deficits have averaged about 5% of GNP
for the oil importing developing countries as a group, and began to be reduced
only slightly in 1982. Their current account deficits are likely to be
significantly smaller in 1983 as growth slows down further. This reflects not
a successful adjustment process, but reduced access to commercial credit by

developing countries made less creditworthy by a large accumulation of debt



and a stagnant world economy. Unlike the post 1974-75 recovery period, there
has been no increase in official assistance, and the oil exporting countries
have also experienced significant problems causing them to reduce growth and
their demand for imports. Moreover, the late-1979 and early-1980 oil price
increases added to already existing inflationary pressures in many developed
countries. In an attempt to control this inflation, some of the larger
countries adopted deflationary policies which slowed growth and raised
interest rates. The present recession has also been unusual in that record
high real interest added to the adjustment burden of the developing

countries. Up to 1978 most developing countries” debt was contracted at fixed
interest rates, so increasing inflation lowered their real debt burden; the
move to variable interest rate borrowing eliminated this windfall gain.

Ts Efforts to restore growth in the OECD countries now appears to be
more difficult than initially appreciated. Although OECD growth rates fell
from 3.6% in 1979 to 1.3% in 1980 and 1.2% in 1981, it was expected that there
would be a strong revival in the second half of 1982. Current OECD forecasts,
however, have been revised downwards and show only a weak recovery in the
second half of 1982. As a result, overall OECD growth is expected to be
negative for 1982 as a whole (-.2%), with uncertainty about recovery in 1983

(1.5% now forecast compared to 3.07 a year ago). Indeed, recovery may be

delayed to 1984.



Table 1l: Changes in Real GDP 1973-82

(percent)

Industrial Developing Countries

Countries 0il Exporters_gf Net 0il Importers B/
1963-72 4.7 8.4 5+8
1973 652 10.0 5.8
1974 0.6 7.4 5.4
1975 -0.5 Ll 3.5
1976 4.9 10.5 548
1977 4.0 52 5.4
1978 4.0 3.2 5.3
1979 3.6 4.2 4.2
1980 1.3 0.3 3.9
1981 L2 -3.2 1.7
1982(preliminary estimates) [-0.2] [1.0] [1.5]

Note: IMF/WEO data and country classification through 1981; 1982 estimated
from OECD, EPD data.

3/ Includes the group of net oil exporting countries as defined by the IMF.
b/ Excludes China.

8. The decline in the level of demand in the industrial countries has
resulted in a slowdown in the growth of world trade. The 1982 GATT Annual
Report shows an unchanged volume of trade during 1981. This trend is likely
to continue through 1982. Imports by the OECD countries have declined in
volume terms during the past three years. The most dramatic changes, however,
have been in the OPEC countries, where export volumes have declined by an
average of about 15% per year from 1980 to 1982. This reflects both a short-
term drop in demand in industrial countries as a result of the recession as
well as the longer—-term impact of higher prices and greater conservation
measures. As unemployment has risen in developed countries, there has been

growing pressure for protectionist measures often aimed at imports from



developing countries. As a result, the real growth of exports of the oil-
importing developing countries is expected to be only about 27 in 1982, and
perhaps even lower in 1983.

9. The current slump in the world economy has led not only to lower
growth of exports from the oil importing developing countries, but also a
simul taneous worsening of the terms of trade. While these countries have
benefitted recently from lower oil prices, reduced inflation in manufactured
imports, and lower interest rates, these beneficial effects have been more
than offset by steep declines in primary commodity prices. Th; Bank”s overall
index of 33 commodity prices, for instance, shows a 257 drop in nominal terms
between 1980 and 1982, with the most dramatic changes occurring in prices
received for sugar (-69%), cocoa (-32%), and copper (-32%). The overall terms
of trade for the non—oil countries declined over 4% in 1980-81, and about 2%
each in the years 1981 and 1982 (see Table 2). The low—income countries have
been particularly hard hit. The cumulative change in their terms of trade
between 1979 and 1982 amounts to an adverse shift of close to 257%.

10. Declining terms of trade and slower growth in exports have neces-
sitated reductions in developing countries” import growth. Compared with the
average of over 6% during the 1970s, non-oil developing countries” imports
have grown at little more than 27 per year during the past three years.

Again, the most seriously affected have been the low-income countries, which
have had to reduce import levels for three years running. Less severely
affected have been the 0il exporting countries, which have generally been able
to maintain import growth despite falling export volume, due to improved terms
of trade and greater access to capital markets. Even these countries began to

feel the pinch in 1982, when the terms of trade began to move against them,

and access to capital markets became more uncertain.



Table 2: Changes in Terms of Trade

1979 1980 1982 1982 1983

(est.) (est.)

Industrial Countries -2.6 -7.6 =0.7 1.5 [1.0]
Developing Countries .

0il Exporting 28.6 41.6 12,2 -5.4 [-2.0]

Non-0il =02 -4.4 =2.2 -1.9 [-2.0]

Low-Income -7.4 =15.0 ~8.3 =258 [~2.40]

Source: 1979-82 IMF/WEO; 1983 estimates based on OECD.

11. During the initial years of the recession, the developing countries,
particularly the oil exporters and NICs, were able partially to offset adverse
external events by increased borrowing abroad. As a result, total debt
outstanding of developing countries rose from about $350 billion in 1979 to
about $530 billion in 1982.1/ o0nly $60 billion of the increase came from
official sources, the rest from private sources, chiefly commercial banks. 1In
the early years, the commercial banks were keen to continue to recycle OPEC
surpluses. As the recession continued longer than anticipated, however,
countries which had borrowed heavily found it increasingly difficult to manage
their heavy debt burdens. This was particularly true of the oil exporters and
NICs, whose creditworthiness was based on expected continued growth in export
earnings. The continuation of high real interest rates further increased the
burden of the now sizeable portion of the debt contracted on variable interest

terms. In 1981, 13 countries had to undergo debt reschedulings, and the

l/ Based on EPD data. OECD estimates total $626 billion, but cover
countries not included in EPD data base (Spain, Saudi Arabia, non-
Bank LDCs, Iran and Iraq).



situation worsened further in 1982 with concurrent problems being experienced
by those countries in which the commercial banks were most heavily exposed
(Argentina, Brazil and Mexico).

12. The threat of a world financial crisis caused by a simultaneous
default of the developing countries and a collapse of the major money center
banks seems to be passing. Policy reforms, bilateral and IMF assistance are
easing the short-term liquidity problems for the major debtors, although many
of the underlying problems remain. Nevertheless, the aftermath of the "debt
crisis" of 1982 i; to make the commercial banks, especially secondary and
regional banks, more wary of lending to devéloping countries in general, and
more appreciative of the kinds of risks these countries face in the inter-
national environmment. Developing countries are again faced with the prospect
of reducing imports, investment, and the pace of overall development.

B. Country Experience: Macroeconomic Impact

13. There is considerable variation in the impact of the international
situation on individual countries, there are also broad similarities. Most
countries have experienced, in varying degrees:

cutbacks in investment plans and slowdown of on—going projects
because of shortages of domestic and external funds;

= import cutbacks because of reduced borrowing opportunities and

foreign exchange reserves;

= falling government revenues, due to declining economic activity,
the stagnation in trade, and the difficulty of imposing new
taxes during a recession;

= falling or stagnant export earnings while debt service payments
have been rising;

= shortages of funds to finance the operation and maintenance of

existing facilities.



14. Many countries, such as Malaysia, Pakistan and the Ivory Coast, had
been growing satisfactorily before the current crisis, but now face the
prospect of a reduction in growth and investment because of reduced foreign
exchange earnings and access to foreign capital. In the Ivory Coast, for
instance, investment expenditures have been reduced by 40% in real terms, over

the last three years, and the bulk of the present investment program entails

the completion of on—-going projects. Lower prices for coffee and cocoa have
not only lowered export earnings, but also reduced the Ivory Coast”s credit-
worthiness and access to private capital, while its high per capita income
generally precludes it from concessional assistance. Borrowings from the IMF
already total 380% of quota.

15. Some countries, of course, were facing severe problems even before
the current recession (e.g. Bangladesh, Bolivia, Sudan, Zaire), largely
because of weak economic management, poor investment decisions, and excessive
external borrowing. The present situation has added to their difficulties and
made adjustment even more difficult.

16. Many countries have encountered problems because a high proportion of
government revenues is derived from tariffs on foreign trade. Such revenue
sources constitute about 487% of central govermment revenue in Pakistan and 70%
in Liberia. In Thailand, declining revenues have resulted in a rise in the
governments budgetary deficit from an expected 2.4% to 5.3% of GDP for 1981-
82. Despite new revenue measures enacted by the government in this fiscal
year, and 5% domestic inflation, revenues were 187% lower than expected and
only marginally higher than the previous year. In Malaysia, total customs

revenues in 1982 were 247 less than anticipated, while debt service was 23%



higher than budgeted. As a result, there was a 12% reduction in development
expenditures, despite cuts in defense and internal security allocations.

17 The low income countries, particularly those in Africa, have been
especially vulnerable to recent events. Togo is an example of a low income
country in serious difficulties, although its problems predate the current
recession. High phosphate prices in the mid-70s led it to launch a large and
poorly designed investment program which produced few benefits and an enormous
debt burden. While debt reschedulings have helped reduce this burden, a 227
drop in phosphate earnings, combined with lower prices for coffee and cocoa
exports, have worsened the situation. Debt service now constitutes 407 of
export earnings and 50% of govermment revenues. Public investment has been
cut 65% below its 1978 level, and current expenditures in 1983 will have to be
reduced by an additional 157% in real terms as part of a further adjustment
program.

18. Many countries are already taking steps to adjust to the adverse
international circumstances. In Nigeria, for instance, a package of measures
adopted in April 1982 led to better customs administration, higher import
tariffs, increases in interest rates and gasoline prices, a reduction in the
planned level of development expenditures by 407 and a ceiling on external
borrowings. These steps, however, fail to come to grips with the longer term

structural issues in an economy highly dependent on petroleum exports and

lacking alternative export or public revenue sources.

19s Latin American countries have been particulary affected by the
reduction in access to new commercial credits. As a result, a number of
countries facing serious debt problems have adopted IMF stabilization programs
and secured IMF assistance. While these programs vary somewhat among
countries, those for Mexico, Brazil, Argentina and Chile have broad

similarities; limitations on the size of goverment deficits, controls on



foreign borrowing and domestic credit creation, the establishment of realistic
exchange rates and the reduction in exchange controls. But the result of
these austerity measures is likely to mean slower growth, or even no growth at
all, in these countries in 1983.

205 In the case of Mexico, for instance, the Government has agreed to
reduce its budgetary deficit from about 17% of GNP in 1982 to 6.5% in 1983, to
limit the growth of new foreign borrowing and to adopt a series of revenue
measures that includes higher prices for government services, higher taxes,
and reduced subsidies. In support of the Mexican program, the commercial
banks have agreed to restructure $19 billion of existing debt and provide up
to $5 billion of new loans to the public sector. While these measures will
help, Mexico still has major structural problems to confront.

21, The severity of the current world recession carries with it the
danger that countries will be unable to carry out previously initiated
programs of economic reform and structural adjustment. In Pakistan, for
instance, a number of steps have already been taken since 1977 to restructure
the economy along more viable lines and lay the groundwork for long term
growth. Higher agricultural prices have stimulated food output, and some
agricultural subsidies have been eliminated. Higher water charges have
increased the funds available for the operation and maintenance of the
irritation system, while the investment program in irrigation has been
reoriented toward projects having short gestation periods and higher yields.
The biases of the trade regime have been reduced through better incentives for
exports and a phased program of import liberalization. Greater private sector
involvement has been introduced into the manufacturing and energy sectors, and

energy prices made more realistic.



22 While these reform; have been supported by the Bank (SAL) and the
Fund (EFF) much more needs to be done. In the past year the current account
deficit increased 54%, principally due to a 17% decline in exports and slower
growth in migrant remittances. In addition, official assistance has continued
to decline over the level received in the mid-70s. Without further support by
the Bank and Fund, it will be difficult for the govermment to carry out its
structural adjustment program.

23 In varying degrees, almost all countries now face difficult decisions
as they attempt to trade-off reductions in investment programs with imposition
of new financing measures or greater external borrowing. There is the danger,
of course, that in choosing among these alternatives, countries will tend to
eliminate govermment programs in human resources and the social sectors which
have the most beneficial impact on the poor. If followed, such an approach
could have a very adverse impact on long-term growth and social stability.

C. Country Experience: The Impact on Bank-Financed Projects

24, Bank assisted projects have not been immune from the pressures on
other components of govermments’ investment programs. A recent Bank report on
project implementation ij notes that the impact of the worldwide recession on
developing countries and their difficulties in making the necessary

ad justments in their economies are reflected in increasing delays in the
implementation of projects; these problems effect adversely the entire process
of policy décision making, as well as the ability of the governments to
provide adequate managerial and financial resources. It estimates that 367 of
all Bank/IDA projects now suffer from financial problems, largely related go

the inability of borrowers to provide adequate counterpart funds.

l/ Draft FY82 Report on Project Implementation and Supervision,
(12/28/82).



25. In Bolivia, for instance, an education and vocational training
project approved in 1977 is still only 537 disbursed because of continued
shortages of counterpart funds. The local funding problem has become even
more difficult in the past year because of the recent Peso devaluation and
high inflation. Only about 25% of the amount required to complete the project
has been allocated in this year”s budget. Similar problems have been
encountered with the Bauchi State Agricultural Development Project in

Nigeria. Counterpart funding for this project has been running at about half
of the expected rate, and is barely adequate to cover recurrent costs; conse-
quently most development works have ceased. Large amounts of earthmoving
equipment previously purchased under the project are lying idle because of the
lack of supplies and raw materials. Expatriate engineering staff are
beginning to leave the project because of underemployment and low morale.
While the Bank has taken steps to accelerate disbursements, potential benefits
will continue to be foregone until adequate overall financing is assured.

26. The current world situation has affected Bank projects in a variety
of other ways. Because of depressed internal conditions, many Bank-financed
industrial development bank projects have experienced reduced profitability
and increasing loan defaults. This is true of projects in Korea, Philippines,
Colombia, and Kenya. Agricultural projects which expected to produce goods
for exports have been affected by declining commodity prices. This has
adversely affected projects in sugar (Jamaica, Dominican Republic), iron ore
(Mauritania), and tobacco (Tanzania). Many projects have been affected by the
shortage of foreign exchange to import required fuel and spare parts for
project operation, as well as the shortage of counterpart funds. External
financing problems have had a direct impact on two steel mill projects in
Brazil. High interest costs and reduced access to foreign capital markets, as

well as weak internal demand for steel and lower than expected government



contributions, has resulted in .these projects coming to a halt. Overdue
payments by these corporations now total $600 million and both companies have

begun to miss payments on foreign loans.
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III. Bank Response — The Special Action Program

A. Scope and Objectives

27, This review indicates the severe development problems faced by a wide

array of developing countries as they curtail expenditures and levels of
economic activity to meet the current érisis. The World Bank, along with
other sources of external assistance, needs to take all possible.  steps to help
borrowers alleviate this situation. Bank Group lending is not, of course,
designed to deal with short-term liquidity problems which are the proper focus
of the IMF and the commercial banking system. There is, however, an impelling
need for extraordinary measuras by the Bank and others to provide, over the
next 18-24 months, complementary financial assistance and policy advice in an
effort to help countries maintain high priority development expenditures and
hence avoid the erosion of future growth prospects.

28. A Special Action Program is proposed, concentrating on achieving

results éVer iﬂ the next 18-24 months. The Program entails an increase in the
volume of\faéé disbursing new commitments and an acceleration in the disburse-
ments on existing loans, thereby helping to maintain development momentum.

The Program will focus on Bank borrowers with the greatest need and which have
also made a determined effort to implement appropriate adjustment policies.
These criteria can be evaluated and applied through the Bank”s ongoing country
economic and sector work. Associated with this financial program will be an
enhanced program of economic and sector work and other forms of technical
assistance where the Bank”s knowledge and experience offer a comparative
advantage. The Bank will take the initiative to urge other lenders to

collaborate in a coordinated effort.
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29. Accomplishing these objectives will require a number of adjustments
in certain Bank practices and procedures. The suggestions, described in the
following section of this paper, are not radical departures but are intended
to encourage the expanded use of practices and mechanisms used sparingly in
the past. While not free from risks, these actions, which would be tailored
specifically to meet country requirements, dq_ggEmggggi;mlpygring"%Epk

standards in terms of macro economic and sectoral policy conditionality,

J—— e

creditworthiness and portfolio quality or project related conditions; they are

designed to éermit a more f1e§££ié response to the varied needs of Bank
borrowers confronted by extremely difficult economic circumstances.

30. The Special Action Program is intended to apply to all eligible World
Bank borrowers, of which the IDA countries are most in need. However, due to
the severe shortage of IDA resources, the Progra@”is likely“tglhaye on;y a

e

limited financia} impact on IDA_?Q?que?fLW?Q?E,Qﬁ which already benefit from
i _many of the mechanisms described belQW. Increasing IDA resources available
for commitment is Management’s highest priority.
[Once Management decides on the size and scope of this Program, the
following sections will be suitably redrafted for Board present-
ation. After describing the Program’s content in Section B below,
Section C will present three alternative funding options for

consideration.]

B. Major Elements of the Program

31. (i) Expanded Structural Adjustment Lending. Since 1979 structural

ad justment lending has been a valuable Bank tool for helping borrowers design
and undertake major structural changes in their economies. Rigorous

performance criteria have been matched by substantial amounts of quick



disbursing assistance. SALs have provided an excellent opportunity, in the
limited number of countries that have met the required standards, for enhanced
policy dialogue on broad economic and sectoral policies.
32s Major efforts are underway to develop and further extend SAL
programs, and several additional countries are likely in the near future to
adopt policy reforms that will satisfy normal SAL performance criteria. Where
possible and desirable as part of the program of facilitating major.policy
changes, SALs will be increased in size to provide resource transfers over the
next two years. When analysis of the country circumstances suggests it would
be appropriate, the share of SALs in the total country lending program may as
a result rise above the present country average of about 307%. This will
[:-reinforce the importance attached by the Bank to policy reforms which are

fundamental to meeting development objectives and increasing creditworthi-

’Wness. If, and when, it appears that the increase in SALs will exceed 10% of

| the Bank’s lending program, management will so advise the Board.

33. (ii) Increased sectoral support activities. There are many countries in

which comprehensive SAL programs are not yet feasible, or needed, but where
more narrowly circumscribed policy conditionality focussed on specific

sectors, subsectors and activities is possible and in support of which the

Bank can provide fast disbursing assistance. Greater use will be made of this

- T

approach as the financing of substantially increased imports, spare parts,

i = o s

credit and other fast disbursing elements of a sectoral support program are
e

needed if available capacity is to be utilized and production and exports

; /
increased. Examples would be a sector loan, an export development fund, an /

[
|

agricultural rehabilitation loan, and so forth. The conditionality in this
area would be focussed on policy reforms and administrative measures directly
required to achieve a commensurate increase in production, foreign exchange

earnings or savings. Recent proposals include the Industrial Exports loan to
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Mexico, fertilizer sector loans for Nigeria and India, and agricultural sector
loans in Brazil.

34, (iii) Increasing the Bank-financed share of project costs. Resources are

fungible within countries, and the level of Bank lending for each country is
based on its needs, overall creditworthiness, performance, and the Bank’s
portfolio share, and the availability of Bank resources. The means by which
these funds are transfered is a matter of lending strategy. For example, the
Bank might finance less than the full foreign exchange cost of projects in
middle income countries to provide opportunities for cofinancing;
alternatively, the Bank might finance all foreign and some local costs in
other countries in order not to skew project selection in favor of foreign
exchange intensive projects, or provide foreign exchange that is not project-
tied in countries with acute balance of payments difficulties. In the current
circumstances, as described in Section II above, many high priority projects
have been delayed or halted due to overall shortages of both foreign and local
 ifunds or by cost escalation beyond the control of project authorities.

35. As governments take steps to reorder investment priorities and to
complete or maintain high priority investments - an area where Bank assistance
is available - the Bank proposes to modify existing practices to respond more
adequately to borrower’s urgent development needs.

36. Decisions about the Bank’s share of project costs have generally been
guided by the following considerations: (a) it should be sufficiently large
so as to ensure adequate Bank involvement, but not so large so as to
discourage borrower responsibility or incentives to raise other resources,
both domestic and foreign; (b) it should take account of the capability of
member countries, particularly the poorest countries, to finance their portion

of the project; and (c) it should acknowledge the need to support innovative



projects and
exception as
Section 35.

to encourage

37.

—

)

the social sectors. ﬂLocal currency financing should be an

A

provided by the Bank’s Articles of Agreement (Article IV,

Supplemental loans to cover cost overruns are rarely made so as

stricter implementation and financial discipline by borrowers.

As part of the Special Action Program, modifications in this cost

sharing strategy will be undertaken on a country and project specific basis.

The objective will be completion of high priority projects and programs. The

following techniques will be utilized, with particular emphasis on existing

T 7

projects where the impact on resource transfers is greatest.f
S -

(a)

within existing loans,

(1)

change disbursement practices so as to concentrate the
Bank’s share of disbursements in the next two years with
other resources relied upon for future years;

where justified, reduce the scope of ongoing projects
but retain the entire amount of Bank financing so that
the Bank effectively covers a higher percentage share,of

costs;

(b) o supplementléxiétigg loans ia—th=following. manner:

(1)

(ii)

where a number of projects in the same country are all

affected by the same externally aggravated problem, a /=

consolidated supplementary loan will=be-used to
facilitate the financing of a greater proportion of

costs or cost overruns on a group of loans.

—

ensure-that financing covers ‘the full foreign exchange o

eosts' (including interest during construction) in casas
3
where less than fullkfinancing has been provided in the

pasty loAB~—~ TH ) A N by
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(ﬁii) raise the disbursement percentage under existing loans,
Qfx. | 3 5 . . ¢ G "
- ~ 5 either in conjunction with or in anticipation of a
L \\ I.(
CD(L‘)“‘ (VN ) supplemental loan, or as a way of transfering resources
/
f arising from cost savings; in certain cases this would
/ finance retroactively expenses already incurred.
(iv) finance up to 70% of local costs, in selected Bank
/ A e e borrowers where a strong case can be demonstrated;
' Sl .
) g / § Ly & U on by, M, 5 E .
C A, P ), ) <{;) (;ecurrent cost fimaficimg. In the poorest countries IDA
%) //; ‘gww':: £ f A s ’ L L Ace Aruet
/ " - Y2, has frequently financed a share of, recurrent costs,
.,_Q ) 71‘0 =l . . /_J o
Gl fmwr - > usually a declining proportion over the life of the

project. Rehabilitation, operations and maintenance are

now especially important requirements if countries are

O ilzf,‘ ",P': Uy 8 B A
;:; —_— to better utilize deteriorating existing investments and
[(Ta o s
5 operate and maintain new investments. Finance of
(@ N working capital, spare parts, raw materials, and other
, ) inputs aimed at improving productivity and overall
: fo
v performance will be given increased emphasis. Project
R design must pay greater attention to the opportunities

for applying user charges or tariffs in ways which will
permit projects to be sustained, and overall fiscal
management will need to be addressed. In the meantime,
however, as requisite steps are taken by govermments to
improve both public policy and project design to deal
with the recurrent cost problem, expanded recurrent cost
financing in certain selected Bank financ‘zaJprojects is

critical.



(vi) Development Finance Companies. With some exceptions,

loans to DFCs have been limited to financing the foreign
exchange cost of equipment imported by sub-borrowers for
new projects or expansions (OMS 3.73). The financing of
, working capital q?d equity and local cost financing have
occurred and shoulgkbéﬂconsidered more frequently. 1In
addition, consideration should be given to aliowing DFCs
to finance companies’ rehabilitation programs, where
~7supported by well-conceived plans, with loal funds used

)]
/to finance such items as imports of spare parts.

38. Enhanced policy dialogue. The financial contribution while not

insignificant, is only part of enhanced support the Bank can promiéé. When
asked, the Bank is able to help governments prepare revised investment
programs and assist in designing of macroeconomic policies, systematize debt
information and management programs, and help restructure development plans in
light of changing external and domestic developments. SALs, for example, have
provided an important means of drawing upon extensive Bank experience and
economic and sector work; they have enhanced the quality of the Bank’s macro
economic dialogue with its borrowers. A review of proposed CESW for the next
12-18 months reflects a significant increase in the number of special economic
missions and similar forms of economic analysis and policy support which will
be an important part of this special action program. In this context, the
Bank is ready to assist countries which, in restructuring their investment
programs, determine that available funds should be focussed on higher priority
needs and that certain projects, including those financed by the Bank, should

be cancelled.



39. Bank leadership to encourage action by others. While the Bank’s own

efforts will have a valuable impact, the effectiveness of the program will be
greatly enhanced if other international lending institutions and bilateral aid
donors take similar actions. The Bank’s leadership will be an important
factor in drawing others into a joint effort with borrower governments. To
promote this effort, over the next six months, the Bank will take the

following steps:

The President will make a major address in an appropriate forum in
which the background and essential themes of this program are
emphasized and the cooperation of other institutions and nations is
sought.

- At future meetings of aid Consultative groups, which bring together
under Bank chairmanship officials from borrower and donor
governmments, necessary analysis will be provided to encourage similar
actions by all lenders.

- The Bank will explore the need for special meetings, with public or
private lenders;

- The Bank will propose that the Development Assistance Committee of
the OECD and the Development Committee schedule special sessions on
this topic.

40, While the program described here will evolve to suit individual
country considerations, a special review will be held in 12 months to assess
the impact thus far of the program and the need for changes. At that time it
should be possible to predict with greater assurance the speed of world
economic recovery and the degree to which further special actions will be

required.



C. Implications of Alternative Program Levels

41. The various instruments of the Program described above offer a range
of opportunities for accelerating resource transfers tc needy borrowers.
While precise figures and details on the most appropriate timing and mix of
operations will need to emerge from intensive discussions with borrowers, the
proposals set forth below derive from a country-by-country and region-by-
region review of current and potential fast-disbursing lending activities.
The proposed operations total about $5.5 billion in new commitments and a
similar level of disbursements over the next 24 months (see Annex

Table 1). Based on this review, three broad options are presented to
facilitate management decisions on the proper size and composition of the
program. -
42, In assembling estimates of program size, every effort has been made
to reflect accurately Regional judgments on countries whiéh would deserve
special attention on a basis of performance and need. In several cases,
however, Regions indicated that even larger programs than those suggested here

could be effectively implemented.
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$5 billion over current planning levels for these years and as an increment to

the $60 billion 1982-86 program.

43. The three illustrative options are:
“""“"“"""’*M..,;
Impact of Special Action Program
on (IBRD Commitments and Disbursements
_— ($ Billions)
Additional Commitments Additional Disbursements
FY83 FY84 Total FY83 FY84 FY85 Total

[Current Program 1/ (10.4) (11.9) (22.3) (7+3) (8+5) (9.6) (25.41)]

High Option 145 3.5 50 .3 3.6 1.3 5 2
SALs («4) (11 (1.5) (=) (1.+3) (.2) (1.5)
Sector Activities Cel) (1.8) (1.9) (=) (1.¢3) (+6) (1.9)

Cost Sharing etc. (1.0) (.6) (1.6) («3) (10 (.5) (1.8)

Mid Option l.O 105 2.5 03 1~5 l-l 2-9
SAI...S (-4) (-4) (08) (-) (06) (-2) (08)
Sector Activities (1) (k) («5) (=) (+3) (s2) (+5)

Cost Sharing etc. (s5) (e?) (1+2) (3) (.6) Col) (1.6)

Low QOption (= (= (=) («2) (1:3) (0.8) (2:3) —
SALS (-4) (04) (08) (-) (06) (a2) (-8)
Sector Activities Cal) (.4) (+5) (=) (+3) (=2) (.5)

Cost Sharing etc. Ca5) (+7) £1.2) («3) (.6) Cel) (1.6)
Other Projects —l-O -105 -2;5 ("'.l) (_.2) (_-3) (_0.6)
1t Currently planned commitments (PAB, 1/6/83). Gross disbursement data
from 1982 Budget document (5/20/82). Net disbursements to current
borrowers are net transfers estimated at 5.4, 6.0, 6.4 and 2.7, 2.7,
2.4 for FY83-85, respectively.
44, The high option proposes increasing commitments in FY83-84 by almost

Comparable additional disbursements in the

next 24 months are expected. 1/ Representing about 90% of the adjusted

Regional broposals, it is an ambitious but feasible program if most of the

anticipated policy adjustments in key countries occur.

1974 Should management prefer to consider extending the program into FY85,

Regions are reasonably

new commitments at the $2-2.5 billion level in FY85 might be

considered in addition to the planned commitment level of $12.9

billion.



optimistic that these changes will be made. There is .some indication that the
availability of significantly lérger resources for SALs and other fast
disbursing programs would help enhance the quality and results of the policy
dialogue. Raising total program levels by this amount would permit major
countries now constrained by the Séréortfolio limitation to rise without the
need for ad justment of the current ceiling. The implicifiggg of such an
increase for Bank finances are discussed in Section D.

45, The middle option, at about $2.5 biilion in new commitments, provides
a scenario which might more easily be accommodated on financial and
operational grounds, although it would fall far short of the need. 1In this
program, which would produce additional disbursements of nearly $3 billion,

primary attention is focussed on the cost-sharing category which generally

requires less new and difficult policy adjustments by governments. The

distribution between categories is, however, illustrative.
46, The low option suggests no increase in commitments above currently

: i et
planned levels, but that major efforts be made to restructure operations
within existing levels in favor of an accelerated pace of net disbursements.
On this basis, the pattern of program - illustratively set forth in Table 1 -
would again be heavily weighted, as in the mid-option, in favor of the cost

sharing category.

47, As noted in para. 30, the Program outlined here will be less effecive

for IDA borrowers despite the fact that all of them are seriously affected

e
by the recession. While major efforts are underway to provide increased
policy support through expanded country economic and sector work in the
poorest countries, the absence of additional IDA commi;mgnt authority and the
fact that many of the mechanisms described in paras. 31-37 are less applicable

to IDA countries, will limit the scope of the financial actions that can be
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taken within the Special Action Program. For example, while commitments
planned for future years can be moved forward to finance fast disbursing
credits in FY83-84, the risks of falling short in IDA commitment authority in
these future years is verywéubsténtialrgiven the current state of IDA
finances. Since cost sharing is already high in most IDA-financed projects,
there is not much scope for expanding disbursements over the next two years.
Moreover, the ability of some IDA countries to come to grips with the complex
problems of sudden sharp ad justment is weakened by the quality of their
administrative structures and small supply of technical expertise, thereby
limiting the ease with which structural adjustment lending can be expanded.
Nonetheless, an effort will be made to accelerate disbursements wherever
fﬁﬁ}easible. A preliminary estimate is that such an effort could result in an
i,,(increase of $250 million in disbursements during FY83-84.

/

(D;VVImplications for World Bank Finances and Staffing

R
[

(text to be provided by Finance)

48. Staffing implications. While this subject has been explored in

discussions with the regions, additional attention would be necessary
immediately if Management should determine that a major effort to expand the
program as described in the high option is desirable. While in many cases the
proposals are expansions of existing activities, there are a numbe;m;f new
programs as well as extensive discussion on policy issues that must still

occur before some of the major proposals can proceed. (PAB recently estimated

 that $3-4 bilion of the recommended $66 billion lending program "is explicitly

dependent on country conditionality". It is probable that this is a low
estimate given the proposals in this Special Action Program.) Regions did
believe, however, that the program proposed here could be accomplished with

some redeployment but no additional staff.
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adequacy of the Bank's response and arguments justifying it in Part I1I.
25 The Special Action Program has been designed to incorporate

almost all the types of projects or actions mentioned in the Regional
submissions received earlier. However, these submissions implied in
total, over $5 billion in additional |IBRD commitments in FY83-84 and
$1 billion IDA, which are presumably too far beyond the planning guide-
lines to be accommodated. Once there is agreement on the nature of *ae
Special Action Program, we will come back to you with the suggestion
that the Regional programs be conformed accordingly. These programs
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itself to summarizing salient features of the likely program.
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DRAFT

December 30, 1982

The Recession:

ek '{waWOrld Bénk Special<Actioh Program, 1983-84 -

I. Introduction and Summary

1. The international economy remains in the grip of an economic crisis
and there is still little evidence on which to base hopes for an early
recovery. With few exceptions, the industrial countries of Europe and North
America, the newly industrialized developing countries, the lower—income
countries of Africa and Asia and the major oil-exporting nations have been
hard hit by the recession, reflecting the growing interdependence of the world
economy. The Bank”s borrowers are almost all experiencing serious economic
difficulties, reflected in reduced growth, or even declines, in income, and
also in foreign and domestic savings. Whereas the adjustment process of 1973~
74 was facilitated by the ready avéilability of a-large volume of commercial
capital on reasonable terms, as well as increased aid flows, this time there
is no growth in aid, and commercial capital, when available, entails record
high real interest costs. As a consequence of the squeeze in resources, many
Bank borrowers are being forced to reduce both public and private recurrent
and capital expenditure, delaying the completion of high priority development
projects and reducing the level of maintenance of infrastructure. Bank
financed projects are not immune from these pressures, and disbursement
performance has deteriorated as a result despite the desirability of main-
taining it during a period of recession.

2 What can the Bank do in the face of this exceptional loss of develop-

ment momentum? While the IMF and the commercial banks are major sources of



financial support during the restoration of external and internal balances,
the pressing development needs of borrowing countries argue strongly for an
extraordinary effort on the part of the Bank. The Bank is not primarily

designed to respond speedily to the counter—cyclical needs of its borrowers

R

(the current Leiling on Bank commitment 1evels, esPeeially IDA, Mand the focus
of its operations'on long—gestation‘projects are the main constraining
factors), but we consider that there is scope for such an effort. We are
proposing that this effort take the form of an Special Action Program of
assistance over the next 18-24 months, aimed at supporting countries” own
efforts to sustain their pace of development despite adverse external
circumstancese. The Special Action Program would achieve this through:

(a) accelerated transfer of financial resources to selected
borrowers to maintain project momentum, help maintenance of
crucial infrastructure, and support structural adjustment, and
polic& change including the reorder}ng of investment priorities;
and )

(b) heiping maintain an appropriate level of new commitments at a
time of retrenchment in the investment programs of many
countries.

3. A country-by-country and project—by-project review of the IBRD/IDA

lending program has been undertaken with a view to determining more precisely

the feasible content of the Special Action Program and its implications for

the Bank”s own finances. The design of the Special Action Program has been

guided by the following principles:

(a) eligible countries are those which have been most sericusly
affected by the adverse external enviromment and which are
themselves making a determined effort to undertake the difficult

ad justment pollcy measures;



(b)

(c)

(d)

any changes in Bank practices, policies or procedures to be

contemplated should not entail a 1owerihg of standards (whether

macro-economic policy, sector policy or project conditionality),

or lead to a weakening of portfolio quality, or create

ool

irréversible‘frecedents fér ghe time when a m&re nofmall-
international economic.environment is restored;

major changes in the overall levels of IBRD and ;DA commi tments
are limited by the resource constraints on each. Given the
normal project cycle time lags, it is unlikely that additional
conventional commitments would have a timely impact. 'Ihe
emphasis will thus be on shifting the composition of new lending
to favbr quicker disbursing loans, on operations more responsive
to the exceptional counter-cyclical needs of many borrowers, and
on raising the disbursement rate in selected on—-going projects.
the focus will be on actions which wi}l have a significant

impact between now and the end of 1984.

Through this speciél effort, the Bank hopes also to persuade other aid donors

and agencies. to expand their assistance, and where appropriate to encourage

commercial banks to sustain appropriate levels of net lending.

4. The remainder of this paper presents a diagnosis of the current world

economic situation and its impact on various countries and country groups, and

suggests the likely future course of the current crisis. It then presents the

Special Action Program we are proposing to undertake, describes mechanisms for

~accelerating resource transfers and meeting countries current  exceptional



needs. It also traces the implications for Bank}] operational policies and

financial flows.

II. The Current World Economic Situation and Problems to be Met
5. The current world economic recession is exceptional i n its severity
andits duration. World trade and production have stagnated for longer than
any other period since the Bank started operations. Of special concern has
been the adverse impact of counter—inflaticn policies in the industrialized
countries which, by slowing growth and sustaining high interest rates, have
curtailed the growth of the developing countries.
6. During the 1974-75 world economic recession, a large amount of
private capital was quickly recycled through the banking system to the oil
importing developing countries, and official capital flows were increased.
Thus, these countries were largely able to maintain their pace of develcpment
until OECD growthArecovered. Growth in the deveioped countries recovered by
1976, and current account deficits of the oil importing developing countries
declined from a peak of about 5% of collective GNP, to about 2%, or to a level
roughly equal to average pre-1973 experience. Rapid growth in the oil
exporting countries helped maintain the demand for exports from developing
countries. Sustained-growth in the developing countries helped advance the

process of adjustment to higher emnergy prices.

1/ The recession has also reduced the rate of disbursements on IFC supported
projects. Since the IFC serves essentially as a catalyst in financing, it
is also limited in the extent to which it can affect real resource
transfers to its borrowers. But within these limits, the IFC has also .
been looking for specific opportunities to promote export oriented and/or
quick disbursing projects and is considering ways of helping countries in
its portfolio that are in difficulty.



7. Since 1980, current account deficits have averaged about 5% of GNP
for the oil importing developing countries as a group, and began to be reduced
only slightly in 1982. Their current account deficits are likely to bg
significantly smaller in 1983 as growth slows down further. This reflects not
) avsuccpssful adju;tment process, but.the reluétance or inability of lenders,-
especially the commercial banks,.to increase their exposure in countries made
less creditworthy by a large accumulation of debt and a stagnant world
economy. Unlike the post 1974-75 recovery period, there has been no
significant real increase in official assistance, and the oil exporting
countries have also experienced significant problems causing them to reduce
growth and their demand for imports. Moreover, the late-1979 and early-1980
0il price increases added to already existing inflationary pressures in many
developed countries. In an attempt to control this inflation, some of the
larger countries adopted deflationary policies which slowed growth and raised
interest rates. Thus, the present recession has been unusual in that record
high real interest added to the adjustment burden of the developing

countries. . Up to-1978 most developng countries” debt was contracted at fixed
interest rates, so inflation lowered their real debt burden. The move to
variable interest rate borrowing eliminated this windfall gain and added a
degree of instability to the system.

8. Efforts to restore growth in the OECD countries now appears to be
more difficult than initially appreciated. While OECD growth rates fell from
3.6% in 1979 to 1.3% in 1980 and 1.2% in 1981, it was expected that there
would be a strong revival in the second half of 1982. Current OECD forecasts,
however, have been revised downwards and show only a weak recovery in the

second half of 1982. As a result, overall OECD growth is expected to be

negative for 1982 as a whole (-.2%), with uncertainty aobut recovery in 1983



(1.8% now forecast compared to 3.0% a year ago). Indeed recovery may be

delayed to 1984. We consider it prudent to plan Bank actions on the

expectation of a delayed recovery.

‘Table 1: Changes in Real GDP 1973-82

(pefcent)
Developing Countries
Industrial Countries 0il Exporters a/ Net 0il Importers b/
1963-72 4.7 8.4 5.8
1973 6.2 10.0 5.8
1974 0.6 7.4 5.4
1975 =045 T 3.5
1976 4.9 10.5 5.8
1977 4.0 542 5.4
1978 4,0 3.2 5.3
1979 3.6 4.2 4.2
1980 1.3 0.3 3:9
1981 1.2 -3.2 1.7
1982 (est.) [-0.2] [1.0] [1.5]

Note: Through 1981 IMF/WEO data and country classification; 1982 estimated
from OECD, EPD data. .

2/ Includes IMF”s oil exporters (69%) and net oil exporters (31%).
b/ Excludes China - IMF grouping.

9.« The decline in the level of output in the industrial countries has
résulted in a slowdown in the growth of world trade. The 1982 GATT Annual
Report shows an unchanged volume of trade during 1981. This trend is likely
to continue through 1982. 1Imports by the OECD countries have declined in
volume terms during the past three years. The most dramatic changes, however,
have been in the OPEC countries, where export volumes have declined by an
average of about 157 per year during 1980-82 because of lower petroleum
consumption by the industrial countries. This reflects both a short-term drop

in demand as a result of higher prices, as well as the longer—-term impact of



greater conservation measures and the reduced demand resulting from lower
growth rates of output. Newly industrialized countries (NICs) have been faced
not only with slack demand, but as unemployment has risen in developed
.countries, there has been growing pressure forlprotectionist measures ofteni
-éiﬁéé'ékxi;§;f£émffoﬁ‘déQeiépiﬂg.éé;ﬁgfigg;f~As:;-reédiﬁ, ghe %ééi g;éwth)of
exports of the developing countries is expecged to be only about 27% in 1982,
and perhaps even lower in 1983.

10. The current slump in the world economy has led to lower growth of
exports from the oil importing developing countries, but also a simultaneous
worsening of the terms of trade. The non—oil developing countries have
benefitted recently from the deflationary impact of lower oil prices, reduced
inflation in manufactured goods prices, and lower interest rates. But these
effects have been more than offset by steep declines in primary commodity
prices. The Bank”s overall index of 33 commodity prices, for instance, shows
a 25% drop in nominal terms between 1980 and 1982, with the most dramatic
changes occurring in prices received for sugar (-69%), cocoa (-32%Z), and
copper (=32%). Thé overall terms of trade for the non-oil countries declined
over 47 in 1980-81, and about 2% each in the years 1981 and 1982 (see Table
2). The low—income countries have been particularly hard hit. The cumulative
change in their terms of trade between 1979 and 1982 amounts to an adverse
shift of close to 257%.

11. Declining terms of trade and slower growth in exports have neces-
sitated reductions in developing countries” import growth. Compared with the
average of over 6% during the 1970s, non-o0il developing countries” imports
have grown at little more than 2% per year during the past three years.
Again, the most seriously affected have been the low—income countries, which .

have had to reduce import levels for three years running. Less severely



affected have been the o0il exporting countries, which have generally been able
to maintain import growth despite falling export volume, due to improving
terms of trade and greater access to capital markets. Even these eountries
began to feel the pinch in 1982 when the terms of trade began to move against

them, and access to capital markets became more uncertain for some.

Table 2: Changes in Terms of Trade

1979 1980 1982 1982 1983

~(est.) (est.)

Industrial Countries ~2+6 ~7+B =07 1.5 [1.0]
Developing Countries

0il Exporting 28.6 41.6 12.2 -5.4 [=2.0]

Non-0il -0.2 -4.4 =242 -1.9 [~2.0])

Low—Income -7.4 -15.0 -8.3 -2.8 [-2.0]

Source: 1979-82 IMF/WEO; 1983 — estimate based on OECD.

12% =" During the initial years of the recession,.the developing countries,
particularly the oil exporters and NICs, were able partially to offset adverse

external events by-increased borrowing abroad. As a result, total debt
outstanding of developing countries rose from about $350 billion in 1979 to
about $550 billion in 1982. Only $60 billion of the increase came from
official sources, the rest from private sources, chiefly commercial banks. In
the early years, the commercial banks were keen to continue to recycle OPEC
surpluses. As the recession continued longer than anticipated, however,
countries which had borrowed heavily found it increasingly difficult to manage
their heavy debt burdens. This was particularly true of the 0il exporters and
NICs, whose creditworthiness was based on expected continued growth in export
earnings. The continuation of high real interest rates further increased the

burden of the now sizeable portion of the debt contracted on variable interest



terms. In 1981, 13 countries had to undergo debt reschedulings, and the
situation worsened further in 1982 with concurrent problems being experienced
by those countries in which the commercial banks were most heavily exposed
(Aggentina, Brazil and Mexico).

.biﬁ;“ h Tﬁémi;ifiaiifhfeéf:bf'éA;o;ld Ei;éﬁéiai é;iéié éa;sedigyug‘simﬁl—
taneous default of the developing countries-andba collapse of the major money
center banks seems to be passing. Policy reforms, inter-country and IMF
assistance are easing problems for the major debtors, although'some problems
remain. Nevertheless, the aftermath of the "debt crisis™ of 1982 is to make
the commercial banks, especially secondary and regional banks, more wary of
lending to developing countries in general, and more appreciative of the kinds
of risks these countries face in the international environment. Developing
countries are again faced with the prospect of reducing imports, investment,
and the pace of overall development.

Country Experience: Macroeconomic Impact

14, While there is considerable variatiqn in the impact of the
international situation on individual countries, there are also broad
similarities. Most countries have experienced, in varying degrees:

= falling or stagnant export earnings while debt service payments
have been rising;

= import cutbacks because of reduced borrowing opportunities and
foreign exchange reserves;

- falling government revenues, due to declining economic activity,
the stagnation in trade, the erosion of taxes by inflation, and
the difficulty of imposing new taxes during a recession;

= cutbacks in investment plans and glowdown of on-going projects

because of shortages of domestic and external funds;



= shortages of funds to finance the operation and maintenance of
existing facilities;
15. The severity of these difficulties depends on many factors. The most
_important are the quality qf economic management, the leyel of development,b
e e Y R L S

16. Quality of economic management: As a result of poor past economic

management and investment decisions, and excessive borrowing, some countries
such as Sudan, Turkey, Bolivia and Zaire, were experiencing very difficult
problems before the current adverse international situation. For these
countries, current events either worsened the situation or hampered
adjustment. A second group of countries, such as Thailand, Malaysia and the
Ivory Coast, had been progressing with reasonable efficiency but still have
had to face a reduction in growth and investment because of the shortage of

foreign exchange and foreign capital flow.

17. Level of economic development: There are major differences between
the low-income countries, which are highly dependént on primary goods exports,
and the middle-income countries, which depend more on manufactured exports and
private capifal flows. Typical of the problems encountered in the low—income
countries is the situation of Bangladesh. Between FY80 and FY82, exports grew
by 15% in volume terms, but declined 267% in terms of import purchasing power
because of falling prices for exports, particularly jute, and higher prices
for imports. Unable to offset the loss of export revenues by external
borrowing, Bangladesh has had to cut imports by 15% in real terms, and it is
expected that a further cut of about 77 will be required thrdugh FY85 (over
the FY82 level). These adverse external events have combined with poor crops,
industrial stagnation, inadequate private sector investment and other factors

to produce a decline in per capita income in FY82.



18. Togo is another example of a low—income country in serious
difficulties, but one whose problems predate the current recession. High
phosphate prices in the mid-70s led it to launch a large and badly‘designed
;nvestment program which produced few benefits and an enormous debt burden.-
“ﬁhiié-dégé feééhe&giiﬁgéxﬁav;.ﬂ;lpéaigéahce-fﬁis.bufdén; a 22% éroémin.
phosphate earnings, combined with lower pricés for coffee and cocoa exports,
have worsened the situation. Debt service now constitutes 40% of export
earnings and 507% of government revenues. Public investment has been cut 657
below its 1978 level, and current expenditures in 1983 will have to be reduced
by a further 157 in real terms as part of a further adjustment program.

193 Many middle income countries which had previously relied heavily on
private foreign capital have faced serious difficulties as commercial banks
have attempted to reduce their overseas exposure. In the Ivory Coast, for
instance, investment expenditures have been reduced by 407 in real terms, over
the last three years, and the bulk of the present igvestment program is for
completion of on-going projects. Lower prices for coffee and cococa have not
only lowered exporﬁ earnings, but also reduced the Ivory Coast”s
creditworthiness and access to private capital, while its high per capita
income generally precludes it from concessional assistance. Borrowings from
the IMF already total 380% of quota.

20. Openness of the economy: Larger, less open economies, such as China

and India, have tended to be more insulated from the international environment
and have performed relatively well in recent years. The smaller, more open
economies which have taken advantage of the opportunities offered by and are
now more dependent on foreign trade have, paradoxically, suffered the most.
Barbados, for instance, which grew at an average rate of 5% during 1976-80,

has had two consecutive years of negative growth largely because of declining



\

sugar production and prices, declining tourist arrivals, and lower
manufacturing output. Smaller, more open economies are also dependent on

their foreign trade sector for government revenues. In Liberia, for instance

t

taxes on foreign trade constitute about 40% of current revenues, and about 70%

in Togo. 'While the ﬁore Opéﬁ eéonomies“with neutral frade regimes are likely
to be able to adjust more rapidly than countries with protective regimes,
their greater expnsure to cyclical trends is causing more severe difficulties

of adjustment at present.

21. Country Experience: the impact on Bank-financed projects: Bank

assisted projects have not been immune from the pressures on other components
of governments” investment programs. A recent Bank report on project

implementation notes that 36% of all Bank/IDA projects now suffer from (
financial problems, largely related to the inability of borrowers to providei
adequate counterpart funds. As a result of this and other factors, the g
shortfall of overall project disbursements below expectations has risen from;

12% in FY80 to 22% in FY82. -

: 224 Problems induced by the current crisis are particularly apparent in

many African countries, such.as Kenya, Zambia, Nigeria and Madagascar. Work
on the Bura Irrigation and Settlement project in Kenya, for instance, has
virtually ground to a halt because of shortage of government funds to finish
project works. The initial appraisal called for total expenditures of 598
million in 19 prices of which the Bank and other donors were to fin?nce $77
million. Cost overruns largely due to delays bgcause of inavailability of
counterpart funds coupled with inflation have increased the cost of the
project to $190 million in 1982 prices, and all the additional costs have had
to be borne by the government. Because of escalating costs and budgetary

shortages, the project agency cannot pay contractors for work already
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ITII. Bank Response — An Interim Program 1983-84

A. Scope and Objectives:

25. The review of country experiences presented above illustrates some of
-th; cosﬁsltﬁé.developiné éouauriés face in cﬁrtalllng their éxpenditures and
levels of economic activity to meet the currént exceptional circumstances. At
the macroeconomic level, growth has been sacrificed, investment programs have
been cut, savings have been eroded and external indebtedness has been
increased in an endeavor to shield domestic economies from even deeper cuts;
at the project level, benefits are being lost from completed projects because
of a lack of fuﬁds for maintenance or operation, project completions are being
delayed causing increases in real project césts as well as the cost of
foregone benefits, and new project starts are being postponed because
governments are unwilling or unable to provide counterpart funds for new
ventures. .

26. Considering these exceptional circumstancés, the Bank should take
‘whatever steps it can to lessen the impact of the international situation on
its developing member countries. To help maintain the momentum of their
development programs we are therefore proposing to undertake a Special Action
Program over the next 18-24 months. The most important features of the

Special Action Program are:

(a) eligible countries will be those considered to be seriously
affected by the adverse external enviromment, and which are
making a determined effort to adjust appropriately to current

circumstances;



| (b) a number of changes in Bank practices and procedures are
recommended; these do not entail a lowering of standards in any
way, but would permit the Bnak to respond more flexibly to
country needs the recommended changes are not fundamentally new

zﬁﬁiié; aé$a¥tﬁ;és; b;fArégﬁef arépinteﬁdéd to énéoﬁrage greatér
use of practices and mechanisms used sparingly in the past;

(c) the Special Action Program is expected to have the result of
increaseing the Bank”s resource transfers to eligible countries
by about [ ] billion in the 1983-84; while no change in the
level of IDA commitments is possible, it may be possible to
advance some IBRD operations from the later years of the
planning cycle, however, the émphasis will be on shifting the
composition of new lending to favor guicker disbursing loans,
and operations more responsive to the exceptional counter-
cyclical needs 6f many borrowers, as well as raising the rate of
disbursement of selected on-going prbjects.

27. The Bank”s ability to play a counter-cyclical role is constrained by
the nature of structure and operations. In the short-run, the level of
resources available for commitment cannot be changed except marginally for
both IBRD, where the need for prudent financial policies precludes an over
rapld expansion, and IDA where the nature of the replenishment process sets a
cap on commitment levels. Moreover the Bank”s operations are not generally
suited to providing rapid injections of funds. ‘Project preparation
necessarily takes time if the quality of investments is to be preserved; the
pace of disbursements is tied to the process of project implementation which
typically takes several years to complete; and new financing is tied to the

launching of new projects — a process that is close to a standstill in many of



the countries most in need of Bank support. It is important therefore to
emphasize that the Bank is not seeking to provide short counter—cyclical
financing for a substantial portion of countries” total deficits, but has the

more modest but crucial obJective of helping countrles maintain their higher

s

Priority development activities(%;ziiffifff during a Period of exceptional
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28. The broadening of non-project lending to include structural

ad justment lending since 1979 has been a valuable 1f selective.tool in helping
the Bank to make a rapid response to country adjustment efforts, . It has
enabled the Bank to support thirteen countfies meeting rigorous performance
criteria with substantial amounts of quick disbursing assistance, while
providing an action-oriented setting for country policy dialogues on economic
and sectoral policies. While an increase in structural adjustment lending
would be warranted in the current circumstances, and indeed forms an important
part of the Special Action Program, it is not a suitable instrument for
support to all countries as is demonstrated by its ;elatively restricted use
in the past. Structural ad justment lending has as a central objective the
restructuring of the internal economy during a finite period while maintaining
the flow of external resources required for long-term growth. The current

crisis, exacerbating the need for structural change on the part of some

borrowers - is also a cyclical phenomenon, characterized by the need for

——

selective cutbacks in investment, steps to mobilize increased domestic
resources, and a need for a temporary increase %n external resources to
sustain development. The Special Action program is intended to help protect
priority sectors, activities and projects as well as providing a modest amount

of additional resources at a critical period.
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29. Within the constraints set by the Bank”s structure an ogerations we
: . wdu>,w1ﬁ.w{b& rotda v _

are proposing to helP support the\inzeiffegg/momentum of countries through an
accelerated transfers of resources, and have considered the use of a range of
instruments more responsive to current needs. We emphasize that all these
instruments are already in use as parf of the Bank s operations and will not

. %
therefore involve fundamental policy departures. Nor will there be any

relaxation of the standards maintained in the past, either in terms of macro

economic and sectoral policy conditionality, c editworthiness, and portfolio

('\“ \,X;u “i ML:C

quality, or of project related conditions. CAGA B kb*\f“) r= /.
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30. Among the means we have identifed for accelerating resource transfer e %
to members are: : ) =
. \ ;
: ; = ; ; | (4
(a) 2 shift in the composition of the Bank's lending in favor of | \

faster disbursing projects including non-project lending; and

g A f
\%\\1\L‘¥ 2 (b) ensuring that the types of new projects financed, and their
o XIS
O\¢«> g7 speed of execution, reflect the current exceptional
N\ )
o\
development needs of borrowers;
(c) advancing commitment§ from later years in the planning cycle
) b2 —
fJA“€4Y,nA‘ to the next two calendar years, though overall resource
’\)V\‘L\' ) AN 0, J
i ‘ W“;ﬁ:\ PL} s constraints suggest that this will have to be done within the
- ] 2
L= > ?
v( (ijiﬂA , L presently planned overall level of resources;

AT D
.qJ,Ag’L}QnB(JVQ (d) | selective acceleration of disbursements under existing loan
\C =

A A\ ALAN commitments and greater use of supplemental loans for project
10 o A < aed
~g~ NS
\()X/ o7 fjh:Jw 3 completion;
31. The amount of additional transfers that can be achieved by the above

means is limited. We estimate that the maximum amount of the additional
transfer might be [circa $2 billion] in the next two years. Relative to the

overall reduction in members” resources, this amount is small, though we would
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hope that by its special efforts, the Bank might also persuade other aid
donors and agencies to expand their assistance, and where justifed influence
commercial banks to restore past levels of net lending. But to enable the

Bank to make a more significant financ1a1 transfer, an increase in the total

'resources of the Bank and especially IDA will be necessary.

32. - O0f all the countries seriously affected by the current international
recession, IDA countries are most in need. Many IDA countriee rely on a few
major sources of export earnings that have contracted in recent years, all are
poor and have little or no access to international capital markets. Moreover
the ability of many IDA countries to come to grips with the complex problems
of a sudden sharp ad justment is weakened. by the quality of their
administrative structures and small supply‘of expertise. The present
limitations on IDA resources do not permit a response involving higher
commitment levels. Moreover the applicability of many of the mechanisms
discussed in paras. 35-47 below is less than for Benk borrowers. Hence IDA

will only be able to meet its responsibilities to the poorest countries if it

“can be sure of a large and growing resource base.

33. The volume of resource transfers that the Bank can provide relative
to overall needs emphasizes the need for appropriate policy resnonses by
countries to resolve their own problems as well as maintain the confidence of
commercial banks and other external agencies. Hence, we would plan to offer
additional support in the form of technical assistance focussed on the
problems of policy redesign, investment programming, incentive systems,  and
borrowing and domestic resource mobilization policies. We intend to continue
providing such assistance by financing technical assistance directly and
through country economic work; currently programmed economic work strongly

reflects this priority. | Bas
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34, While virtually all countries have been affected by the current
recession, we are not proposing that the Special Action Program'should apply
indiscriminately to all countries. Bank financial and staff resources are
limited and should be directed towards those countires in which the Bank,
relafive to other leAAers, is mos; likely to have a constfuctive impact.
Country eligibility for support through the Special Action program would be
determined according to the following criteria:

(a) Countries seriously affected by the current recession, as
identifed through the Bank”s on-going economic work;
Countries where additional resource transfers are likely to
have an appreciable impact in solving their problems, hence
assistance would tend to bé to countries where access to

alternative financing is least readily available, where the

Bank can have a strong demonstration effect on others, or

where he Bank”s technical advice is, likely to take on
increased importance because of bdrrower receptivity; and

(c) Countries that have adopted policies conducive to resolving or
at least alleviating their own difficulties. This would
typically involve attempts to set appropriate investment
priorites within a reduced program, to ensure that incentive

systems are working effectively, and to mobilize additional

domestic and external resources.

B. Mechanisms and Implications for Bank Policies and Procedures

35. A number of possible mechanisms have been identified for increasing
resource transfers to member countries and to enable them to complete high
priority projects and continue productive development programs. None involve

the lowering of standards. The mechani sms would vary between countries



because of the need to adapt responses to different circumstances. This

islikely to be particularly the case in the least developed economies, where

our traditional procedures are perhaps the least effective in effecting the
= R e AP A o el

required transfers. The moast important of these mechanisms, and the required
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éhanées in E%frént practices are discussed below.

36. Lyon—project;lending. ‘Because it is fast disbursing, expanded non-
project lending offers a good means for increasing resource transfers within
the target period. In the near future we believe that a growing number of
countries are likely to adopt, by choice or necessity, policy reforms that
will satisfy the.performance criteria we normally expect -for structural

ad justment or program lending. In this event the Bank”s ability to repond
will be inhibited by the guideline that such lending should not exceed 10% of
the Bank”s lending program. Although less definite than the overall ceiling,

the view that non-project lending should not exceed about one third of the

lending program of a single country is now also becoming established. }j
% () \ : /.. )
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37. Easing these somewhat arbitrary limits on non-project lending would

e —

provide a major vehicle for responding to the current exceptional situation
and enable the Bank to help meet the needs of our clients for quicker
disbursing assistance. While we anticipate a modest additional volume of
structural adjustment lending, we also envisage greater use of import program

loans than in the past in those countries where low levels of new investment

.

lj These guidelines are an elaboration of Article III, Section 4 (vii) of the
Bank”s Articles of Agreement, which states that "Loans shall, except in
special circumstances, be for the purpose of specific projects.” This
provision was a response to excessive balance of payments lending in the
pre-war period which had led to defaults. Project lending based on sound
financial criteria was to be the main vehicle to minimize the risks of
default. '
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and low savings rates, make non-project endign the appropriate vehicel for
support of a satiéfactorily-designed deveiopment effort. The fact that not
all countries meet this criterion and the difficulty of establishing a

satisfactory policy framework in thoqe that do (given that no changes in our

sew ¢

Aperformance criteria are prOposed), will set practical limits on such lending,
even in the absence of a specific guideline. We therefore recommend that the
current informal ceilings on both the overall and country limits on non-

project lending be eased and that we maintain a flexible position for the

foreseeable future. We also propose to restrict the tranching of future \)a
structural adjustment loans to cases where the scope and size of the loan has [

been determined in anticipation of, rather than in response to, structural J

ad justment actions.

38. We also considered the possibility of expanding sector lending, which
formally is considered project lending not subject to the above limits.
However, sector lending is limited by strict conditions (see OMS 1.19), and
disbursements on the few existing loans is slow. .Since we are proposing no
‘change in conditionality for_such loans no répid increase in such lending is
anticipated. The following table shows typical disbursement prcfiles for

selected loan types. - /\41 AL
sl K LA
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Disbursement Profiles for Selected Loan Types

f (o ,U\t,-.\ Ll
\\/M)\/I\,pv\ \gy;vw) b-‘,\\ > u\ftﬂ,\‘_;a (

ol LR
Percentage of loan disbursed after:
Loan Type _ one year , Lwo years three years
i - . P S A e Bl e \"u\é\,ﬂw}\,‘_ 5 Sk % L E g,
Structural Adjustment/ I
program lcans = / 63.0 °~ - 100.0 .o
Agriculture 2,5 11:0 24.7
(Agricultural sector loans)’ (2.1) (9.8) (23.:0)
Education 148 7.4 17.6
IDF 3.6 21:3 . 46.7 ' .
Industry 7.2 AVt . 25,5 50.0 ;
(Industry sector loans)/ " (6.3) (26.1) (54.4)
Power 4.6 19.8 42.5
Transportation 5:0 20.2 41.7
Aggregate - all projects 3.6 14.8 32.2 ,
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39. Supplemental financing. By its reluctance to offer supplemental loans,
——
the Bank has in general encouraged stricter financial discipline by borrowers,

and increased borrowers” incentives to seek other sources of funds, both

oA
° ‘\_} ”
domestic and foreign. The few supplemental loans .that the Bank has made have | vk
i SoAuned
[
"typically been justified by major changes in project scope. In the current ﬁ},
o o
il

circumstances, the availability of both foreign and domestic resources is so
constrained in many member countries that the execution of high priority
projects is increasingly threatened not by lax financial discipline but by

7

overall shortages of both foreign and local funds or by cost escalation beyond

the control of project authorities. We propose therefore that the Bank should
: S

be more willing to help complete the financing ofﬁsuch/projects in cases where

governments have made an effort to reorder priorities and to mobilize

additional domestic resources. Where a number of projects in the same country

are all affected by the same problems we also envisage the possibility of a Hv\

)
consolidated supplementary/loan, to finance a greater proportion of costs or (*Z‘b“

cost overruns on a group /of loans. In all cases of suppiementary financing
AW o
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for ongoing projects, these would need to be justified by a satisfactory rate
of return on both total and incremental funds, and a demonstration that the
projects concerned still deserve high priority. Where possible, the Bank will
use supplemental lending to encourage other lenders to participate through
hc;financiﬁg:{ et | P ' T o -

40. Increasing the share of project costs financed by the Bank.

Decisions about the Bank”s share of project costs have been guided by a number
of considerations: (a) it should be sufficiently large so as fo ensure
adequate Bank involvement, but not so large so as to discourage borrower
responsibility or incentives to raise othef resources, bqth domestic and
foreign; (b) local currency financing should be an exception as provided by
the Bank”s Articles of Agreement (Article IV, Section 3); (c)it should take
account of the capability of member countries, particularly the poorest
countries, to finance their portion of the projecﬁ; and (d) it should
acknowledge the need to support innovative projects and socially desirable

sectors. In practice, the application of these guidelines have been flexible,

“although with the requirement to demonstrate eed'when financing a higher than

normal share of project costs, (i.e. more than aboulk 35-407% of total costs, or'ﬁl

" Ny
the foreign exchange costs, whichever is greater). A%Hﬁkﬁl\”‘;”xv‘;I::b(Lu
2 \I‘\ vumwv\ S < 5 eligas
41. In arguing for flexibility in local cost financing, we note that Jermp

resources are fungible, and that the level of Bank of lending for each country
is based on 1ts overall creditworthiness, its needs, and performance. The
means by which these funds are transfered is a matter of lending strategy.

For example, the Bank might finance less than the full foreign exchange cost
of projects in middle income countries to provide opportunities for
cofinacing; alternatively, the Bank might finance local costs in other

countries in order not to skew project selection in favor of foreign exchange

(.“-J-Y'L. »\,_\



intensive.projects, or to provide foreign exchange that is not project—tied in
countries with acute balance of péyments difficulties. Pfactical \
considerations of govermment budgeting procedures may also dictate the Bank 7
"l - financing a very large share of priority projects iq order to avoid delays ;n )
l ;§éi£;bili£y'6%Péoﬁntéfbé;t’f;né;; S i sl i LAk R
42. We propose ,iﬁhin the currentiy approved lending programs, a cost
sharing strategy will be applied in each eligible country to reconcile the
objectives of helping governments reorder investment priorities and complete
or maintain high priority investments while prometing other foreign and
domestic financipg. Because the impact on resource transfers is greatest for
changes affecting existing projects, these guidelines will selectively apply

to these as well. Among the mechanisms we intend to apply are: (a) ensuring

&Jl that financing covers the full foreign exchange costs (including partiocula?iF

& interest during construction) in cases where less than full financing has been
(?”’flf%i:jqprovided in the past; (b) raising the disbursement percentages under existing
:wayj:*! loans, either in conjunction with or in anticipation of supplemental loans, or
as a way of transfering resources arising from cost savings; (c¢) where
justified, reducing the scope of ongoing projects but retaining the entire
amount of Bank financing so that the Bank effectively covers a higher

percentage share, (d) financing up to 50% of local costs, 1f considered

appropriate, regardless of income levels; and (e) financing up to 90% of the |WX

Qo i d
cost of projects in low income c?untriesf U . VLx_vvbwvvJ}U‘w(, vV
\J&:’\ WAA ré{/\,\ \N(,; Niut" wﬁ/\/{ t).\\ S W n ot Mk m\ \efw»/(f"\
4 i quxijﬁ (VR hﬁ A
43, Development finance companies. With some exceptions, loans to DFCs

have been limited to financing the foreign exchange cost of equipment imported

by sub-borrowers for new projects or expansions (OMS 3.73). The financing of
74
working capital and equity, and local cost financing have occasionally been
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allowed in special circumstances. However, these are regarded as exceptional
instruments to be used sparingly. Consistent with the approach to cost
sharing, we propose to permit the financing of non-incremental working capital
and a reasonable share of local costs in selective DFC organizations as
géfi;n.inga&éifibﬁ, Eéﬁéiéé£é£i;n ;illjge givé; go éiioQiné beé tévfihéncé
companieé’ rehabilitation programs, where suéported by well conceived plans,

with loan funds used to finance such items as inputs or spare parts. L

44, Rehabilitation, operations and maintenance projects. Many of the

poorer countries in Africa and South Asia face problems of a deteriorating
capital stock and insufficient funds to operate and maintain new

investments. In order to help governments maintain or achieve potential
benefits from past investments, we propose &o increase lending for
rehabilitation, operations and maintenance projects, and to explore new forms
of financing recurrent expenditures of demonstrated developmental importance.
in projects. The expansion of rehabilitation and maintenance projects, is not
constrained by current policy guidelines, and wili be encouraged, in cases
'where they finance spare par§s, ;e?&gizf}/%§§%§tagee or raw materials and
other inputs aimed at improving productivity and overall performance.

45. The expanded financing of recurrent expenses does, howéver, raise
policy issues. Apart from non-project or sector loans, the Bank finances
recurrent expenses only if they can be construed as building "capital” broadly
defined: for example, the cost of teachers while they are at teacher training

colleges may be financed but not the cost while they are teaching in schools,
M

education and family planning) are often financed, as are incremental expenses
. related to investments (for example, incremental working capital). Underlying
this policy is the concern that long term funds should not be used to finance

. . ) "L\{ \3’; \(_A.rf‘\/\ k’\‘ \LN{ \\"L\ \A’\
i {x\ 5 v.o,\ e
W .

VW

I ;
1~recurrent expenses connected with investments in human capital (such as —
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short term needs, which do not contribute to the growth of output in the
longer—term and hence the ability to repay.
46. There are, however, several factors in the current situation, which

support reconsideration of this pollcy, and its relaxation in several cases.

In a number of countries, the required retrenchment has led to an imbalance

[between investment programs, (perhaps set in motion in better times and now

difficult to alter quickly), and the recurrent funds needed to operate them.

. !“
This 1is particularly accute in the smaller economies and Africa where external;b4y»

(|

DN

assistance is almost exclusively for new capital projects. The resulting
deterioration and or reduced capacity utilization of thelexisting capital
stock are convincing arguments for temporarily financing recurrent
expenditures in selected countries to correct this imbalance. The conditions
for such lending, would include limiting it to especially needy countries
where it is essential to prevent deterioration of‘the capital base, or where
it is needed to correct short to medium term imbalances which are not expected

o

to be permanent. Such lending might form a component of new projects in

"qualifying countries, or be extended to a group of existing projects in

selected sectors.

47. Cancellation of loans. The changed economic situation and the need

te cut back on investment programs while focussing funds on higher priority
needs, has resulted in a number of projects whose execution should be deferred
and funds released for higher priority needs. This is particularly true for
the smaller African economies whare the degrees of freedom available to
decision makers are few. However, since the cancelling of a Bank loan results
in a net loss of funds for a country, there is cons&iegable disincentive to

& St y
taking such an action. This may explain why no\zeéféé;has yet proposed major

cancellations. This could be partially corrected by ensuring that previously



programmed amounts feor a country are increased by the total amount of any

cancellations.

C. Implications for World Bank Finances

[Tentative: to be elaborated in collaboration with Finance]

-zé;"..,.'dﬁrtgé'basiénéfléuf£eﬁ£”s£;ff>ré§£eﬁ;76£ couﬁtf; creditwérfﬁiﬁes; énd
economic performances about [30] World Bank forrowers would meet the
conditions outlined above, namely that they have been seriously affected by
the current recession and are making an appropriate response in terms of
adjusting their investment priorities and levels. It is on this group of
countries that the Special Action Program should focus; they are likely to use
effectively any édditional financial resources that the World Bank can
transfer in the next 18-24 months as well ag policy advice from the staff of
the Bank. As a rough estimate it may be possible to increase the level over
the level originally planned (as of ) to this group of Bank borrowers
by $ during FY83 and FY84. It will also entail a net 1/ increase in
the level of commitments, largely in the form of ﬁon—project loans, over the
‘FY83-84 period. The composition of these changes in commitments and

disbursements is shown in Table 4 below.

l/ Net of decreases in commitments where quicker disbursing of new
projects are brought forward or introduced to substitute for slower-
disbursing projects in the lending prcgram.



Table 4

Interim Program: Increases in IBRD/IDA

Commitments and Disbursements, FY83-85

_ '($ million)

Commit tments Disbursements FY85
FY83 FYB4 FY83 FY84 (first half)
IBRD IDA IBRD IDA IBRD IDA IBRD IDA IBRD IDA
Mechanism
Non—-project
Supplementary
loan
Cost Sharing
1) new project
2) e?isting project
Other & ‘
TOTAL
a/ InClOding o e ees o esmes e sheves e e
49. These increases in transfers as part of the Special Action Program,

plus the re-deployment of staff in favor of the selected group of countries
‘represents only a small part of the Bank”s ongoing operations. Nevertheless,
it is an effort that should Be made because for the smaller borrowers the
impact can be significant, while for the larger borrowers it can help with
particular problems and serve as a demonstration effect for the country itself
by providing it support for its own efforts, for other aid donors and

agencies, and for the commercial banks.



THE RECESSION:

A WORLD BANK SPECIAL ACTION PROGRAM, 1983-84

2
Country Policy Department -'1 fow*}m«‘.\ Gan A QUW\ -
December 30, 1982



II.

L1l

THE RECESSION;

A WORLD BANK SPECIAL ACTION PROGRAM, 1983-84

Introduction and Summary

The Current World Economic Situation and
Problems to be Met

Country Experience: Macroeconomic Impact

Country Experience: The Impact on Bank-Financed Projects

Bank Response - An Interim Program 1983-84
A. Scope and objectives

B. Mechanisms and Implications for Bank Policies
and Procedures

C. Implications for World Bank Finances

Summary of Recommendations

14

14

19

27

29



DRAFT

December 30, 1982

The Recession:

‘o ~& World Bank* Special ‘Action. Program, 1983=84 "

I. Introduction and Summary

1. The international economy remains in the grip of an economic crisis

and there is still little evidence on which to base hopes for an early

recovery. thh—ﬁewheneeptiunn, the industrial countries of Europe and North

America, the newly industrialized developing countries, the lower—-income

LoH RRwayarptious,
countries of Africa and Asia and the major oil-exporting nations hav%lheen

e —
hard hit by the receseiogéféeflectlng the growing interdependence of the worli)

E

-

Kjio;;ji;)”The Bank s borrowers are almost all experiencing serious economic
difficulties, reflected in reduced growth, or even declines, in income, and

Z

also in foreign and domestic savings. Whereas the adjustment process of 1973-
74 was facilitated by the ready availability of a large volume of commercial
capital on reasonable terms, as well as increased aid flows, this time there
is no growth in aid, and commercial capital, when available, entails record
high real interest costs. As a consequence of the squeeze in resources, many
Bank borrowers are being forced to reduce both public and private recurrent
and capital expenditure, delaying the completion of high priority development
projects and reducing the level of maintenance of infrastructure. Bank

financed projects ari not immune from these pressures, disbursement

performan e h iorate espite the desirability of main-

|
2. What can the Bank do in the face of this exceptional loss of develop~

ment momentum? While the IMF and the commercial banks are major sources of

gzun WL {
taining uring a period of recession === Jl



Y- &~ﬂ§vu3¥ﬁa+over1{
financial support during=the=restoration=ef external and internal balances,

the pressing development needs of borrowing countries argue strongly for an
IS LW RN

: Well- 8¢ ur Pped
extraordinary effort on the part of the Bank. | The Bank is not p*énejéiy

Short-+er l"%““"'
w el designed to respond speedily to the eounie*—eyeléeel needs of its borrowers

.

'(the current ceiling on Bank commitment levels, especially IDA and the focus
of its operations on long-gestation projects are the main constraining
- rnedlaslass

factors}, bet we consider that there is scope for such an effort. We are

proposing tflat this effort take the form of 7’ Special Action Program of
owutr bero wesrs ?

assistance over the next 18-24 months, aimed at supporting ceuntries” own

efforts to sustain their pace of development despite adverse external

circumstances. The Special Action Program would achieve this through:

e e
(a) accelerat (transfer of financial resources to selected

. -

$ by T ] . O,
borrowers to maintain* project momentum, help maintemnanee of

od| s Feut
crucial infrastructureﬁ\*nd support e;cuc&uzal_adgus;maaﬁg-end 455

ge inciuding—thE—rEUrdering-nf—investment—prturrties,

P—o hetes -

-ands

(b) helping maintain an appropriate level of new commitments at a

time of retrenchment in the investment programs of many

\WwLM
countries; e nnﬁawau} .
((') G6dvree wz %v\»lw ""'\-L"]"‘"°bme ad |t wanwnt M"‘ “"W“’uﬂ
3. A country-by-country and project-by-project review of the IBRD/IDA Husn .
Mgvdu,w?
lending program has been undertaken with a view to determining more precisely "
masafutad
the feasible content of the Special Action Program and its implications fo VW\o .

the Bank”s own finances. The design of the Spegial Wettom Program has been i

guided by the following principles:

(a) eligible countries are those which have been.p‘gf seriously
affected by the adverse external environment and which are /
themselves making a determined effort to undertake the difficult

ad justment policy measures;



i pr——

(b)

(c)

(d)

any changes in Bank practices, policies or procedures to be

contemplated should not entail a lowering of standards (whether
macro—economic policy, sector policy or project conditionality),
or lead to a weakening of portfolio quality, or create
“irreQe;;igie preéeéentg for the time when a Qofe ﬁéfmail
international economic enviromment is restored;
ma jor changes in the overall levels of IBRD and IDA commitments
Suad /
are limited by the resource constraints ea=eaeh. ﬁﬁven the
normal project cycle time lags, it is unlikely that additional
conventional commitments would have a timely impact;' The
emphasis will thus be on shifting the composition of new lending
to favor quicker disbursing loans,zgn operations more responsive
to the exceptional counter-cyclical needs of many borrowers, and
on raising the disbursement rate in selected on-going projects.

the focus will be on actions which will have a significant

impact between now and the end of 1984.

Through this special effort, the Bank hopes also to persuade other aid donors

and agencies to expand their assistance, and where appropriate to encourage

commercial banks to sustain appropriate levels of net lending.

4.

The remainder of this paper presents a diagnosis of the current world

economic situation and its impact on various countries and country groups, and

suggests the likely future course of the current crisis.

It then presents the

Special Action Program we are proposing to undertake, describes mechanisms for

accelerating resource transfers and meeting countries current exceptional



needs. It also traces the implications for Bankl/ operational policies and

financial flows.

II. The Current World Economic Situation and Problems to be Met
-

5. The current world economic recession is exceptional %_P its severity
andiits duration. World trade and production have stagnated fqr longer than
any other period since the Bank started operations. Of special concern has
been the adverse impact of counter-inflation policies in the industrialized
countries which, by slowing growth and sustaining high interest rates, have
curtailed the growth of the developing countries.
6. During the 1974-75 world economic recession, a large amount of
private capital was quickly recycled through the banking system to the oil
importing developing countries, and official capital flows were increased.
Thus, these countries were largely able to maintain their pace of development
until OECD growth recovered. Growth in the developed countries recovered by
1976, and current account deficits of the oil importing developing countries
declined from a peak of about 5% of collective GNP, to about 2%, or to a level
roughly equal to average pre-1973 experience. Rapid growth in the oil
exporting countries helped maintain the demand for exports from developing
countries. Sustained growth in the developing countries helped advance the

process of adjustment to higher energy prices.

lj The recession has also reduced the rate of disbursements on IFC supported
projects. Since the IFC serves essentially as a catalyst in financing, it
is also limited in the extent to which it can affect real resource
transfers to its borrowers. But within these limits, the IFC has also
been looking for specific opportunities to promote export oriented and/or
quick disbursing projects and is considering ways of helping countries in
its portfolio that are in difficulty.



T Since 1980, current account deficits have averaged about 5% of GNP
for the oil importing developing countries as a group, and began to be reduced
only slightly in 1982. Their current account deficits are likely to be
significantly smaller in 1983 as growth slows down further. This reflects not
‘”‘a successful.edjostment‘proeees;‘but the reluctance or inability of lenders,ﬂ |
especially the commercial banks, to increase their exposure in countries made
less creditworthy by a large accumulation of debt and a stagnant world
economy. Unlike the post 1974-75 recovery period, there has been no
significant real increase in official assistance, and the oil exporting
countries have also experienced significant problems causing them to reduce
growth and their demand for imports. Moreover, the late-1979 and early-1980
oil price increases added to already existing inflationary pressures in many
developed countries. In an attempt to control this inflation, some of the
larger countries adopted deflationary policies which slowed growth and raised
interest rates. Thus, the present recession has been unusual in that record
high real interest added to the adjustment burden of the developing

countries. Up to 1978 most developng countries” debt was contracted at fixed
interest rates, so inflation lowered their real debt burden. The move to
variable interest rate borrowing eliminated this windfall gain and added a
degree of instability to the system.

8. Ef forts to restore growth in the OECD countries now appeaﬂ/vto be st)
more difficult than initially appreciated. While OECD growth rates fell from
3.6% in 1979 to 1.3% in 1980 and 1.2% in 1981, it was expected that there
would be a strong revival in the second half of 1982. Current OECD forecasts,
however, have been revised downwards and show only a weak recovery in the

second half of 1982. As a result, overall OECD growth is expected to be

negative for 1982 as a whole (-.2%), with uncertainty aobut recovery in 1983



(1.8% now forecast compared to 3.0% a year ago). Indeed recovery may be
delayed to 1984. We consider it prudent to plan Bank actions on the

expectation of a delayed recovery.

' Table 1: Changes in Real GDP 1973-82

(percent)
Developing Countries
Industrial Countries 0il Exporters_g/ Net 0il Importers E/
1963-72 G 8.4 5.8
1973 6.2 10.0 5.8
1974 0.6 7.4 S5k
1975 =0s5 TR 3«5
1976 4.9 105 548
1977 4.0 52 5:4
1978 4.0 3.2 5.3
1979 3.6 4.2 42
1980 13 0.3 3.9
1981 1s2 =302 lad
1982 (est.) [-0.2] [1.0] [1:5]

Note: Through 1981 IMF/WEO data and country classification; 1982 estimated
from OECD, EPD data.

ned ol Ly povite _Ju‘-—[v"“«k bom - 0ol d walopon
a/ 1Includes IMF’s eiil—exporters -9"m,-:,“.,:£“:.“~ oS >

Ey Excludes China walMB~grouping.

% COMR_;—- .

9. The decline in the level of output in the industrial countries has
resulted in a slowdown in the growth of world trade. The 1982 GATT Annual
Report shows an unchanged volume of trade during 1981. This trend is likely
to continue through 1982. Imports by the OECD countries have declined in
volume terms during the past three years. The most dramatic changes, however,
have been in the OPEC countries, where export volumes have declined by an
average of about 15% per year during 1980-82 because of lower petroleum
consumption by the industrial countries. This reflects both a short-term drop

in demand as a result of higher prices, as well as the longer-term impact of



greater conservation measures and the reduced demand resulting from lower
growth rates of output. Newly industrialized countries (NICs) have been faced
not only with slack demand, but as unemployment has risen in developed
countries, there has been growing pressure for protectionist measures often
.aiﬁéd.atbiﬁédrfé froﬁ developing’countfiés;h Aé a.result,'the feal éréﬁth‘of
exports of the developing countries is expected to be only about 2% in 1982,
and perhaps even lower in 1983.

10. The current slump in the world economy has led to lower growth of
exports from the oil importing developing countries, but also a simultaneous
worsening of the terms of trade. The non-o0il developing countries have
benefitted recently from the deflationary impact of lower oil prices, reduced
inflation in manufactured goods prices, and lower interest rates. But these
effects have been more than offset by steep declines in primary commodity
prices. The Bank”s overall index of 33 commodity prices, for instance, shows
a 25% drop in nominal terms between 1980 and 1982, with the most dramatic
changes occurring in prices received for sugar (-69%), cocoa (-32%), and
copper (-32%Z). The overall terms of trade for the non-oil countries declined
over 4% in 1980-81, and about 2% each in the years 1981 and 1982 (see Table
2). The low-income countries have been particularly hard hit. The cumulative
change in their terms of trade between 1979 and 1982 amounts to an adverse
shift of close to 25%.

11. Declining terms of trade and slower growth in exports have neces—
sitated reductions in developing countries” import growth. Compared with the
average of over 6% during the 1970s, non-oil developing countries” imports
have grown at little more than 27 per year during the past three years.
Again, the most seriously affected have been the low-income countries, which

have had to reduce import levels for three years running. Less severely



affected have been the oil exporting countries, which have generally been able
to maintain import growth despite falling export volume, due to improving
terms of trade and greater access to capital markets. Even these countries

began to feel the pinch in 1982 when the terms of trade began to move against

- A

them, and access to capital markets became more uncertainsidoﬁeamev

Table 2: Changes in Terms of Trade

1979 1980 1982 1982 1983

(est.) (est.)

Industrial Countries -2.6 =1+ -0.7 1.5 [1.0]
Developing Countries

0il Exporting 28.6 41.6 12.2 =5.4 [-2.0]

Non-0il =02 -4.4 -2.2 =1:9 [-2.0]

Low-Income =74 =150 =843 =248 [-2.0]

Source: 1979-82 IMF/WEO; 1983 - estimate based on OECD.

12. During the initial years of the recession, the developing countries,
particularly the oil exporters and NICs, were able partially to offset adverse

external events by increased borrowing abroad. As a result, total debt
outstanding of developing countries rose from about $350 billion in 1979 to
about $§;g billion in 1985%, Only $60 billion of the increase came from
official sources, the rest from private sources, chiefly commercial banks. In
the early years, the commercial banks were keen to continue to recycle OPEC
surpluses. As the recession continued longer than anticipated, however,
countries which had borrowed heavily found it increasingly difficult to manage
their heavy debt burdens. This was particularly true of the oil exporters and
NICs, whose creditworthiness was based on expected continued growth in export

earnings. The continuation of high real interest rates further increased the

burden of the now sizeable portion of the debt contracted on variable interest

St

Ll Beat on EPD deTa. OFCD ethuaBis M 1013 WoTad o K Gaa billion

gw‘r \:;L\vu,\)’ S\A‘r"\(gw_u-\;‘— [/ 2 Sr‘»l:\-l Sﬂuu‘—u. A—‘..,‘s.iq., 5 I"O«M 5 | oond lﬁ‘h-BMJC- WC“—‘.Q&_
MM COMM which om 4y clide & /\-«w The EPD dalaFef€.



terms. In 1981, 13 countries had to undergo debt reschedulings, and the
situation worsened further in 1982 with concurrent problems being experienced
by those countries in which the commercial banks were most heavily exbosed
(Argentina, Brazil and Mexico)

113.)>' . The initial threat of a‘worldAfinaﬂcial.;risis c#used by a simﬁl;ith
taneous default of the developing countries and a collapse of the major money
center banks seems to be passing. Policy reforms, inter-country and IMF
assistance are easing problems for the major debtors, although some problems
remain. Nevertheless, the aftermath of the "debt crisis” of 1982 is to make
the commercial banks, especially secondary and regional banks, more wary of
lending to developing countries in general, and more appreciative of the kinds
of risks these countries face in the international environment. Developing
countries are again faced with the prospect of reducing imports, investment,
and the pace of overall development.

Country Experience: Macroeconomic Impact

1l4. While there is considerable variation in the impact of the
international situation on individual countries, there are also broad
similarities. Most countries have experienced, in varying degrees:
= falling or stagnant export earnings while debt service payments
have been rising;
= import cutbacks because of reduced borrowing opportunities and
foreign exchange reserves;
= falling govermment revenues, due to declining economic activity,
the stagnation in trade, the erosion of taxes by inflation, and
the difficulty of imposing new taxes during a recession;
= cutbacks in investment plans and slowdown of on—-going projects

because of shortages of domestic and external funds;



= shortages of funds to finance the operation and maintenance of

existing facilitiesp)

15 The severfgy of these difficult

depends on many L The most

important afe the quality of economic management, the~ vel of development

{0 : // A% T
and,tﬁe degree of opennrsszpf’the economy./f ~

/

5
3 - } B "'(uty c~>+

management and investment decisions, ans excessive borrowing,Zsome countries

Ba'wg(,d_m!!f{&—;
such as Sudan, Purkew, /Bolivia and Zaire, were experiencing very difficult

As a result of poor past economic

problems before the current adverse international situation. For these
countries, current events either worsened the situation or hampered

ad justment. A second group of countries, such as Thailand, Malaysia and the

Ivory Coast, had been progressing with reasonable efficiency but still have

P‘C ¢&~.~¢/L GL
had to face a reduction in growth and investment because of the-shewrtage-of-
JMJMM?‘ acte £33 Lo__]
foreign exchange[and{foreign capital flow.

Level of economic development: There are major differences between

the low- ome countries, which are highly dependent on primary goods exports,

and the middle- ome countries, which depend more on manufactured exports and

private capital flow;§\QTypical of the problems encountered in the low—income

countries is the situation\b{\Bangladesh. Between FY80 and FY82, exports grew
\_\\

by 15% in volume terms, but declfneg 267% in terms of import purchasing power
becaus f falling prices for exporte:Rpasticularly jute, and higher prices
for imports.%%Qnable to offset the loss of‘e§pogt revenues by external

borrowing, Banglaaeeh\has had to cut imports by lgi“in\real terms, and it is
ex::jtes\that,a further cut of about 7% will be require;xfh{ough FY85 (over

the FY82 level);‘ These adverse external events have combined ;itn>poor crops,

e

industrial stagnation, inadequate private sector investment and other factors

to produce a decline in per capita income in FYSZ;



18. Togo is another example of a low-income country in serious
difficulties, but one whose problems predate the current recession. High
phosphate prices in the mid-70s led it to launch a large and badly designed
investment program which produced few benefits and an enormous debt burden.
V&While debt reeehedulings have helped reduce this burden, a 22/ drop inv:
phosphate earnings, combined with lower prices for coffee and cocoa exports,
have worsened the situation. Debt service now constitutes 407 of export
earnings and 50% of government revenues. Public investment has been cut 65%
below its 1978 level, and current expenditures in 1983 will have to be reduced
by a further 15% in real terms as part of a further adjustment program.

19, Many middle income countries which had previously relied heavily on
private foreign capital have faced serious difficulties as commercial banks
have attempted to reduce their overseas exposure. In the Ivory Coast, for
instance, investment expenditures have been reduced by 40% in real terms, over
the last three years, and the bulk of the present investment program is for
completion of on-going projects. Lower prices for coffee and cocoa have not
only lowered export earnings, but also reduced the Ivory.Coast’s
creditworthiness and access to private capital, while its high per capita
income generally precludes it from concessional assistance. Borrowings from

the IMF already total 380% of quota.

20. Openness of the economy: Larger, less open economies, such as China

and India, have tended to be more insulated from the international environment
and have performed relatively well in recent years. The smaller, more open

. economies which have taken advantage of the opportunities offered by and are
now more dependent on foreign trade have, paradoxically, suffered the most.
Barbados, for instance, which grew at an average rate of 5% during 1976-80,

has had two consecutive years of negative growth largely because of declining



sugar production and prices, declining tourist arrivals, and lower
manufacturing output. Smaller, more open economies are also dependent on
their foreign trade sector for government revenues. In Liberia, for instance,
taxes on foreign trade constitute about 407 of current revenues, and about 70%

in Togo. While the more open economies with neutral trade regimes are likely k,,#uu

to be able to adjust more rapidly than countries with protective regimes,%w.L

Atura toc ovdband  waadh P VSVRPE S VPN -3 Lypotunt m&hhb@l&,“ﬁtwmﬁﬁ
Ehegrz§reater exposure to g£yclical trends.j //severe di-ffdeulties
tke\\wu—% 7
&.—adjustment : "1 comuilos,
21. Country Experience: the impact on Bank-financed projects: Bank

assisted projects have not been immune from the pressures on other components
of governments” investment programs. A recent Bank report on project
implementation notes that 36% of all Bank/IDA projects now suffer from
financial problems, largely related to the inability of borrowers to provide
adequate counterpart funds. As a result of this and other factors, the
shortfall of overall project disbursements below expectations has risen from
12% in FY80 to 22% in FY82.

22, Problems induced by the current crisis are particularly apparent in
many African countries, such as Kenya, Zambia, Nigeria and Madagascar. Work
on the Bura Irrigation and Settlement project in Kenya, for instance, has
virtually ground to a halt because of shortage of government funds to finish
project works. The initial appraisal called for total expenditures of $98
million in 19 prices of which the Bank and other donors were to finance $77
million. Cost overruns largely due to delays because of inavailability of
counterpart funds coupled with inflation have increased the cost of the
project to $190 million in 1982 prices, and all the additional costs have had
to be borne by the government. Because of escalating costs and budgetary

shortages, the project agency camnnot pay contractors for work already



completed. It is possible that unless the Government finds new sources of
funds, the project agency will be declared bankrupt, existing staff reduced,
and settlers already in the project area would be forced to leave. Thus, the
value of past investment in irrigation works would.be completely lost.

5 Piafllas prebiiek e e susntafered wlbh e Skl Bt
Agricultural Development Project in Nigeria. Counterpart funding for this
project has been running at about half of the expected rate, and is barely
adequate to cover recurrent costs: consequently most development works have
ceased. Large amounts of earthmoving equipment previously purchased under the
project are lying idle because of the lack of supplies and raw materials.
Expatriate engineering staff are beginning to leave the project because of
underemployment and low morale. While the Bank has taken steps to accelerate
disbursements, potential benefits will continue to be foregone until
adequately overall financing is assured.

24, The forced adjustments to the current world recession will also have
a prolonged impact on the developing countries, particularly those Sub-Saharan
African or least developed countries which have been most seriously

affected. Cutbacks in investment programs will tend to shift investment
priorities toward projects suitable for external financing. Particularly hard
hit are projects involving proportionately more local costs, or whose benefits
will accrue only in the long-term such as those in health, education and rural

development - projects that are particularly effective in reaching the poor.
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III. Bank Response - 1983-84

A. Scope and Objectives:

25. The review of country experiences presented above illustrates some of

the costs the developing countries face in curtailing their expenditures and

levels of economic activity to meet the current exceptional circumstances. At

the macroeconomic level, growth has been sacrificed, investment programs have

been cut, savings have been eroded and external indebtedness has been

increased in an endeavor to shield domestic economies from even deeper cuts;
at the project level, benefits are being lost from completed projects because

of a lack of funds for maintenance or operation, project completions are being

delayed causing increases in real project costs as well as the cost of
foregone benefits, and new project starts are being postponed because

governments are unwilling or unable to provide counterpart funds for new

ventures.

26. Considering these exceptional circumstances, the Bank should take

whatever steps it can to lessen the impact of the international situation on

its developing member countries. To help maintain the momentum of their

development programs we are therefore proposing to undertake a Special Action

Program over the next 18-24 months. The most important features of the

Special Action Program are:
(a) eligible countries will be those considered to be seriously
affected by the adverse external environment, and which are

making a determined effort to adjust appropriately to current

circumstances;



(b) a number of changes in Bank practices and procedures are
recommended; these do not entail a lowering of standards in any
way, but would permit the Bnak to respond more flexibly to
country needs the recommended changes are not fundamentally new

“Soliley Bapururn, hilk AEheE M. Gioanle B snadiEaLe Sost A
use of practices and mechanisms used sparingly in the past;

(c) the Special Action Program is expected to have the result of
increaseing the Bank”s resource transfers to eligible countries
by about [__ ] billion in the 1983-84; while no change in the
level of IDA commitments is possible, it may be possible to
advance some IBRD operations from the later years of the
planning cycle, however, the emphasis will be on shifting the
composition of new lending to favor quicker disbursing loans,
and operations more responsive to the exceptional counter-
cyclical needs of many borrowers, as well as raising the rate of
disbursement of selected on—-going projects.

27 The Bank”s ability to play a counter—cyclical role is constrained by
the nature oél?tructure and operations. In the short-run, the level of
resources available for commitment cannot be changed except marginally for
both IBRD, where the need for prudent financial policies precludes an over
rapid expansion, and IDA where the hature of the replenishment process sets a
cap on commitment levels. Moreover the Bank”s operations are not generally
suited to providing rapid injections of funds. Project preparation
necessarily takes time if the quality of investments is to be preserved; the
pace of disbursements is tied to the process of project implementation which
typically takes several years to complete; and new financing is tied to the

launching of new projects — a process that is close to a standstill in many of



the countries most in need of Bank support. It is important therefore to
emphasize that the Bank is not seeking to provide short counter-cyclical
financing for a substantial portion of countries” total deficits, but has the
more modest but crucial obJective of helping countries maintain their higher

priority development activities[investments during a period of exceptional

difficulty.
o
28. The broadening of non-project lending to include structural

ad justment lending since 1979 has been a valuable if selective tool in helping

S%N
the Bank to—uake—a—rapid—éggyeaee—ee-country adjustment efforts, . It—has-
T~
enabled EQ—enppeet hirteen countries meeting-rigorous-.performance
KBt bon ber~etis b prone Lo

eri-teria. with substantial amounts of quick disbursing assistance jisisite ﬁ“'“*‘“*“*j
'/ Aot B e dette A

gnnniding,aa action-oriented aettrng.£e@»eeun§¥%(policy di-alegues—on—economic
an&";:gzg;;;:;e&écies W-_While an increase in structural adjust t lendi

4 justment lending
would be warranted in the current circumstances, and indeed forms an important
part of the Special Action Program, it is not a suitable instrument for
support to all countries as is demonstrated by its relatively restricted use
in the past. Structural adjustment lending has as a central objective the
restructuring of the internal economy during a finite period while maintaining
the flow of external resources required for long-term growth. The current
crisis, exacerbating the need for structural change on the part of some
borrowers - is also a cyclical phenomenon, characterized by the need for
selective cutbacks in investment, steps to mobilize increased domestic
resources, and a need for a temporary increase in external resources to
sustain development. The Special Action program is intended to help protect
priority sectors, activities and projects as well as providing a modest amount

of additional resources at a critical period.



N m o Ham
acceleratUﬂZ?ransfeﬁs of resources use of a range of
1+ < M ba . EMU

29, Within the constraints set by the Bank”s structure and operations, we
‘@t._%.
are proposing to help support the investment momentum of countries through-am
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instruments more responsive to current needs. We emphasizedthai(all these

'instruments are already 1n use as part of the Bank s operations and will not

therefore involve fundamental policy departures. Nor will there be any
relaxation of the standards maintained in the past, either in terms of macro

economic and sectoral policy conditionality, creditworthiness, and portfolio

L\“\quality, or of project related conditioms.

30. Among the means we have identifed for accelerating resource transfer
to members are:

(a) a shift in the composition of the Bank”s lending in favor of
faster disbursing projects including non-project lending; and

(b) ensuring that the types of new projects financed, and their
speed of execution, reflect the current exceptional
development needs of borrowers;

(e) advancing commitments from later years in the planning cycle
to the next two calendar years, though overall resource
constraints suggest that this will have to be done within the
presently planned overall level of resources;

(d) selective acceleration of disbursements under existing loan
commi tments and greater use of supplemental loans for project
completion;

31 The amount of additional transfers that can be achieved by the above
means is limited. We estimate that the maximum amount of the additional J~;bwwa#au§
transféx might be [circa $2 billion] in the next two years. Relative to the

overall reduction in members” resources, this amount is small, though we would



hope that by its.special efforts, the Bank might also persuade other aid
donors and agencies to expand their assistance, and where justifed influence
commercial banks to restore past levels of net lending. But to enable the
Bank to make a more significant financial transfer, an increase in the total
B Bankandespecially TR e e |

[—-—'32. Of all the countries seriously affected by the current international

| recession, IDA countries are most in need. Many IDA countries rely on a few
major sources of export earnings that have contracted in recent years, all are
poor and have little or no access to international capital markets. Moreover
the ability of many IDA countries to come to grips with the complex problems
of a sudden sharp adjustment is weakened by the quality of their

R

administrative structures and small supply of expertise. The present
limitations on IDA resources do not permit a response involving higher
commi tment levels. Moreover the applicability of many of the mechanisms

; discussed in paras. 35-47 below is less than for Bank borrowers. Hence IDA
will only be able to meet its responsibilities to the poorest countries if it
canAbe sure of a large and growing resource base.
33. The volume of resource transfers that the Bank can provide relative
to overall needs emphasizes the need for appropriate policy responses by
countries to resolve their own problems as well as maintain the confidence of
commercial banks and other external agencies. Hence, we would plan to offer
additional support in the form of technical assistance focussed on the
problems of policy thesign, investment programming, incentive systems, and
borrowing and domestic resource mobilization policies. We intend to continue
providing such assistance by financing technical assistance directly and
through country economic work; currently programmed economic work strongly

reflects this priority.

L
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34. While ui-.-k&y all c.uni'ézs{have been affected by the current

Nz MLMA«M( Yoot
recession, we—are-not—preposimg-that the Special Action Program should apply
Sl
indiscriminately to all countries.(‘ﬁank financial and staff resources are

dAery
limited aai[should be directed towards those coundiJEs in which the Bank,

'.relative to other lenders, is most likely to have a constructive impact.

Country eligibility for support through the Special Action program would be
determined according to the following criteria:

(a) Countries seriously affected by the current recession, as
identifed through the Bank”s on—-going economic work;

(b) Countries where additional resource transfers are likely to
have an appreciable impact in solving their problems, hence
assistance would tend to be to countries where access to
alternative financing is least readily available, where the
Bank can have a strong demonstration effect on others, or
where the Bank”s technical advice is likely to take on
increased importance because of borrower receptivity; and

(c) Countries that have adopted policies conducive to resolving or
at least alleviating their own difficulties. This would
typically involve attempts to set appropriate investment
priorites within a reduced program, to ensure that incentive
systems are working effectively, and to mobilize additional
domestic and external resources.

B. Mechanisms and Implications for Bank Policies and Procedures

35. A number of possible mechanisms have been identified for increasing
resource transfers to member countries and to enable them to complete high
priority projects and continue productive development programs. None involve

the lowering of standards. The mechanisms would vary between countries



because of the need to adapt responses to different circumstances. This
islikely to be particularly the case. in the least developed economies, where
our traditional procedures are perhaps the least effective in effecting the
required transfers. The most important of these mechanisms, and the required

'changes in current practices are discussed below.

36. Non-project lending. Because it is fast disbursing, expanded non-

project lending offers a good means for increasing- resource transfers within
the target period. 1In the near future we believe that a growing number of
countries are likely to adopt, by choice or necessity, policy reforms that
will satisfy the performance criteria we normally expect for structural

ad justment or program lending. In this event the Bank”s ability to repond
will be inhibited by the guideline that such lending should not exceed 10% of
the Bank”s lending program. Although less definite than the overall ceiling,
the view that non—-project lending should not exceed about one third of the

1/

lending program of a single country is now also becoming established. =

37. Easing these somewhat arbitrary limits on non-project lending would
T | O] SN R o et

p!uvide-aﬁneée!-vehicie—forZLespondtlguto the current exceptional situation
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and_anahAnu!henﬂuuk-snwhe%p—meet-the‘neeas“vf—uur{é1ients for quicker

disbursing assistance. While we anticipate a modest additional volume of
structural adjustment lending, we also envisage greater use of import program

loans than in the past in those countries where low levels of new investment

1/ These guidelines are an elaboration of Article III, Section 4 (vii) of the
Bank”s Articles of Agreement, which states that "Loans shall, except in
special circumstances, be for the purpose of specific projects.” This
provision was a response to excessive balance of payments lending in the
pre-war period which had led to defaults. Project lending based on sound
financial criteria was to be the main vehicle to minimize the risks of
default.



and low savings rates, make non—project’éndﬂéa the appropriate vehic@@)for
support of a satisfactorily-designed development effort. The fact that not
all countries meet this criterion and the difficulty of establishing a
satisfactory policy framework in those that do (given that no changes in our
;éégfé;ﬁanée”criteria ;ré prﬁéose&)i‘will set practical limits on such lendingg
even in the absence of a specific guideline. We therefore recommend that the
current informal ceilings on both the overall and country limits on non-
project lending be eased and that we maintain a flexible position for the
foreseeable future. We also propose to restrict the tranching of future
structural adjustment loans to cases where the scope and size of the loan has
been determined in anticipation of, rather than in response to, structural

ad justment actions.

38. We also considered the possibility of expanding sector lending, which
formally is considered project lending not subject to the above limits.
However, sector lending is limited by strict conditions (see OMS 1.19), and
disbursements on the few existing loans is slow. Since we are proposing no
change in conditionality for such loans no rapid increase in such lending is
anticipated. The following table shows typical disbursement profiles for

selected loan types.



Disbursement Profiles for Selected Loan Types

Percentage of loan disbursed after:

Loan Type one year two years three years

Struccural Adjustment/

program loans 63.0 100.0 oo
Agriculture 2.5 11.0 24,7

(Agricultural sector loans) (2.1) (9.8) (23.0)
Education 1.8 7.4 17.6
IDF 3.6 21.3 46.7 '
Industry 7.2 2545 50.0

(Industry sector loans) (6.3) (26+1) (54.4)
Power 4.6 19.8 42.5
Transportation 5.0 20.2 41.7
Aggregate — all projects 3.6 14.8 32:2

39. Supplemental financing. By its reluctance to offer supplemental loans,

the Bank has in general encouraged stricter financial discipline by borrowers,
and increased borrowers” incentives to seek other sources of funds, both
domestic and foreign. The few supplemental loans that the Bank has made have
typically been justified by major changes in project scope. In the current
circumstances, the availability of both foreign and domestic resources is so
constrained in many member countries that the execution of high priority
projects is increasingly threatened not by lax financial discipline but by
overall shortages of both foreign and local funds or by cost escalation beyond
the control of project authorities. We propose therefore that the Bank should
hash prac
be more willing to help complete the financing of saeﬁ(brOJects in cases where
governments have made an effort to reorder priorities and to mobilize
additional domestic resources. Where a number of projects in the same country
are all affected by the same problems we also envisage the possibility of a

consolidated supplementary loan, to finance a greater proportion of costs or

cost overruns on a group of loans. In all cases of supplementary financing



for ongéing projects, these would need to be justified by a satisfactory rate
of return on both total and incremental funds, and a demonstration that the
projects concerned still deserve high priority. Where possible, the Bank will
use supplemental lending to encourage other lenders to participate through
.ébéiﬁéhéi;éi:;‘:; T e e et B e G R

40. Increasing the share of project costs financed by the Bank.

Decisions about the Bank”s share of project costs have been guided by a number
of considerations: (a) it should be sufficiently large so as to ensure
adequate Bank involvement, but not so large so as to discourage borrower
responsibility or incentives to raise other resources, both domestic and
foreign; (b) local currency financing should be an exception as provided by
the Bank”s Articles of Agreement (Article IV, Section 3); (c)it should take
account of the capability of member countries, particularly the poorest
countries, to finance their portion of the project; and (d) it should
acknowledge the need to support innovative projects and socially desirable
sectors. In practice, the application of these guidelines have been flexible,
although with the requirement to demonstrate need when financing a higher than
normal share of project costs, (i.e. more than about 35-40% of total costs, or
the foreign exchange costs, whichever is greater).

41. In arguing for flexibility in local cost financing, we note that
resources are fungible, and that the level of Bank of lending for each country
is based on its overall creditworthiness, its needs, and performance. The
means by which these funds are transfered is a matter of lending strategy.

For example, the Bank might finance less than the full foreign exchange cost
of projects in middle income countries to provide opportunities for
cofinacing; alternatively, the Bank might finance local costs in other

countries in order not to skew project selection in favor of foreign exchange



intensive projects, or to provide foreign exchange that is not project-tied in
countries with acute balance of payments difficulties. Practical
considerations of government budgeting procedures may also dictate the Bank
financing a Very large share of priority progects in order to avoid delays in
”availability of counterpart funds. - BERRERp | N | .
42, We propose within the currently approved lending programs, a cost
sharing strategy will be applied in each eligible country to reconcile the
objectives of helping governments reorder investment priorities and complete
or maintain high priority investments while promoting other foreign and
domestic financing. Because the impact on resource transfers is greatest for
changes affecting existing projects, these guidelines will selectively apply
to these as well. Among the mechanisms we intend to apply are: (a) ensuring
that financing covers the full foreign exchange costs (including particularly
interest during construction) in cases where less than full financing has been
provided in the past; (b) raising the disbursement percentages under existing
loans, either in conjunction with or in anticipation of supplemental loans, or
as a way of transfering resources arising from cost savings; (c) woere
justified, reducing the scope of ongoing projects but retaining the entire
amount of Bank financing so that the Bank effectively covers a higher
percentage share, (d) financing up to 50% of local costs, if considered
appropriate, regardless of income levels; and (e) financing up to 907 of the

cost of projects in low income countries.

43. Development finance companies. With some exceptions, loans to DFCs

have been limited to financing the foreign exchange cost of equipment imported
by sub-borrowers for new projects or expansions (OMS 3.73). The financing of

working capital and equity, and local cost financing have occasionally been



allowed in special circumstances. However, these are regarded as exceptional
instruments to be used sparingly. Consistent with the approach to cost
sharing, we propose to permit the financing of non—-incremental working capital

and a reasonable share of local costs in selective DFC organizations as

che e s

well.' In addition, consideration will be given to allowing DFCs to finance‘

companies” rehabilitation programs, where supported by well conceived plans,

with loan funds used to finance such items as inputs or spare parts.

{i/.44. Rehabilitation, operations and maintenance projects. Many of the

poorer countries in Africa and South Asia face problems of a deteriorating
capital stock and insufficient funds to operate and maintain new

investments. In order to help governments maintain or achieve potential
benefits from past investments, we propose to increase lending for
rehabilitation, operations and maintenance projects, and to explore new forms
of financing recurrent expenditures of demonstrated developmental importance.
in projects. The expansion of rehabilitation and maintenance projects, is not
constrained by current policy guidelines, and will be encouraged, in cases
where they finance spare parts, technical assistance or raw materials and
other inputs aimed at improving productivity and overall performance.

45. The expanded financing of recurrent expenses does, however, raise
policy issues. Apart from non-project or sector loans, the Bank finances
recurrent expenses only if they can be construed as building "capital”™ broadly
defined: for example, the cost of teachers while they are at teacher training
colleges may be financed but not the cost while they are teaching in schools,
recurrent expenses connected with investments in human capital (such as
education and family planning) are often financed, as are incremental expenses
related to investments (for example, incremental working capital). Underlying

this policy is the concern that long term funds should not be used to finance



short term needs, whieh do not contribute to the growth of output in the

longer—term and hence the ability to repay.

46. There are, however, several factors in the current situation, which

support reconsideration of this policy, and its relaxation in several cases.
ﬁIn'a'numBer of ceu;frieet.;he required retrenchﬁeat has led to an imbalance

between investment programs, (perhaps set in motion in better times and now

difficult to alter quickly), and the recurrent funds needed to operate them.

LV
This is particularly accute in the smaller economies andléfrica where external

assistance is almost exclusively for new capital projects. The resulting

Sirdiecliamn W
dererioration—and—or.reduced thee*tyi!tlllzation of the existing capital

stock are coiilﬁlgkg arguments for temporarily financing recurrent
expenditures in selected countries to correct this imbalance. The conditions
for such lending, would include limiting it to especially needy countries
where it is essential to prevent deterioration of the capital base, or where
it is needed to correct short to medium—tefm imbalances which are not expected
to be permanent. Such lending might form a component of new projects in
qualifying countries, or be extended to a group of existing projects in

selected sectors.

47. Cancellation of loans. The changed economic situation and the need

to

er—priorit y

W projects yhose=exeemtden should be deferred
andZ?Lnds released for higher priority needs. This is particularly true for

the smaller African economies where the degrees of freedom available to
A%F—\m%&ﬁ%h emenntd | Yo ne &y o reltlonee fo
decision makers are few. Hewevery-simeemthe cancell swg@fimes Bank loan)results—
- b osteonto
Saiag (1% emtanls L
!g[a net loss of funds for a country,

{.o» o cwmw e
taking-such an actien- This #ey: explainf why ap=regiomshas—yet—proposed=major

cancellations. This could be partially corrected by ensuring that previously

%&M (£ed o Voumiany canalloticue



programmed amounts for a country are increased by the total amount of any
cancellations.

C. Implications for World Bank Finances

[Tentative: - to be elaborated in collaboration with Fipance]
i, " b the havin 98 eurvene wearh evievs of soUREey AradirveEtiidess Sad
economic performances about [30] World Bank borrowers would meet the

conditions outlined above, namely that they have been seriously affected by

the current recession and are making an appropriate response in terms of
adjusting their investment priorities and levels. It is on this group of
countries that the Special Action Program should focus; they are likely to use

effectively any additional financial resources that the World Bank can

transfer in the next 18-24 months as well as policy advice from the staff of

N
.\

the Bank. As a rough estimate it may be possible to increase the level over o
the level originally planned (as of ) to this group of Bank borrowers

by $ during FY83 and FY84. It will also entail a net 1/ increase in

the level of commitments, largely in the form of non-project loans, over the

FY83-84 period. The composition of these changes in commitments and

disbursements is shown in Table 4 below.

lj Net of decreases in commitments where quicker disbursing of”hew
projects are brought forward or introduced to substitute for slower-
disbursing projects in the lending program.



Table 4

Interim Program: Increases in IBRD/IDA

Commi tments and Disbursements, FY83-85

: ($ million)

Committments Disbursements FY85
FY83 FY84 FY83 FY84 (first half)
IBRD IDA IBRD IDA IBRD IDA IBRD IDA IBRD IDA
Mechani sm
Non-project
Supplementary
loan
Cost Sharing
1) new project
2) e7isting project
Other &
TOTAL
a/ Ineloding ssseovssnasnmsvuswiveennss
49, These increases in transfers as part of the Special Action Program,

plus the re-deployment of staff in favor of the selected group of countries

represents only a small part of the Bank”s ongoing operations.

Nevertheless,

it is an effort that should be made because for the smaller borrowers the

impact can be significant, while for the larger borrowers it can help with

particular problems and serve as a demonstration effect for the country itself

by providing it support for its own efforts, for other aid donors and

agencies, and for the commercial banks.



Summary of Recommendations (Outline)

A. Bank can and should assist selected countries in responding to

current crisis by:

‘?(151

(11

increased transfers to maintain momentum of priority

investments, preseve infrastructure and assist
ad justments;
maintain new commitments at time of generalized

retrenchment.

B. Current performance criteria, project standards and portfolio

squality to remain unchanged.

C. Following procedural/policy changes required and recommended:

(1)

(i1)

(iii)

(iv)

(v)

(vi)

removing Bank and country limits on non—-project lending;
greater use of supplementary loans, including consolidated
supplementary loans for groups of projects;

increasing disbursement percentage on selected loans in
the absence of firm funding to complete operation;

removal of a priori restrictions on cost sharing to permit
more local cost financing, application of country specific
cost sharing guidelines (para. above);

shift in composition of new lending to favor quicker
disbursing loans more responsive to borrowers needs; and
review of Bank”s administrative procedures affecting

disbursement to reduce delays.

D. Financial, Budget and Staff Implications.



