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M3 Chiea
THE WORLD BANK/ IFC / MIGA

- OFFICE MEMORANDUM

FROM: Michael Bruno "}_G

EXTENSION: 33774 \

The summaries of the various research evaluation activities were
discussed at the December 1lst review of the FY92-93 Report on the World
Bank's Research Program. In response to comments made at the meeting and
for purposes of consistency with the approach used in previous reports,
summaries of the individual Comparative Study evaluations will not be
included in the final Report. Rather, the existing section which
presents the general lessons on process and program management, has been
slightly expanded to reflect the diversity of experience across the
various individual studies. I attach a copy of the current (draft) for
your information.

Your point about the role of the Publications Committee is well
taken. The evaluator commented on "the inordinate amount of time to
reach the final publications stage...presumably in part due to the often
lengthy process involving the Publications Committee at the Bank.™ The
‘presumption’ was not reflected in the summary statement. A series of
memoranda concerning the review and publication of the series, and most
particularly your October 17, 1987 memorandum which specifies the
respective roles of the Director and Editorial Subcommittee were included
in the material sent to the evaluator. In additionm, he was provided with
a large amount of project output and information on the dissemination
effort. Thus comments on the adequacy of dissemination and the broader
contribution of the study appear to be matters of judgment.

As indicated at the time the evaluation was sent to you, we would
be pleased to circulate your responses to the evaluation with the report
itself were these to be requested by Bank staff. Such responses could
also be included when the evaluations are circulated to the Research
Committee. We expect to do so in the mext two months after supervisors
of the other Comparative Studies have had the opportunity to respond to
those evaluations.

The approach we are taking of presenting the general lessons derived
from the program in the Research Report and circulating the individual
project reports along with responses from the supervisors enhances the
learning from the evaluation exercise. I hope that we are in agreement
on this.

cc: M. Michaely, EC4DR; D. Papageorgiou, LA1CO; S. Yusuf, RAD



The World Bank st
Washington, D.C. 20433
USA.

MICHAEL BRUNO
Vice President Development Economics
and Chief Economist

December 22, 1993

Mr. Caio Koch-Weser

Caio,
-Israeli lement

I attach an invitation to a seminar at the Council on Foreign Relations that may be of interest
to you. Unfortunately, I will not be able to attend.

Michael Bruno
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December 8, 1993

17~

Dear 22 ~:

On behalf of the Council on Foreign Relations, I would like to invite you to the
second meeting of the Council’s study group on "The Shape of the Arab-Tsraeli Settlement:
Humanitarian and Demographic Issues,” chaired by Rita Hauser. This meeting will focus on
the concepts of "right of return" and "right of compensation” in international law, and their
potential relevance and application in the Arab-Israeli arena. The speaker will be Professor
Alan Dowty of the University of Notre Dame, who will prepare a background paper on the

topic. Professor Ian Lustick of the University of Pennsy. vania will act as commentator.

The meeting will be held at the Harold Pratt House (58 E. 68th Street) on January 10,
1994. It will begin at 4:00 PM. Cocktails — but not dinner — will be served at 6:30 PM
following the meeting. The Council regrets that it is unable to reimburse participants for
travel expenses. '

We plan five meetings of the srudy group in all. The final three are tentatively set for
February 7, March 7, and April 18, 1994. "Separate invitations will be sent to you for each
session, as arrangements are confirmed.

Your timely response to this invitation will be greatly appreciared. Please indicate ){{)lur
response by sending the enclosed facsimile response sheet or by telephoning my assistant, Riva
Richmond, at (21.‘5 7340400, ext. 714, by Monday December 27, 1993. The background

reading for the meeting will be sent to you upon receipt of your positive response.

Yours sincerely,

F. Gregory Gause, IIL
Fellow for Arab and Islamic Studies

@oo2



The World Bank

Washington, D.C. 20433
US.A.

MICHAEL BRUNO
Vice President Development Economics
and Chief Economist

December 22, 1993

Strictly Confidential

Mr. E.V.K. Jaycox,

DECLASSIFIED
Kim, APR £ 9 2015
Re: CFA WBG ARCHIVES

I would like to draw your attention to the attached note, prepared by Jerry Caprio, concerning
the kinds of action that would and would not make sense should there be a devaluation. I thought it
would be useful to share this with you at this stage, while the Region’s views are still in a formative
stage. I strongly support the view that it would be a mistake to provide resources for the banking
system in the immediate aftermath of a devaluation (whether the resources are intended for
recapitalization or on-lending for investment). The evidence indicates that much of the banking sector
has already provisioned for the devaluation. It is indeed important to avoid either a financial collapse
or a financial squeeze on the private sector, but the real threat to the future solvency and liquidity of
the banking system comes from fiscal indiscipline (including the practice of budgetary financing
through arrears) and losses in the state enterprise sector.

Foreign assistance, including from the World Bank, to the countries would make sense to
support a devaluation of sufficient magnitude, but this should be in the form of balance of payments
support linked to a range of measures that complemented devaluation and provided the basis for
structural reform. Such measures should clearly include action on the fiscal and state enterprise front,
and changes in publicly set wages and prices that would underpin the desired relative price changes
while at the same time being politically realistic.

I will be away from the office after today until January 6th, but feel free to contact me in the
event you would like to discuss the design of stabilization and adjustment in the CFA further.

Michael Bruno

cc: Messrs. Husain, Lafourcade, Ms. Marshall
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UMOA‘Mﬁ:ﬁ&B%\‘E§ strategy for reform

When a devaluation of the CFA Franc occurs, the Bank will come under intense
pressure to help "make it work," in the sense of ensuring that a positive supply response
occurs. One argument, which focuses on the financial restructuring of banks, asserts that, as
a devaluation will produce or uncover losses in the banking system, and since a healthy
banking system will be needed if banks are to support investment, then banks should be
restructured and recapitalized as soon as possible following the exchange rate change. It is
also be argued that the banks will need a large line of credit, especially to ensure an adequate
supply of long term finance. This note -- based on an evaluation of the UMOA financial
system but believed broadly applicable to BEAC -- argues that a preferred strategy is to
tackle public enterprise reform and the fiscal situation, without which any temporary
bandages applied to the banking sector will quickly become undone.

The "restructure banks first" strategy has been tried elsewhere without success. In
the CFA zone, it is not likely to be the key to a successful devaluation. First, the Bank has
not found a sure-fire way to guarantee a positive supply response. The last two reviews of
adjustment lending cited excessively optimistic predictions of investment as a consistent
feature of post-adjustment periods. Research has shown, not surprisingly, that nominal
devaluations that are accompanied by fiscal programs and incomes policies designed to
prevent a pass-through to higher wages and prices lead to greater response by entailing a
larger real exchange rate devaluation. Thus a key factor behind the success or failure of a
rate change lies in the fiscal policy domain. Several reviews of adjustment lending also
stress the need for credibility in a reform program before private investors will commit their
capital to the newly-favored (export) sector.

In the UMOA region the fiscal situation is critical. While the zone rules were
intended to place a firm limit on credit to governments, the authorities have largely evaded
this restriction by running arrears and lending to loss-making state-owned enterprises not
covered by this restriction. The 1986-91 restructuring of the commercial banking system
involved a "carve out" of bad debts and central bank refinancing lines, some bank closures,
and the central bank was left holding bonds that have paid 3% interest only for the first 5
years. Few expect the governments to begin paying principal on schedule in June 1994. At
present, financial institutions will voluntarily buy central bank paper, but not that from the
Treasury.

Second, the UMOA region has been in a state of widespread financial distress --
virtually a depression -- since at least the mid-1980s, with about half of the banks (by
number) either in liquidation or in the process of being restructured, as of late 1991. Most
of the remaining banks are reasonably liquid and, assuming that the government meets its
obligations, solvent. Additionally, virtually all of the large banks are foreign owned. The
French banks were forced by their home authorities to provision themselves fully for their
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CFA exposure since 1988-89; these provisions could g oqv nte] gApity to cover the
foreign exchange losses linked to the devaluation. Hence, the French banks should be able
and willing to lend to viable borrowers providing that the concomitant reforms are credible
and that the projects are sound.! Immediately following a devaluation, an increase in the
demand for short-term credit (to finance working capital) can be expected, and the banks
appear to have the resources to respond. Major new investment projects likely will wait for
several years to see if any program is maintained.

That financial distress has been ongoing for a significant number of years and affects
such a large part of the banking system should temper post-adjustment forecasts: bankers
living with a weak portfolio and great uncertainty for a significant period of time may be
disinclined to accept new economic policies no matter how long the devaluation was
anticipated and how readily credit is made available. Foreign banks will continue lend to
foreign multinationals, but the repayment climate has deteriorated to the point that it is
difficult to get local borrowers to repay. While the judicial process works with reasonable
alacrity in matters of debt collection, banks report that it is difficult to get decisions
implemented, so that collateral can either disappear or become worthless.? In recent
months, the liquidity situation of the UMOA banking system has strengthened, and interest
rates set on a money market auction have declined. So today, in addition to the unfavorable
competitive situation, it is the poor incentive environment, not the availability of funds, that
restricts lending.

Third, the last bank recapitalization was rather expensive, at close to $3 billion, and it
appears to have contributed to the decline in a willingness to repay debt. For example, in
Senegal, where at least some banks were closed, the bad loans have been sitting in the
"Collection" Agency, but only about 5% of these loans have been collected, with many
prominent names on the list of defalcators, and large sums have been squandered on the
overhead of this agency (e.g., $ 8 million to refurbish a building, with no evidence of any
significant improvements). Another recapitalization or, indeed, the artificial encouragement
of lending, might arguably be taken as an endorsement of present practices.

In sum, for UMOA countries, a bank recapitalization has already been done, and
bank solvency in many cases hinges on the government’s ability to repay its obligations.
Foreign banks naturally will want to be compensated for a devaluation, but there is no clear
rationale for UMOA countries to borrow either to pay off foreign institutions or to increase
public ownership of these banks. Rather than on the banking system, any attention to
restructuring should center on public enterprises and on reforming the fiscal situation. If

+ Some foreign banks may threaten their departure in order to secure more favorable treatment, but it is not
expected that any will actually carry out this threat, nor would it be disastrous if any did.

: Recently the person who stole the national lottery funds was interviewed on television with the Justice
Minister, who stated that he was not prosecuting in this case as he thought that the embezzler had "suffered
enough" from the public revelation of his crime!
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these problems are corrected, the banks’ difficulties WEQ&H&HNES if the banks are
recapitalized without addressing the root problems, another recapitalization, and most likely
another devaluation, would be needed in the near future.

A line of credit appears unnecessary at this point, and likely would be
counterproductive. Banks are liquid, and if the policy package is a good one, will gain
resources after the devaluation with a reflow of deposits from abroad. Flight capital
according to one conservative estimate is at least $ 4 billion, though this includes only bank
funds; considerable holdings are believed to be in bonds, real estate, and equities.
Moreover, part of recent loans are said to have been precisely to speculate on a devaluation,
and will thus become available to support more productive investment. Lastly, a line of
credit would tempt authorities to pressure the banks to make more loans to inefficient SOEs,
precisely the firms that should be starved of resources if the devaluation is to succeed.

The Bank’s long run concern in the financial sector should be to make the banking
system safe and sound -- i.e., to make sure that banks do not have to be repeatedly rescued -
- suggesting that some basic problems have to be addressed regardless of the exchange rate
decision. These include increasing the skills and independence in the areas of banking and
bank supervision, keeping the government out of the credit allocation decisions of the banks,
as well as ensuring adequate profitability of banking in the CFA zone, so that bank managers
will have more incentive to insure that their own institutions are operating in a safe and
sound manner.’

In a year or two, assuming that a credible package has been implemented, the demand
for longer term credit can be expected to increase, so that it may make sense now to begin
exploring ways to increase term finance and the reflow of flight capital, including the lessons
to be learned from the Latin American experience. However, other than perhaps some tax
holiday, and possibly debt-equity swaps and outright forgiveness of foreign debt, sound
government policies conducive to investment are the sine qua non of investment by locals and
foreigners.

Finally, one problem that has not received much attention here -- though perhaps the
IMF and/or the French authorities are taking care of it -- concerns the possible restructuring
of the BCEAO. The dominance of the BCEAO balance sheet by the bad debts of the earlier
restructuring inhibits the movement to more market-based methods of monetary policy

+ While efforts to improve the supervisory system are underway, supervision alone -- judging from experience
in industrial economies -- is not sufficient to assure a safe banking system, especially in small economies in
which it is difficult to for banks to hold a diverse portfolio. Attempts to allow for increased profitability of
banking, both through the licensing process as well as by avoiding excessively high taxation of financial
intermediaries, would help to increase the franchise value of bank licenses and thus improve incentives facing
bankers. Attention also should be focussed on removing restrictions that make banks unsafe, such as
requirements that banks hold only domestic assets in what are very specialized economies.
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implementation, as much of its balance sheet is effectively frozen.* The devaluation will
produce further losses which, depending on post devaluation monetary policy, might take
several years to recover. With an impaired central bank balance sheet and the commitment
of the French treasury in doubt, investors will expect that the central bank may in the future
attempt to cover losses by raising reserve requirements or an inflation tax. In the interests of
promoting a successful devaluation, the Bank may want to encourage the restructuring of the
BCEADO if, as appears likely, its net worth is perilously low.

In short, the Bank should support:

a post-devaluation SAL, given sufficiently prudent macro policies. A
sustainable fiscal stance is important, to lessen the incentives for governments
to create arrears. The financial sector would benefit by the improved macro
environment, even though some of its clients will be hurt;

an effort to restructure and where possible privatize SOEs. The fiscal scenario
should allow for a realistic amount of direct budget support, to be phased out
as rapidly as is feasible;

technical assistance to the central bank and banking commission, if the IMF is
not addressing all of the monetary policy and supervisory needs; and

a study of ways to increase the reflow of flight capital, based on the success

observed in Latin America.
DECLASS\F\ED
AR L9 2015
WBG ARCHIVES

«The BCEAO’s tightening of capital controls and encouraging the interest rate downwards at least in part is an
attempt to offset its weak balance sheet position.



RECOMMENDATION OF STATUTORY COMMITTEE

TO: The President, International Development Association

Recommendation of the Committee under Section 1 (d) of Article V of the Articles
of Agreement on the Proposed Third Agreement Amending the Development
Credit (Structural Adjustment Credit) to the Republic of Bolivia.

The undersigned Committee constituted under Section 1 (d) of Article V of the
Articles of Agreement of International Development Association (the Association)
hereby submits its recommendation pursuant to said Section in respect of the proposal
that the Association grant to the Republic of Bolivia a supplemental development credit
in an amount in various currencies equivalent to six million seven hundred and forty
thousand Special Drawing Rights (SDR 6,740,000). The purpose of said supplemental
development credit is to provide additional funds to supplement the financial assistance
furnished by the Association under the Development Credit Agreement (Structural
Adjustment Credit), dated September 20, 1991, between the Republic of Bolivia and

the Association.

1. The Committee has carefully studied the merits of the proposal to grant such a
supplemental development credit, and of the purposes to which the proceeds of the

supplemental development credit are to be applied.

2. The Commitzee is of the opinion that the project toward the financing of which
the proceeds of such supplemental development credit are to be applied continues to
come within the purposes of the Association as set forth in Article | of said Articles of
Agreement, and the said project is designed to promote the economic development of
the Republic of Bolivia, and is of high developmental priority in the light of the needs
of the Republic of Bolivia.



(Republic of Bolivia) (Structural Adjustment Credit)
3. Accordingly, the Committee finds that said project continues to merit financial

assistance from the Association, and hereby recommends said project for such

additional assistance.

COMMITTEE

Vice President and General Counsel

Nominee selected by Governor for
the Republic of Bolivia

%Wdé,;m

Regional Vice President
Latin America and the Caribbean

Vice President, Financial Policy
and Risk Management

M D o

"’ 7V|ce President, Development
Economics and Chief Economist

Dated at Washington, D. C.




THE WORLD BANK/IFC/MIGA
OFFICE MEMORANDUM
DATE: December 22, 1993
To: Mr. Eric V. Swanson, IECSD
FROM: Michael Bruno, Vice President, DEC
EXTENSION: 33774

SUBJECT: Re-entry Guarantee

At the end of your term as chair of the Staff Association, you will have a guaranteed re-
entry into the International Economics Department, at your current level.

Best wishes in your new assignment.

cc: R Voight, C. Cardona, PMDCU; L. Davis, DECVP; M. Ahmed, Y. Calleja, IECDR;
S. Badiee, IECSD

EVSika



THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE:

TO:

FROM:

£ XTENSION:

SUBJECT:

*;

December 17, 1993

Attila Karaosmanoglu, EXC
Michael Bruno, DECVP [},

82349

Report on the World Bank Research Program

I am attaching the draft of the 1993 Report on the World Bank Research Program
for your review. Board discussion is scheduled for February 3rd and the report will be

circulated to Board members once we have responded to your comments.



The World Bank

Washington, D.C. 20433
US.A.

MICHAEL BRUNO
Vice President Development Economics
and Chief Economist

December 17, 1993

Guy Pierre Pfeffermann

Guy,

Many thanks for the Very.iLLuminating chart.

"k

ichael Bruno
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International Finance Corporation DE @
1818 H Street, N.W.

Washington, D.C. 20433, U.S.A.

With the compliments of
Guy Pierre Pfeffermann

Director, Economics Departmént
& Economic Adviser of the Corporation




THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE:

TO:

FROM:
EXTENSION:
SUBJECT:

December 16, 1993
Mr. Harold Messenger
Michael Bruno V‘Q
33774

Space

1. One of the first things I learned before officially joining the Bank was that
my vice presidency was split between four buildings. It was a five minute walk to my
main research department (PRD) in the N-Building, and almost fifteen minutes to EDI in
the M-Building. This was incomprehensible to me, and I immediately asked my staff to
investigate the possibility of bringing DEC closer together. It did not seem practicable to
move EDI closer, because of their specialized space requirements for training. For the
rest of DEC, however, since plans had already been made to move my office and RAD
from the S-Building to the N-Building as part of the post-reorganization moves, the
obvious solution seemed to be to bring IEC also north of Pennsylvania Avenue, rather
than have it remain isolated from the rest of DEC in the S-Building.

2. The proposal to move IEC north of Pennsylvania Avenue was discussed with
ITF on September 1, at which time two options were put forward for consideration.
Since that time, however, because of the many uncertainties associated with the Main
Complex occupancy, we have been unable to come to closure with ITF on how to
proceed.

3. Two changes within DEC now make IEC's move critical. First, PRD's Trade
Policy Division will merge in the next few months with IEC's International Trade
Division. Eight positions will transfer from PRD to IEC together with related long- and
short-term consultants. Even at its current staffing level, IEC is so tightly packed on the
7th and 8th floors of the S-Building that its new Director is seriously concerned about
fire hazards. There is absolutely no question of accommodating the transferred positions
and consultants in this space.

4. Second, IEC is working on a restructuring plan that will be implemented in
mid-1994. This plan will involve a significant number of intra-IEC moves. There would
be considerable efficiency gains if these moves could be combined with the move of IEC
to a new location north of Pennsylvania Avenue.

5 The most practicable option is for IEC to move into the 6th and 8th floors of
the Q-Building. ITF planning staff have confirmed that this space will accommodate
IEC's workforce, but I understand that there is a budget constraint: funding for the 8th
floor lease is not included in ITF's FY95 budget.

6. I should note that my proposal to move IEC north of Pennsylvania Avenue
may well have the support of Messrs. Serageldin and Choksi, both of whom have
departments located in remote locations. If IEC were to move from the S-Building, for
example, ESD's Agriculture Department could move out of the N-Building into the



-

S-Building, consolidating all of ESD in one building, and HRO could move all its OPR
staff from the T-Building, also consolidating in one building. These moves would leave
the S-Building in a far less crowded position; as it is currently configured the building is
tightly packed with very little room for expansion or overflow.

7. I now turn to you for help in resolving this issue. In the meantime, I have
asked Mark Baird to follow up with Mr. Wessels.

cc: Messrs/Mss. Serageldin, Choksi, Wessels, Stover, Gore, Ahmed, Calleja, Baird,
Lyttle, Cartwright, Davis
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The World Bank
Development Economics Department
1818 H Street, N.W.
Washington, D.C. 20433, U.S.A.

Room S-9035
Facsimile Transmittal Form
FAX No.: 202-477-0549 No. of Pages: 9
(including this page)
PHONE No.: 202-473-3774
DATE: December 21 1993
TO: Mr. Hoda
FAX No.: 2553 (522 1553
FROM: Kate Oram
Exec. Asst. to Michael Bruno
SUBJECT: Michael Bruno--C.V.

Mr. Hoda, as requested, herewith Michael Bruno's

curriculum vitae.

\’4 ods. O’\ LN

Kate Oram



THE WORLD BANK/ IFC / MIGA

OFFICE MEMORANDUM

DATE:

TO:

FROM:

EXTENSION:

SUBJECT:

December 21, 1993
Armeane Choksi
Michael Bruno Pg_@

33774

Summary of the Evaluation of the Trade Liberalization Study

The summaries of the various research evaluation activities were
discussed at the December lst review of the FY92-93 Report on the World
Bank's Research Program. In response to comments made at the meeting and
for purposes of consistency with the approach used in previous reports,
summaries of the individual Comparative Study evaluations will not be
included in the final Report. Rather, the existing section which
presents the general lessons on process and program management, has been
slightly expanded to reflect the diversity of experience across the
various individual studies. I attach a copy of the current (draft) for
your information.

Your point about the role of the Publications Committee is well
taken. The evaluator commented on "the inordinate amount of time to
reach the final publications stage...presumably in part due to the often
lengthy process involving the Publications Committee at the Bank." The
‘presumption’ was not reflected in the summary statement. A series of
memoranda concerning the review and publication of the series, and most
particularly your October 17, 1987 memorandum which specifies the
respective roles of the Director and Editorial Subcommittee were included
in the material sent to the evaluator. In addition, he was provided with
a large amount of project output and information on the dissemination
effort. Thus comments on the adequacy of dissemination and the broader
contribution of the study appear to be matters of judgment.

As indicated at the time the evaluation was sent to you, we would
be pleased to circulate your responses to the evaluation with the report
itself were these to be requested by Bank staff. Such responses could
also be included when the evaluations are circulated to the Research
Committee. We expect to do so in the next two months after supervisors
of the other Comparative Studies have had the opportunity to respond to
those evaluations.

The approach we are taking of presenting the general lessons derived
from the program in the Research Report and circulating the individual
project reports along with responses from the supervisors enhances the
learning from the evaluation exercise. I hope that we are in agreement
on this.

cc: M. Michaely, EC4DR; D. Papageorgiou, LA1CO; S. Yusuf, RAD



THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

JATE:

TO:

FROM:

EXTENSION:

SUBJECT:

December 21, 1993
Mr. Lewis T. Preston
Michael Bruno “B
33774

1995 World Development Report

As you know, the topic of the next World Development Report will be
labor. We had a useful and supportive discussion in the Board last week.
I have asked Michael Walton to lead the team. In view of the institution-
wide implications of the WDR, it is customary for the President to
announce the topic and staff director. I attach a draft circular.

cc. Mr. Karaosmanoglu, Mss. Fox, Kalantzopoulos



Staff Announcement

World Development Report 1995

The 1995 World Development Report will be on labor. Issues relating to labor are
central to poverty reduction, economic performance and the lives of most people in the
developing world. They affect much of the Bank’s work. This will be the first WDR to be
devoted to synthesizing the various linkages between development strategy and labor. The
Report will cover factors influencing the supply of labor, the demand for labor and the
functioning of labor markets. It will explore the relationships between international economic
relations and labor. Particular attention will be given to the role of education, the position of
women and the special situation of economies in transition from socialism.

I am pleased to announce the appointment of Mr. Michael Walton as Staff Director for
the 1995 WDR. As in the past, the preparation of the Report will draw upon the expertise of
staff throughout the Bank. I am sure I can again count on your fullest cooperation in supporting
this important work.

[Lewis T. Preston]



The World Bank 1818 H Street, N.W. (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C. 20433  Cable Address: INTBAFRAD

INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A. Cable Address: INDEVAS

OFFICE OF THE VICE PRESIDENT DEVELOPMENT ECONOMICS No. of pgs. S
AND CHIEF ECONOMIST (Rm S-9-035) (including this)

DATE: December 20, 1993

TO: Mr. Karaosmanoglu, Mmes. Fox & Kalantzopoulos
— 76869 75584

FROM: Michael Bruno

FAX: 202/477-0549

TEL.: 202/473-3774

SUBJECT: Attached

RCA 248423 - WUI 64146



THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE:  December 17, 1993
TO:  Attila Karaosmanoglu, EXC
FROM:  Michael Bruno, DECVP [},

EXTENSION: 82349

SUBJECT:  Report on the World Bank Research Program

I am attaching the draft of the 1993 Report on the World Bank Research Program
for your review. Board discussion is scheduled for February 3rd and the report will be

circulated to Board members once we have responded to your comments.
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OFFICE MEMORANDUM

DATE:

TO:

FROM:

EXTENSION:

SUBJECT:

December 17, 1993

Mr. Sven Sandstrom
Michael Bruno WM&
33774

Enhancing Women’s Contribution to Economic Development

1. We are in support of the broad thrust of this paper. Its emphasis
on the developmental payoff from correcting biases against women is
probably the right approach for the World Bank. The areas for focus for
action are sensible. The principle of "mainstreaming" gender issues in
country assistance strategies, with highest-effort where biases against
women are greatest, makes sense. We have a few comments.

2, The Bank faces a conflict between the principle of equity and the
principle of respecting the culture of its clients. Emphasizing
developmental reasons for enhancing women’s contribution only partly
evades this issue. The third part of the paper assumes that governments
want to reduce gender disparities, when this may sometimes (often?) not be
true. Two additions to the thinking in the paper may be useful:

(a) In the discussion of policy areas, draw a distinction between
those actions that mainly benefit women, but are not tied up with biases
(for example, maternal health, child nutrition) and areas that require
dealing with existing discriminatory action (for example, in the labor
market or the provision of services). The latter are likely to be tougher
to deal with.

(b) In the treatment of country assistance strategies, add the issue
of the assessment of the government’s own position, and where alternative
actions are likely to face strong resistance. This is analogous to the
issue of assessing a government’s position on any policy or strategy
change, with the added complication of it sometimes being tied up with
national culture and deepseated traditions. There should be no
presumption that country strategies have to take traditional biases as
given, but the pressures and constraints on action need to considered in
formulating the Bank’s approach.

3. The paper does a good job in documenting five areas for action
(section 3). The judgements are sensible, but there is no sense of the
costs and benefits of alternative actions. In preparation for the policy
paper it will be important to marshal the evidence on the costs and
payoffs for the actions advocated.

4, While we very much support the approach of mainstreaming gender
issues, it will put the main burden on the interest and activism of staff
and management in country departments. Engendering such interest, without



Mr. Sven Sandstrom - 2 - December 17, 1993

it being considered another add-on to the demands on country departments,
could be a challenge. We would support two techniques advocated in the
paper: documenting where gender inequities are a serious problem across
the five areas as a trigger for a need for position in the country
assistance strategy; and incorporating this in some form of review by the
center and management. It could also make sense to "mainstream" gender in
training, since it is probably the already "gender-aware" that attend
"gender-orientated" training.

cc. Messrs. Karaosmaﬁoglu, Stern, Choksi, Amoako, Baird, Mss. Fox,
Kalantzopoulos



The World Bank
Washington, D.C. 20433
US.A.

MICHAEL BRUNO
Vice President Development Economics
and Chief Economist

December 17, 1993

Mr. Uri Dadush

Uri,

Thanks for the news clippings. I am glad that WDT did indeed
receive good coverage in the press. It certainly deserved it.

ichael Bruno

cc: Masood Ahmed



December 16, 1993

Note to: Mr. Bruno

Re: WDT - Press Reports

Michael,

We would like to draw your attention to the attached pieces on WDT. We are
gratified to see the good discussion of substantive issues and unusually wide
press coverage (even though we had to compete with many breaking stories reported
today) . We would like to thank you again for your guidance at the Board and the
press conference.

AT

Uri Dadush

Acting Directd?T—EEE—:;7

Attachment

cc: M. Ahmed (o/r), M. Baird, R. Brigish (o/r), R. Johannes, K. Jun
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Gatt chief bri‘ngs down the gavel on historic market liberalis-‘

World trade deal is cle

Britain approves
Thorp nuclear
reprocessing plant

The UK government gave the go-ahead to the

Thorp nuclear reprocessing plant at Sellafield,
Cumbria, ending nearly a year of controversy.
Environment secretary John Gummer told parlia-
ment “there is a sufficient balance of advantage
in favour of the operation of Thorp”.

The government rejected a public inquiry, but
told British Nuclear Fuels, the plant’s owner,
it would have to report each year on plans for
further reductions in radioactive emissions. The
decision faces a final threat of judicial review
from énvironmental group Greenpeace. Page 8

Surge in US output: The biggest increase

in US industrial production for a year has added
spice to a vigorous debate about the desirability
of an early increase in US interest rates. Page 3

Eastman Kodak shares tumbled 11.5 per cent
after George Fisher, recently-appointed chairman
and chief executjve of the US photographic group,
warned profits next year would fall far short

of expectations. Page 17; World stocks, Page 32

By David Dodwell in Geneva and
Lionel Barber in Brussels

Delegations from 117 countries
yesterday approved by consensus
an ambitious world trade liberal-
isation treaty aimed at slashing
tariffs and opening markets.

Seven years of tough negotia-
tions came to a successful finale
when Mr Peter Sutherland, direc-
tor-general of the General Agree-
ment on Tariffs and Trade
declared: “I gavel the Uruguay
Round concluded.”

Delegates at Geneva’s Interna-
tional Conference Centre came to
their feet, cheered and
applauded. Gatt officials broke
open bottles of champagne.

Mr Sutherland brought down
the gavel after European Union

Prime Minister Edouard Balla-
dur, who had dropped French
objections to a deal.

In Washington, President Bill
Clinton said the agreement was a
good one even though the US did
not get all it wanted. He would
notify Congress before the mid-
night deadline that he would sign
it.

A few hundred bedraggled
farmers demonstrated in Paris
and Brussels, branding the deal a
US plot to cut European farming.
In Seoul, police arrested hun-
dreds of students protesting
against South Korea’s acceptance
of rice imports, while in India
opposition parties forced suspen-
sion of parliament over the
“dubious” agreement.

The 550-page trade pact will

on aid to modernise its

B How deal was done Page 4
B Foreign policy albatross turns
into an eagle Page 6
B Trade round like this may
never be seen again  Page 7
B Editorial Comment Page 15

cipline for the first time. It also
creates a more powerful body,
the World Trade Or ion, to

textiles industry. An Ecu900m
($1.026bn) package, including
Ecud00m drawn from the existing
structural funds budget, is to be
made available over the next six
years.

Amid the euphoria, there was

disappointment that the agree-
ment was marred by US reserva-
tions on financial services, and
irreconcilable US-EU differences

replace Gatt.

The agreement will take effect
in 1995 after governments have
ratified it.

Mr Sutherland said the accord
was “a momentous and historic
achievement” that would mean
“more trade, more investment,
more jobs and larger income
growth for all”.

over access to Europe’s film and
TV sectors and over shipping and
telecommunications. It is hoped
these disagreements can be set-
tled in the next two years.

Many developing countries
were also disappointed by the
modest market-opening offers
from industrial countries.

India, for example, received tar-

iff-cutting offers averaging 18 per
cent from the US and 22 per cent
from the EU, compared with its
own offers averaging 55 per cent.

Japan expressed “deep disap- o

China hits at UK over Hong Kong foreign ministers in Brussels
China appealed directly | p d the final obst: by
to Hong Kong residents | approving the accord. The
for support after accus- French national assembly later
ing Britain of destroying | gave a vote of confidence to
% ' co-operation over the
colony. Beijing’s state-
ment came after gover-
nor Chris Patten (left)
1 presented Hong Kong’s
© legislative counil
with his partial reform
bill, aimed at widening
the electoral franchise.
China’s statement urged Hong Kong residents
to support the work of its own committee, set
up this year to advise on arrangements for the
1997 end of British sovereignty. Page 16

United Airiines appears'. on the brink of agreeing
a deal for its workers to acquire a majority stake
in the company. The US airline’s board will meet
today to consider a proposal, just a month atter

an earlier buy-out proposal fell apart: By Phillp

Yeltsin attacks Ukralna: Russian President - Editor, in London . x

Boris Yeltsin condemned Ukraine’s stalling on by o 3
nuclear disarmament as “evil” in remarks that . | The boldest Anglo-Irish political,
may signal a tougher Russian foreign pollcy after initiative during 25 years:of vio-:

EU foreign ministers, approv-
ing the deal, partly met French
demands for strengthened trade
defence mechanisms. They also
agreed to satisfy Portuguese

result in tariffs being cut world-
wide by an average of 40 per cent
and will bring trade in agricul-
ture, services, and textiles and
garments under multilateral dis-

B IRA’s opportunity to enter political process B Paisley condemn

UK and Ireland
launch outline
plan fon;' peace

l FuIL uxt of the peace
declaration '~ Page 10
B Troubled history of. two

islands Page 10
i S BT Rk e oy i oo ' LGH I vl o tare Page a
Gueolrpompensations Alr. France and the v Yy P ®E c Page 15
European Bank for Reconstruction and Develop- the Irish RepubucqnmArmy to- orpment. . fegatd.

" men demanding CzK700m ($24m pensaf grasp the opportunity for 4 T -
hety (¢ ) o tion But praise for the declantion “doors except the door to vidlence

from across the political spec- and illegality. And crucially it

they paid too much for large mlnomy holdings

in the airline. Page 17

Daimier-Bens is planning a 10-city marketing
roadshow in-the US early next year to promote
the planned public offering in New York of 3.2
per cent of the group’s stock currently owned
by Deutsche Bank. Page 17; Union deal keeps

mini for Germany; Page 17

Mideast compromise hope: Palestine

trum was matched by initial “dis-
appointment” from Sinn Féin,

demnation from hard-line union:
ists.

In a joint statement establish-
ing the framework for a perma-

prime minister John Major and

the IRA’s political wing, and con- -

nent political settlement, UK.

opens the door to thosé who
- abandom violence.” -
S; i to the IRA,

peaking
Mr Reynolds added: “This offers
you an historic opportunity to
come into the political process”.
He said Dublin would establish
an all-Ireland” forum to which
Sinn Fein would be invited after

John Major (left) and Irish prime minister Albert Reynolds sign the histor#

bility of a united Ireland, won

out” to the IRA and an “act of

iy . Mr Albert Reynolds, the Irish a cessation of terrorism. grudging acquiescence from the treachery” by Mr Major. st
Liberatiox:o()ll)'ganmanon c&airmanf Yassir Arafat, prime minister, heralded a his-  Aides of both leaders were pri- Ulster Unionists. Mr James Moly- In its first reaction, a leading tk
ag&zl 11 ﬂ‘;'? dll‘gk ewa)éeo: at;n&promlse toric opportunity for “a new vately voicing hopes that the neaux, Ulster Unionist leader, member of Sinn Féin said there re
Wlﬂmsrae in the r?laPoc 3over ptember’s beginning” in the province. IRA’s traditional Christmas asked aseries of pointed ques-  was general “disappointment” st
outline peace accord. Page They pledged to accelerate the ceasefire, due to start within the tions about the statement but among nationalists. But Mr w

French win gene map

phisme Humain. Page 16

IBM will not subscribe to next year’s FFr8.5bn
($1.44bn) recapitalisation programme for Groupe
Bull, the loss-making, state-owned, French com-
puter group. But the two companies said they

race: French scientists
have won an international race to produce the
first comprehensive “map” of the genes in human
cells. The “physical map of the human genome”
was unveiled by the Centre d’Etude du Polymor-

all-party talks designed to restore
devolved government to North-
ern Ireland province and to inten-
sify co-operation between it and
the Irish government.

Mr Major invited Sinn Féin to
join the talks process within
three months of an end to vio-
lence. Speaking at a joint press
conference with Mr Reynolds he
said the declaration “closes no

next few days, could turn into a
permanent cessation of violence.
But Mr Major and Mr Reynolds
admitted that while they hoped
for peace, the initiative now lay
with the IRA.

The declaration, entrenching
the unionist veto over constitu-
tional change in Northern
Ireland but balancing it with
explicit recognition of the possi-

refrained from any open criti-,

cism. His colleague Mr David
Trimble suggested the party was
ready for the time being to sus-
pend judgement.

The initiative was praised by
Mr John Hume, the leader of the
mostly Catholic SDLP. But Ian
Paisley, the leader of the hard-
line Democratic Unionists, con-
demned the agreement as a “sell-

Mitchel McLaughlin, the party
chairman, said it would be study-
ing the joint declaration in depth.

would continue their industrial alliance. Page 19

European car sales fall: New car sales in
west Europe fell for the 11th month in a row in
November, declining 9.5 per cent, and the outlook
remains depressed for next year. Page 2

Prlvm capital Increase: Private-sector capitaﬂ

is replacing government finance for middle-income

developing countries, but the poorest countries
[‘_h_ave not benefited, says the World Bank. Page 3 J

Malaysia Alrlines sell-off: The Malaysian

Metallgesellschaft board to
grill chief on liquidity gap

By David Waller in Frankfurt

Mr Heinz Schimmelbusch, chief
executive at the troubled Metall-
gesellschaft metals, mining and
industrial group, faces increasing
pressure from the Frankfurt-
based group’s supervisory board
at a meeting specially convened
for tomorrow., .
It is und d that the meet-
ing will examine preliminary
results of intensive investigations

closed but Frankfurt sources
suggest that it may have been as
high as DM2bn ($1.2bn).
News of the special credit facil-
ities prompted a fall in the share
price throughout last week in
spite of a public declaration of
support. for Metallgesellschaft
from Mr Hilmar Kopper, Deut-
sche Bank’s chief executive. -
The. shares, up, DM4.9, to.

the begin-.-

him apart from older, more staid
German chief executives.

Since then, though, the group
has suffered badly from an.influx
of cheap metals from the eastern
‘bloc and the severity of the Ger-
man recession. In the year to the
end of September the group lost
DM347m ($205m) on turnover
stagnant at DM25.5bn. ...«

. The immediate cause of the
group’s present. plight was- said
last week to be margin: calls.~

Ms$1.79bn (US$700m) deal.'Page 19°
N'eau de The French ch

industry won its legal battle to ban Yves Saint-
Laurent, the French fashion house, from using - .
the name Champagne for its latest women’s per-
fume in France. Pm 1y sl i

by Deutsche Bank and Dresdner
Bank, leading shareholders in the
.company as well as creditors,

ning of last week and the group-
is now. capitalised at. DM2.7bn.:
Mr  Kopper: said on Tuesday,

.} bility. for, what, apmxo;hs‘

inereasine dvfﬂr‘ﬂfﬂﬂﬁ
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More investment from private sector

World Bank sees
trend affecting
middle-income
developing
countries but not
poor ones,
reports

George Graham

rivate-sector capital is

replacing government

finance for the middle-in-
come developing countries, the
World Bank says, but the poor-
est countries have not bene-
fited from this trend.

Both private-sector loans and
equity investments in the
developing world climbed
steeply last year to $102.1bn
(£68.5bn), exceeding for the
first time government loans
and grants, which fell to
$54.6bn, according to statistics
compiled annually by the
World Bank in its World Debt
Tables, published yesterday.

The Washington-based devel-
opment bank projects a further
increase in private capital
flows to $113.2bn, while official
loans and grants are projected
to recover to $63.5bn.

“There has been a remark-
able turnaround in private cap-
ital flows to the middle-income
countries,” said Mr Michael
Bruno, the World Bank’s chief
economist.

" ALL DEVELOPING COUNTRIES (US$m unless indicated)

1970 1980 1986 1987 1988 1989 1990 1991 1992 1993*
AGGREGATE NET RESOURCE FLOWS AND NET TRANSFERS (LONG-TERM)
NET RESOURCE FLOWS 11,197 86,730 63,896 67,800 74,047 79,489 102,100 121,131 156,631 176,660
Foreign direct investment (net) 2,268 5,256 10,142 14,534 21,204 24,710 26,340 36,876 47,267 56,283
Portfolio equity flows 0 0 606 761 1,096 3,486 3,774 7,552 13,073 13,197
Grants (excluding technical co-op) 2,076 13,283 16,022 16,691 18,257 19,022 28,458 32,870 34,460 35,5057
e LONG-TERM DEBT | .

Official creditors 5,150 58,465 39,188 38,226 36,657 31,684 34,133 35,743 41,743 58,489
Private creditors 1,686 36,421 11,251 11,001 14,164 9,566 3,467 5,702 21,632 30,539
Private non-guaranteed 1,702 9,726 -2,062 -2,412 -3,167 587 9,396 8,089 20,077 13,193

Mr Bruno’s enthusiasm is
tempered, however, by the
much starker prospects for the
low-income countries. With the
exception of China, which has
become the leading recipient
among developing countries of
private capital resources with
a projected total of $27bn this
year, all of the increase in capi-
tal flows has gone to middle-in-
come countries.

While excessive flows of cap-
ital can create problems for
policymakers in developing
countries - for example, by
pushing up exchange rates
- Mr Bruno argues that the
importance of private equity
investment should make these
flows more sustainable than
the loans that created the 1970s
debt crisis.

Not only are equity investors
more likely to remain
long-term partners, whereas
bond investors might pull out
if US long-term interest rates
were to rise again, but the
principal reason behind the

furnaround in private capital

flows has been the economic
policy reforms carried out by
the developing countries, Mr
Bruno argues.

While private-sector lending
to the developing world
bounced back to $41.7bn in
1992 and $43.7bn in 1993 - four
times the average annual rate
in the previous six years - eq-

Governments are
no longer
the main
source of finance

uity investment has risen even
faster over the same period.
Foreign direct investment in
the developing world, in which
the investor acquires a
long-term management inter-
est in a company, climbed
steadily from $10.1bn in 1986 to
$47.3bn in 1992, and was proj-
ected by the World Bank to

have risen again to $56.3bn in
1992..

. Portfolio equity investment,
in which foreign investors buy
shares without seeking man-
agement control, also soared
from $600m in 1986 to $13.1bn
in 1992 as new stock markets
opened and investment condi-
tions in the developing coun-
tries improved. This category
of capital flow is expected,
however, to flatten out to
$13.2bn in 1993.

Low-income countries,
except for China, are in a
much worse position. Most,
especially those in sub-Saharan
Africa, have no access to inter-
national capital markets.

Government-to-government
financing has also slowed for
these countries, although the
World Bank notes “a welcome
shift toward grant financing”,
paralleling the shift from lend-
ing toward equity investment
in the private sector.

For the 29 severely indebted
low-income countries, with

* Projected. Source: World Bank
outstanding debts of $204bn
among them at the end of 1992,
net flows of long-term capital
almost dried up to total $1.7bn
in 1992 before recovering
slightly to a projected $2.8bn
this year, but grants grew
steadily through the late 1980s
to reach $14.9bn in 1992 and
$15.2bn this year.

The difficulty Mr Bruno sees
for these poor countries is not
so much the cash flow problem
of servicing their debts as the
overhang of accumulated debt.

“The capitalisation of inter-
est and the accumulation of
arrears has outweighed debt
forgiveness,” he said, calling

. for renewed efforts by creditor

countries to reduce the stock
of debt burdening the low
income countries.

*World Debt Tables: World
Bank Publications, Box
7247-8619, Philadelphia PA
19170-8619, US. Available in UK
from Microinfo, PO Box 3,
Alton, Hampshire, GU34 2PG.
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PRIVATE INVESTMENT GROWS, CHINA AND MEXICO REAP BENEFITS.

Most wire services and many newspapers carried articles on the
World Bank’s new edition of World Debt Tables. The International
Herald Tribune (p.9) reports that, for the first time since the
outbreak of the debt crisis in the 1980s, private flows
outstripped funding from official sources last year, and further
increases were projected for this year. A record amount of
private capital -- estimated at $113 billion this year -- is
flowing into developing countries, and China is the leading
recipient, with a total private capital inflow estimated at $27
billion for this year. The Journal of Commerce (p.2A) notes that
China, Mexico, Argentina, Malaysia and Thailand accounted for
almost 60 percent of all foreign direct investment, the largest
single source of external financing for developing countries, in
1992. The Guardian (p.19) states that for middle-income
countries in Latin America and East Asia, the 1980s debt crisis
may be over, but the world’s poorest nations are still getting

orer and African debt is deepening. The debt of all developing

auntries reached $1,662 billion at the end of 1992 and over the
past decade the debt stock of the poorest, mainly African,
nations has tripled. Inter-Press Service reports Michael Bruno
(DECVP) says that the main reason for the sharp increase in
foreign direct investment flows "has been reform in economic
policies." The Associated Press reports that, while developing
countries are borrowing at a faster rate, officials predict they
will benefit if the new money is well used. "It’s not a question
of whether a country incurs more debt or not, Bruno said, "but
what it does with it." Those countries which make productive
investments, particularly in East Asia, he noted, had made
substantial reductions in poverty. "The good thing that has
taken place is that much more of the money lent is now going into
private hands" instead of being lent to governments. He pointed
out that in addition to borrowings, more money has been coming to
developing countries from abroad in the form of purchases of
stock and of whole industries. Reuters states that the driving
force for China’s huge capital inflows has been the country’s
remarkable economic growth in the recent past. In Latin America,
privatization, economic reforms, debt rescheduling deals and free
market policies have become a strong magnet for outside capital
which is contributing to its technological development and
economic growth. The Bank observes that, defying common wisdom,
most of the money for middle-income nations is quickly moving
away from the financial sector and into the production sector

ad, once there, from manufacturing to the service area, the
account states. Agence France Presse reports that debt has
slowed the results of economic reforms undertaken by most of the
24 poorest and most deeply-indebted countries. Articles were
also carried in the Washington Post (p.B16), La Tribune Desfosses
(p.6) Les Echos (p.8), Frankfurter Allgemeine (p.15, 16), Die

1993
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Welt (p.13), Dagens Naeringsliv (p.16), (p.16), Aftenposten
(p.16), Daily Yomiuri (p.13) and Nihon Keizai Shinbun (p.2).

GATT FACES HEAVY HORSE TRADING TO COMPLETE TARIFF DEAL.
Major U.S. and European newspapers and wire services carry
extensive coverage of the GATT agreement. The [London] Times
(p.12) reports that the GATT deal is bound to give the world
economy a much needed boost at some stage, but the precise
mechanisms are still subject to intense disagreement among
experts. According to the International Herald Tribune (p.7),
not everyone came away happy with the GATT deal. Although the
assumption is that there will be more winners than losers as
world trade expands over the next decade, developing countries
estimated that they could lose up to $1.5 billion a year. The
Wall Street Journal (p.Al0) reports that environmental protection
in both the United States and abroad may be threatened by the
trade agreement. Although environmental groups won several
concessions, they are not satisfied their concerns have been met

fficiently, and are beginning to voice opposition, the account
_.ates. AFP reports that GATT negotiators face a new four-
month deadline to turn what was called the greatest trade
agreement in history into hard market-opening commitments. The
Uruguay Round Final Act, approved in Geneva Wednesday by
representatives of 117 countries after seven years of
negotiations, is to be signed at a ministerial meeting in
Marrakesh, Morocco, in April. By then, the account says,
negotiators must determine precisely how much power to invest in
a new international trade policing body to be called the World
Trade Organization, which will succeed the General Agreement on
Tariffs and Trade. They must clarify the WTO’s role in such
controversial areas as environmental protection, exchange rate
stability and exploitation of cheap labor.

PARIS CLUB AGREES REORGANIZATION OF VIET NAM’S DEBT. The
Paris Club of Western creditors has agreed on a major
reorganization of Viet Nam’s foreign debt, the French Economics
Ministry said Wednesday, Reuters reports. Viet Nam has a hard-
currency debt of $4.5 billion, most of which it has sought to
reschedule. About $3 billion of the debt is owed by the central
government and $1.5 billion by local governments and state
enterprises. AFP reports the Ministry also said that Hanoi’s
implementation of an economic restructuring program backed by the
IMF, and the very low level of Vietnamese per-capita income
ijustified "exceptional treatment." The Club favored a cut up to

) percent in the country’s public debt to "facilitate its
economic recovery," the account states. Representatives of the
Club, including the United States, have agreed to recommend to
their governments "to implement rescheduling options, according
to the Reuters story. Le Figaro (p.47) carries an article.
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cCE MEMORANDUM
December 17, 1993 12:17pm
Emmanuel Jimenez ( EMMANUEL JIMENEZ )
Michael Bruno, DECVP ( MICHAEL BRUNO )
33774

Re: PRDPH meeting

Manny,
Thanks for your note with the additional information.
I learned a lot in the meeting about the various projects of your
division and found it an extremely useful exchange. Hope to make
use of it with a follow-up in the future. All the best.

Michael

Lyn Squire ( LYN SQUIRE )
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TO:

FROM:
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December 14, 1993 06:29pm

Michael Bruno ( MICHAEL BRUNO )
Emmanuel Jimenez, PRDPH ( EMMANUEL JIMENEZ )
33481

PRDPH meeting

Michael,

We wanted to thank you again for the opportunity to present the
work program to you. The staff and I particularly appreciated
the interest you took, not only in the results, but also in the
design of the various research projects, including the
all-important but perhaps less glamorous aspects of data
collection.

We also heard your concern about the importance of dissemination
and keeping research closely in tune with the needs of
operations. On this issue, time did not permit us to discuss our
activities to transfer sound methods of analysis to our
operational colleagues. This "tool-building" capacity is an
important but perhaps less visible aspect of the work program.

It includes operational support, training courses (we manage
popular courses on the economics of poverty and on robust data
collection plus participate in many others), and the development
of specific tools of analysis for use in operational reports.
(Examples of the latter include: the development of POVCAL, a
PC-based computer program that task managers use to analyze
poverty profiles from published data and developed by Martin
Ravallion and his colleagues; our support for a handbook by Angus
Deaton on how to use household survey data for policy analysis).
We have found that there are often policy payoffs to doing more
rigorous analysis -- such as in changing the nature of the policy
dialogue in Morocco and Indonesia when analysis showed that
poverty was still a rural-based phenomenon, in contrast to
official positions that described it as an urban one.

Research thus helps operations in 2 ways: by providing direct
support from research staff and by developing better tools of
analysis (survey instruments, software packages, etc) so that
operations can do a better job by themselves. Given the excess
demand for our operational support, we expect that tool
development and dissemination will be of growing importance in
the future.

Manny.

Lyn Squire ( LYN SQUIRE )
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THE WORLD BANK/IFC/M.I.G.A.

ROUTING SLIP DATE: December 13, 1993

NAME ROOM NO.
Mr. Homi Kharas I-7005
cc: Rainer Steckhan I-7015
Mark Baird S-9055
URGENT PER YOUR REQUEST

FOR COMMENT

PER OUR CONVERSATION

FOR ACTION

SEE MY EMAIL

FOR APPROVAL/CLEARANCE

FOR INFORMATION

FOR SIGNATURE

LET’S DISCUSS

NOTE AND CIRCULATE

NOTE AND RETURN

RE: Brazil
REMARKS:
Homi,

Many thanks for sending me a copy of your
report on Brazil. I found it very perceptive and
informative and extremely well written. It is
unfortunate that your diagnosis seems right.

Best,

: >

Michael

FROM: ROOM NO.: EXTENSION:
Michael Bruno, VP DEC S9-035 33774
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Mr. Michael Bruno, DECVP S-9035

L]

URGENT

PER YOUR REQUEST

FOR COMMENT

PER OUR CONVERSATION

FOR ACTION

SEE MY EMAIL

FOR APPROVAL/CLEARANCE

FOR INFORMATION

FOR SIGNATURE

LET’S DISCUSS

NOTE AND CIRCULATE

NOTE AND RETURN

RE: Trip to Brazil

REMARKS:
Thought you might be interested in our views on
Brazil.
FROM: ROOM: EXTENSION:
Homi Kharas, LAIDR 1-7005 39757
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THE WORLD BANK /IFC / M.l1.G.A.

OFFICE MEMORANDUM

DATE: December 6, 1993
TO: Mr. Rainer Steckhan, Director, LAl

FROM: Homi ‘; as, Lead Economist, LA1IDR
J| =
EXTENSION: 39757 /,

SUBJECT:  Trip to Brazil

L. I joined the CEM mission led by Gautam Datta and heard from
Messrs. Fritsch, Malan and Bacha inter alia about the proposed reform
program. The key elements are: presentation to Congress of a balanced (no
domestic borrowing) budget for 1994; constitutional reforms to set fiscal
policy on a firmer footing in the medium term; innovations in indexation as a
prelude to monetary reform and stabilization; and the reinitiation of a
program of privatization and a restructuring of official banks. The CEM
mission will provide the details of the package which are still in the process
of refinement and publication.

2 The program is based on the assumption that inflation is caused by the
growing earmarking of government revenues, a development which has
limited the flexibility of fiscal policy and effectively rendered the central
government helpless. By increasing taxes and reducing the share of
expenditures allocated to States and to the wage bill, flexibility would be
increased. By unifying the various inflation indices which are presently used,
the groundwork for a nominal anchor to be used in a stabilization would be
prepared. These are undoubtedly positive features of the plan. But in most
respects, our assessment is that: (i) the proposed actions are unlikely to be
passed through Congress; and (ii) even if they were passed, they would not
constitute a serious effort to stabilize. Thus, while the plan may represent
the best potential outcome given current political constraints, it does not offer
significant prospects for a rapid reduction of inflation.

The Politics are wrong

3 One of the difficulties that the current economic team faces is that
there is no apparent constituency in favor of stabilization. The Federal
government openly pronounces on the fact that inflation is their only
mechanism to combat unfinanceable deficits that are imposed by
Congress/constitutional requirements. Powerful state and local municipalities
have found that with high inflation they can generate significant financial
funds for their own particular priorities. They do not seem to be speaking
out in favor of stabilization. The big chambers of commerce are protected
by the policy of maintaining an undervalued real exchange rate, so they are
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not being squeezed and (despite Geoffrey’s best efforts) firms do not seem to
rate stabilization as a number one priority. Banks of course benefit. The
only ones who lose, apparently, are the bottom forty percent, who may not
have much influence in current circumstances.

4. To this list, I should add that corruption confuses matters. The
population clearly ascribes their economic woes to a significant degree to the
issue of corruption rather than to high inflation and an overburdened State.
In an environment of heavy corruption, it is difficult to imagine a program
giving more resources and greater discretion/flexibility to the Federal
government (as is being attempted in the announced package) as one that
would command much popular support.

The Economics are wrong

18 There are several technical weaknesses, of the program which are of
great importance. First, on the fiscal front, there is too little adjustment.
Most of the "adjustment" envisaged in the budget serves to bring 1994 closer
to 1993 outcomes. If all goes as planned, the projected net reduction in the
consolidated fiscal deficit in 1994 is around one percentage point of GDP.
This cannot be described as a major fiscal package (although preventing
further deterioration is not an insignificant achievement). But what is worse
is that the budget does not factor in any of the strains on public finance that
could emerge if inflation is successfully reduced: the higher social security
and health spending that would be necessary; the restructuring of public
financial institutions that would be required (once their collection of
seignorage is removed); the reduced profits of the central bank if nominal
depreciations slow; and the recessionary consequences that tight fiscal and
monetary policies inevitably have during a stabilization episode. If these are
factored in, the budget surely would not be balanced at low inflation rates;
and thus it is not consistent with a strong stabilization effort.

6. A second weakness of the program is the focus on the level of the
deficit without concern for tax structures. The Brazilian tax system is highly
distortionary, and the proposed across-the-board surcharge of 5 percent adds
to the cascading character of taxes. Before one can claim that public
finances have been put on a stable and sustainable basis, a rationalization of
the tax structure is necessary. In other countries, structural fiscal reform has
been undertaken at the same time as stabilization, particularly when tax
increases are not seen as crucial components of the program. Indeed, Brazil
is a country where despite high inflation, the tax effort remains good.
Consequently, it may be more important for stabilization to have revenue-
neutral tax reform (with fiscal improvements focused on expenditure
reductions and non-tax revenue efforts) than to have a further round of

distortionary tax increases.
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7. A third weakness of the program is the absence of a true nominal
anchor. Most recent stabilization programs have had either a wage/price
freeze (Mexico, Israel), a tight control over nominal money (Peru, Bolivia)
or a fixed nominal exchange rate (Argentina, Poland) as an anchor. In
Brazil, in the period when "deindexation" (index unification) is being
considered, none of these options is really being considered seriously;
instead, there is some talk of jawboning the oligopolists to keep price
increases modest, of perhaps slowing down the rate of appreciation of the
nominal exchange rate, and of perhaps keeping down public sector price
increases as leading indicators of slowing inflation. But there are two great
advantages of a true nominal anchor that would be lost even if these were
implemented; (i) a true anchor helps bring down inflation fast and so builds
credibility in the program; and (ii) a true anchor provides an explicit focal
point for demonstrating the government’s commitment to the program--while
the anchor lasts, the program will be successful, while if it is washed away
the program surely will fail. This insulates the stabilization effort from other
developments in the economy (e.g. a fresh corruption scandal) that could
otherwise undermine confidence in the government. Only those things that

affect the anchor are important.

8. A fourth weakness is the diagnosis of fiscal reform as a necessary and
sufficient condition for stabilization. While we would all agree on the
former, I would argue against the latter. In Brazil, inflation is being driven
by a loss of confidence in the federal government as an entity which can
manage its own affairs; even if the budget were to be truly balanced there
would still be a pervasive sense that other contingent liabilities (bank loans;
liabilities of various public and quasi-public funds; various types of
guarantees; different types of promissory notes like privatization papers) exist
and pose a potential future problem. Indeed, in the past, these have been
sources of credit expansion, and could be so again in the future. The only
way of dealing with this issue is through a prominent program of
privatization and deregulation--a redefinition of the role of the state in which
" the financial responsibilities of the state are sharply delimited so that people
can feel confident that public resources are sufficient to meet public
responsibilities. Instead of taking this route, the plan in Brazil is to legislate
that the government will not be able to borrow domestically to finance its
deficit. Such a strategy is unconvincing--the government can find many ways
to circumvent the legal obstacles to borrowing (in the African CFA countries
they simply resorted to issuing IOU’s. In fact, the cross-country evidence
suggests that countries with financial covenants on governments such as debt
caps, borrowing ceilings or the like do not have more solid public finances
than those that do not have such legal restrictions.).

9. There are other elements of the plan which can be criticized on
technical grounds: the planned move to daily indexation; the link of the unit
of account with the dollar rather than a basket of currencies; the gradual
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spread of the unit of account rather than its immediate imposition as in most
monetary reforms; and the decision to fully honor now-worthless domestic
privatization paper. But these are fixable (and still being debated) in a way
that the structural weaknesses listed above are not; so are less significant.

Implications

10.  Perhaps the best that can be said about the current package is that (i)
it may forestall disaster which was a distinct threat if the old budget proposal
for 1994 had been adopted; and (ii) it is unlikely to do much damage, and
could even, to a limited degree, maintain the situation on an even keel until
the elections. But even these limited objectives may not be met. The shift to
daily indexation could be explosive. And as elections near, and anticipation
builds of a future price freeze/stabilization attempt by a new government, the
likelihood of "defensive" price increases billowing into a full blown
hyperinflation cannot be discounted.

11.  Both the hyperinflation and muddling through scenarios would suggest
a move to low case lending targeted at activities (like poverty reduction and
decentralization) which could be successful even in a high inflation
environment. Fiscal austerity in 1994 also implies that the Brazilians’
promises to protect Bank loans from counterpart fund shortages cannot be
given much weight. Disbursement problems will continue unabated. Last, if
the situation does worsen, we may find in it a possibility to build consensus
around a true stabilization program, and we could perhaps think now of how
to exploit this window should it open up.

cc. LAIDMT; G. Datta, F. Iglesias (LA1CO)
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Paper to be presented at the Aspen Institute's congressional conferernce,
"Russia, Ukraine and the US. Response”, Jamaica, January 12-17, 1994.

Economic Developmentis in Russia

Anders Ashmd

Two years have now passed since Russia launched an impressive attempt at a
change of its economic system. It is still early to pass a definite verdict, and it
is difficult to establish what standard that is appropriate and even what
indicators that should be considered central. Much has been accomplished,
notably in the sphere of privatization. No less than some 40 percent of the
Russian labor force is currently working in the private or non-state sector.
Shortages have largely disappeared, and starvation is o longer a threat. The
ruble has reached a relatively high degree of convertibility, and its exchange
rate has remained relatively stable since June. The average wage measured in
US dollars has risen from $5 a month in December 1991 to $80 a month in
October 1993. The official trade surplus is likely to be $20 billion in 1993,
though this has-been achieved through a halving of imports during the year.
At the same time, inflation remains far too high, almost 900 percent in 1993
and 2,500 percent in 1992. GNP fell officially by 19 percent in 1992 and is
likely to fall by about 11 percent in 1993. Official unemployment remains
riegligible 4t on® percent, though a few percent of hidden unemployment
should be added to this figure. Still, that is rather a sign that little real
restructuring has taken place in the Russian economy.

The Russian transformation can be seen in several perspectives. One is
the Polisﬁ perspective, since the Russian reformers have primarily been

inspired by the systemic changes in Poland, which offered a comprehensive
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December 12, 1993

To Shahid Yusuf - comments on draft of Research Report

Generally this is a (onsiderable improvement over the previous
draft. Could not find the 1991 Board discussion in the file -
could I see it?

Question on the References - why are names of authors not
mentioned, only acronyms of departments?

p. 37: Footnote 79 is missing and I think 80 is misplaced
ﬁg rest of my comments are confined to Part III.

Part IIIis much better focused. Still needs more minor working.
I have put comments or corrections on the enclosed copy.

on pp. 45-46 I have suppressed reference to industry because the
point is not really the industrial sector which is too big in the
transition economies anyway.

p. 46, line 8 (from bottom): where does anthropological input
appear in the actual program?

pp. 48-49: Has this part been updated with Gelb? There is a
proposal for a set of selective, comparative synthetic overviews
with lessons of reform in imortant areas, leading to a book or to
a future WDR.

I think there is a missing item from the research report, the
work of the macroeconomics & growth division (this is a tentative
list - check with Easterly):

Continue work on factors underlying long-run growth

Deepen our knowledge of the effect of short-term macroeconomic
response to external shocks on long-term growth (e.g., compare the
poor response of LAC and AF with the good response of EA and their
long-run differential growth results

Need for additional research on the factors underlying the slow
growth recovery after major stabilization efforts

When and where does growth by itself also bring about poverty
reduction and an improvement in various social indicators

Learn further lessons from the East Asian Miracle study such as the
determinants of high savings rates and the extent of
transferability of various policy strategies to other regions such
as Africa.

Please let Lyn Squire (and possibly Masood and Mike) read the
revision and let me read it again at the end. Thanks, Michael



Part II1

Research Directions for Fiscal 1994 and Beyond

Research Strategy
The Bank's success in promoting development has rested on providing an

enlightened mix of capital, technical knowledge, and policy advice. In an age where
information and ideas are seen as increasingly pivotal, how large a contribution the Bank
makes in the future will be inextricably linked with its ability to remain at the forefront
of thinking on development. This calls for a commitment to sustaining intellectual
excellence which matches—if not exceeds—that of the recent past as the demands on the
Bank from old and new clients are likely to increase. At the same time, the environment
in which the Bank operates may be a more difficult one, competition could be sharper,
and expectations as to what the Bank must achieve are bound to be higher. &~

C Under these circumstances the need for qualimhich enables the Bank
to maintain if not enhance its intellectual leadership, will be more acute. Fhis-doesmot

pecessartly mean that the Bank must-de-mere-researehr—6h hat-the researcihidone MIUs

Inevitably future research strategy reaffirms many of the priorities of the recent
past, but where necessary these have been suitably reoriented in line with changing
perceptions of development imperatives. The strategy underlying the research described
in this section is defined by four principal and interconnected themes.

In transitioning socialist econorqieiéxs well as many other developing countries, the
state and future performance of the Meector is a primary determinant of growth.
Those factors, which influence industrial efficiency and which maximize the benefits from
restructuring, are of special importance. Research on this theme is being designed with
two ends in mind: to understand the forces driving industrial change, particularly in
economies that are in transition; and to analyze the consequences of actions taken in a
number of areas. It will concentrate on the emergence and nature of corporate
governance to gauge the effectiveness of various mechanisms to achieving enterpgl;s‘gu'ur%
accountability; on measures being taken to create new instruments for financing
and regulating financial markets; on actions to enhance labor mobility and absorption
which impinge on the social safety net, training, and the flow of information; on fiscal

reform that affects the governments' ability to invest in infrastructure and services with
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important linkages to ~and on the efficient level of government regulation within

a market context.

Growth, industrialization, increasing populations, and more intensive use of
resources all have environmental consequences. Hence research on environmental issues
will continue to complement research which seeks to find ways of accelerating
development.

After well over two decades of study the urgency of research on poverty remains
unabated. The problem still looms large and only a few of its many facets have been
thoroughly examined. Research on }nm and human resource development can
suggest ways of raising welfare, but it is only through a close empirical analysis of its
dynamics and the effects of government policy that progress in designing effective poverty
alleviation programs will be sustained.

The fourth and final theme concerns the international economy. With growing
economic interdependence and increased mobility of capital as well as labor this theme
intersects with two of the others: Mdevelopment is strongly influenced by
resource transfers, technology flows, and trading arrangements. Similarly, in a large
number of instances environmental policy calls for regional if not worldwide coordination.
Thus research on international economic matters remains integral to the Bank's strategy.

Many aspects of development that are being investigated call for a broader,
interdisciplinary mix of analytical techniques. For instance, the approaches to
privatization in the transitioning economies, the forms of corporate governance that are
emerging and their efficacy, the state's capacity to regulate industry in a market
environment, the design of rural health care, and approaches to environmentally friendly
resource use, all require not just the skillful application of economic concepts but also the
selective use of concepts drawn from other social sciences. Only through a juxtaposition of
economics and political science can the growth of the private sector in the former socialist

countries be adequately analyzed. And many aspects of rural change~and urbanization can

be more fully apprehended if economics join forces with anthropology. The need, in many

instances, to follow an interdisciplinary tack is speci when it comes to
defining policies that must temper the search for economic efficiency with other social or
political concerns.

The perception that working several disciplinary angles can be rewarding has
definitely deepened among researchers in the Bank. More research proposals are couched
in the language of political economy and the Research Committee has encouraged this
tendency so long as it meets acceptable standards of rigor. If the findings from such

research are commensurate with the high expectations, it will invigorate research in a
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number of fields which have been heavily investigated but only with the tools of
economics.

These four major themes which reflect the operational concerns of the Bank
provide the framework for future research. They straddle a range of subthemes which are
distributed across the various program objective categories. In order to conform to chapter

I1, individual items of research are grouped according to,\program objective category, with

Allocation of Research Responsibilities

The main responsibility for implementing the Bank's research strategy will fall on
two departments in the Development Economics Vice Presidency (DECVP): the Policy
Research Department (PRD) and the International Economics Department (IEC). This is
a consequence of the reorganization which sought to lessen the dispersion of research in
the Bank. Under the system that has emerged, operational departments will maintain
their relatively low key research involvement, the three thematic vice presidencies will
actively support operations through best practice dissemination, guidelines, and training,
while DECVP shoulders an increasing proportion of the research within the Bank.

DECVP

PRD’s research mandate has expanded to encompass sector research in addition to
macroeconomic and country research. Three of its six divisions are responsible for sectoral
research (Poverty and Human Resources, Finance and Private Sector Development, and
Infrastructure, Agriculture, and Environment) and three are responsible for macro-
oriented research (Transition Economics, Macroeconomics and Growth, and Public
Economics). PRD’s future work program reflects significant shifts in research priorities,
resulting both from the natural evolution of its activities and from the new mandate of the
reorganized department.

About 25 percent of the department’s research resources for fiscal 1994 will be
devoted to short-term studies, permitting a faster and more flexible response to rapidly
changing demands for research-based analytic work. About 30 percent of departmental
fiscal 1994 research resources will be devoted to a limited number of major cross-
divisional products, with increasing attention to macro-sectoral linkages and varied
country approaches and experience. The department will continue to conduct exploratory

research on issues that are likely to demand policy attention in the near future.
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The International Economics Department's mandate is complementary to
PRD's purview on primarily domestic issues. In addition to undertaking research on
economic trends and international policy issues, IEC will continue to provide a
wide array of data and reports on debt, trade, national accounts, and international
financial and commodity markets. The production of its regular data reports and
the collection and analysis of new data each will account for about 25 percent of
IEC resources, with policy research and information services absorbing about 35
and 15 percent respectively.

IEC has vastly expanded the number of countries on which it reports as the
Bank's membership has increased, a task that also has entailed development of
methods to adapt reporting from the systems used in countries of the former Soviet
Union and Eastern Europe. These methods will be refined and revised to improve
accuracy and comparability as further information and analysis becomes available.

To offset the deterioration in quality of primary data from national sources
and aggregates provided by international organizations, IEC will initiate a more
systematic reporting of data quality notes, expand its data library to substitute for
external sources in selected areas, work with national statistical personnel to
improve reporting, and increase support of operational staff for country statistical
work. And to accomodate an improvement in and expansion of dissemination
products, in fiscal 1994 IEC research on commodity markets, global forecasting, the

short-term economic outlook, and the informal sector will be reduced.
New Research

Transition of the Formerly Centrally Planned Economies

The record of the policy reforms and experiences of countries in transition is
steadily accumulating, and several comparative studies are planned for fiscal 1994-95.
These will cover such key areas as the approach to and experience with enterprise
reform, financial sector reforms, the macroeconomic implications of stabilization and new
currencies, and unemployment and social welfare in the transition. Research will
continue on the macroeconomic adjustment and growth of economies in transition and the
microeconomic and institutional issues specific to these countries.

A major report on transition in socialist economies will be completed in fiscal 1995.
The report will review the macroeconomic, sectoral, and institutional dimensions of the
transition experience in Eastern Europe, the countries of the former Soviet Union, and

the transition economies of East Asia. A major comparative study is planned on enterprise

48



behavior and economic reforms in Central and Eastern Europe, also due for completion in
fiscal 1995. Another research project will analyze the main directions of agricultural and
food policy reforms in some transitional economies in Europe and Russia and synthesize
the findings for a comparative view of the effectiveness of various instruments for
improving efficiency and inducing agricultural recovery.

Several case studies will explore the changing profile of enterprise governance.
Enterprises emerging during the transition period are neither fully socialist nor fully
market-oriented; rather they are survival-oriented. Research exploring the adjustment
behavior of these unique enterprises in the Russian Federation will be completed in fiscal
1995. A comprehensive study on the current structure of industry in Russia has been
initiated. So far the study has found little evidence of aggregate or industry concentration
at the national level, which suggests that more than one or two enterprises must be
producing many of the needed inputs. The vertical dependency of enterprises is a
perception of their directors, and not based on actual market structure.

The impact of reform on households holds important implications for poverty and
welfare. A research project expected to be completed in fiscal 1996 is evaluating the
impact of stabilization and trade policies and institutional change on the economies in
transition, focusing especially on the impact on living standards and household welfare.
Research on unemployment and job transitions is using a rich microeconomic database to
study labor reallocation in a reforming socialist economy in Eastern Europe that faces
rapidly rising unemployment.

Major research on interactions between supply factors and the use and provision of
social services will be completed in fiscal 1995. Empirical studies of welfare changes
during and after transition will look at the new policies designed to deal with the
problems of transition. Analysis of income distribution at the end of communist rule in
five Eastern European countries has produced some preliminary findings: income
distribution in socialist countries was fairly egalitarian, urban workers were most affected
by the economic decline, and social transfers had no redistributive function since they
were almost uniform across income groups.

The Bank has been actively involved in the process of transition in the agricultural
sector for several transforming socialist economies. A comparative study synthesizing the
Bank’s experiences is proposed to be undertaken and a workshop held in September 1993
marked the inception of the study. Research will focus on the immediate economic
objectives of the transition in socialist agriculture, namely resumption of growth, efficient

foreign agricultural trade, and sustainable improvements in rural income.
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Human Resources Development and Employment

Work on labor markets begun in fiscal 1993 will expand, with emphasis on the
effects of labor market interventions and institutions on international competitiveness
and the speed of adjustment. A major research project is planned for fiscal 1995 on the
impact of labor market policies and institutions on economic performance.

Research on the impact of organized labor and policy interventions in the labor
market on the short-term adjustment to economic reforms and long-run economic
performance is expected to provide guidance in two policy areas. It will help to assess the
appropriateness of the Bank's focus on product market reforms in the 1980s and the
extent to which labor markets in developing countries were able to circumvent
government interventions during the last two decades.

A cross-national study on enterprise training strategies and productivity will
attempt to identify the structural factors and market failures that impede training in
developing countries, and provide guidance in designing policies to promote enterprise
training appropriate to national circumstances. Industrial countries have already
recognized the importance of enterprise training to productivity and international
competitiveness, and research in this area is making headway.

As a followup to earlier research on the determinants of health and nutritional
outcomes in Indonesia, the East Asia and Pacific region is conducting the Indonesian
Resource Mobilization Study (IRMS) to measure the impact of higher user fees on the
utilization of primary health services. The IRMS will use longitudinal panel data from
surveys of the same households before and after intervention periods to measure the
impact of experimental changes in price and quality on medical care utilization and health
outcomes. Important goals of World Bank programs, such as the improvement of health
status and the alleviation of poverty, are addressed by this study.

Ongoing research on private sector involvement in providing health and education
services finds that government health programs in developing countries are neither
equitable nor efficient and reflect the current political equilibrium, which cannot easily
be changed. The study, to be completed in fiscal 1996, has also found great variations
across countries in the proportion of secondary student enrollment in private schools and
attributed the variation primarily to cultural heterogeneity, especially religious
heterogeneity. Limited public spending on secondary education also leads to
proportionately higher enrollment in private schools.

Much as the World Development Report 1994 will situate the role of infrastructure
in the overall development process and help advance the debate on policy, the World
Development Report 1995 will draw the many strands of research on labor markets and
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human resources to analyze the patterns of employment, examine possible strategies,

and identify some of the most critical issues which will engage researchers in the future.

Private Sector Development and Public Sector Management

New research will be initiated in fiscal 1995 on challenges for the regulation of
industrial and infrastructure enterprises after privatization.

Research on the cost of business regulation is intended to identify which regulatory
constraints are binding in a particular setting and to measure their costs to private firms
and the economy. One expected output is guidelines for operational staff to diagnose the
most burdensome formal rules and to measure their economic costs.

There is increasing concern that distribution systems in industrializing countries do
not operate in a competitive manner and impede access to larger domestic and foreign
markets. Research will examine the importance of imperfect competition in distribution
systems, the fundamental causes of market failure in various channels, and suggest policy
recommendations.

Research on private enterprise development in Africa will focus primarily on an
empirical investigation based on enterprise surveys, and in-depth analyses of the effect of

government policies and supply-side constraints on the performance of African firms.

Financial Intermediation

The Finance and Private Sector Development Division, Policy Research
Department (PRDFP) will continue its research on the effect of the development of
banking on economic growth and study the links between stock market development,
corporate financing decisions, and economic development. This research will also
assemble data on nonmonetary financial institutions such as insurance companies,
investment companies, pension funds, and development banks. New research is also
planned on supervision and regulation of the financial system. Research on term finance
will examine the problem of long-term finance and design policies to increase access to
long-term capital.

An IFC pilot study on relationships between the stock exchange and development
in the Republic of Korea will eventually be extended to other countries. Research will
also be conducted on how firms in developing countries finance investment. Two ongoing
research projects on the market structure and outcome for Mexican stock exchange and
enterprise transformation in Poland will be continued in fiscal 1994 and fiscal 1995.

Another research project is studying the role of payments systems in financial
sector reform in developing and formerly socialist countries. This research is expected to
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provide policy lessons and a basic set of principles on improving payments systems, which
will be synthesized in a book. A conference planned for fiscal 1994 will launch studies on

key payments system issues and the role of the private sector and the central bank.

Poverty, Distribution, and Social Welfare

New sectoral research will focus heavily on the determinants of poverty and the
environmental consequences of economic reform. Based on that research, the Poverty and
Human Resources Division, Policy Research Department (PRDPH) plans to produce a
Policy Research Report on the social and environmental consequences of economic
reform. PRDPH will also design prospective studies to evaluate the impact of Bank social
sector investments such as social safety net programs, decentralization of public school
funding, and health and nutrition programs.

Research will also concentrate on explicating the links between policy and poverty
reduction. An ongoing research project is studying the impact of price liberalization in
rural areas of China; another is exploring the impact of macroeconomic and sectoral
policies on consumption in India during 1951-90. Research on the causes and
consequences of the productivity improvement of women will examine the sustainability
of three major credit programs in Bangladesh and the effect of these programs on
households.

Research on dynamics of poverty in rural China will focus on construction of a
panel data set from rural household survey data collected by China’s State Statistical
Bureau over six years. These data will then be analyzed to improve understanding of the
factors contributing to poverty and its alleviation over time and to evaluate existing

arrangements for poverty relief and prevention.

Environment and Natural Resources

Research on environmental and social aspects of adjustment will assess the effects
of alternative patterns of economic growth and of macroeconomic, trade, and fiscal
adjustment policies on social progress and on the environment. Specific sectoral policies
to deal with adverse environmental and poverty outcomes will also be studied.

The Global Environment Facility (GEF) of the Environment Division is responsible
for several research projects to be completed in fiscal 1994. These include designing trust
funds for conservation, lessons from GEF experience to date, the strategic significance of
the Bank GEF biodiversity portfolio and global warming portfolio, and an operational
definition of incremental costs under the Montreal Protocol.
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Previous research on agricultural productivity clearly underlined the importance
of securing a better understanding of agricultural technology policies. A new study will
focus on investments in national agricultural research systems, efficiency of resource use,
and institutional mechanisms for research to assess organizations that service the
knowledge industries on which agriculture depends.

The Bank is intensifying its dialogue on land issues in the Latin America and the
Caribbean region and will consider further reforms of rural land markets. This requires a
clear understanding of the potential benefits and limitations of operations that aim to
provide greater security of tenure. One project will examine land tenure insecurity and
other institutional restrictions affecting small farm productivity in Honduras and
Paraguay. The empirical estimates of this research will permit evaluation of the efficiency
and desirability of investing in land titling projects.

Another agricultural project will investigate the economic justification for
government restrictions on the use of land in the fringe of urban areas. The project will
concentrate on Indonesia and Bangladesh, two countries with high population densities
that are experiencing significant land conversion fro rural to urban uses. The project

will build on existing ¢g 8 models of the two countries to
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make predictiohs about total urban land use under different scenarios of infrastructure
provision, and land use and development policies.

A major multidepartment study will explore the production prospects for cotton
during the next decade, a product with a vital multisectoral role in the economies of many
developing countries. Case studies carried out in nine countries will form the foundation
for examining a series of technological, economic, policy, and institutional issues. A
synthesis report will be discussed at a workshop in Cairo in September and October 1994.

An important externally funded research project managed by the Cofinancing
Financial Advisory Services Department will study the private financing of power sector
investments in a range of countries with different regulatory environments and varying
degrees of country risk and access to international capital markets. It will also examine
utilities’ access to private financing and other approaches for meeting capacity

requirements through the involvement of the private sector.

Adjustment, Trade, Capital Flows, and Debt

The surge of portfolio flows to several middle-income countries in recent years
shifts the focus of study of international capital markets from the management of the
commercial bank debt crisis to the study of other private capital flows to countries

regaining access to market. What is different and what is similar to the experience leading
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to the debt crisis are the two key questions that IEC is beginning to explore. Potentially
important differences relate to nonbank investors, mostly private recipients, and the
increasing importance of equity investment. Whether these differences are highly
relevant in the macroeconomic aggregate and, if so, what is the optimal external finance
mix and the policy to achieve it, are questions with important policy ramifications.
Nevertheless, past experiences can also shed light on the current issues. The surge of
new flows also has similarities with the period leading to the debt crisis in that they are
stimulated by low international interest rates, are susceptible to changes in foreign
exchange rates, and suggest substantial country risk in the case of several debtors. These
factors need to be explored to avoid the repetition of the crisis of the 1980s.

Substantive work on foreign direct investment (FDI) in the last two decades failed
to yield substantial empirical evidence on the benefits of FDI. To fill this gap, a study will
analyze the relationships of FDI with technology spillovers and pollution intensity and
examine the general determinants of FDI in manufacturing, with a focus on developing
countries.

The 1994 Global Economic Prospects (GEP) report will focus on the economic links
in primary commodity markets between developing countries and the international
economy. The research will cover the world food outlook, prospects for agricultural
exports from Sub-Saharan Africa, commodity risk management, liberalization of
agricultural trade, and trends in commodity terms of trade, including macroeconomic
linkages. Trade in services will receive special emphasis in the 1995 GEP report.

Building on the results of a pilot study of German and Swiss machinery exports to
Brazil, a research project beginning in fiscal 1994 will look at the effects of price and
creditworthiness and trade policies of developing countries on the economic efficiency of
their purchase of imported equipment and their domestic machinery industries. The study
will include a larger sample of both exporting industrial countries and importing
developing countries.

Factors contributing to the resurgence of protection following initiation of trade
liberalization are being examined in research on trade liberalization programs in ten
developing countries. The study is expected to culminate in the development of
safeguards to liberalization strategies for developing countries.

A series of studies are examining problems of the GATT system that hold
particular significance for developing countries. One study found that while GATT as an
institution has been important, GATT's influence on regional arrangements has been
marginal since GATT rules have not been rigorously applied. Other studies are reviewing
actions that restrict imports, such as antidumping. Preliminary findings show that the
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recent broadening of GATT rules to include these measures neither strengthens GATT’s

(/ disciplinary power nor increases the effectiveness of its dispute settlement mechanism.

S

P
Economic Management

The focus of public economics work has shifted from tax research to public
expenditures and fiscal decentralization. New research initiatives on fiscal
decentralization will include development of a methodology to measure the fiscal
equalization among subnational governments; research on the design and assignment of
revenue instruments, expenditure responsibilities, and intergovernmental transfers; and
an empirical study of the link between decentralization and fiscal performance.

Future research on China will try to establish, qualitatively as well as
quantitatively, whether administrative and fiscal decentralization has promoted rapid
growth and will also indicate how fiscal decentralization has to evolve in the future if
China is to maintain macrostability under conditions of rapid growth. The lessons distilled
from the Chinese experience should have a bearing on policy formulation in other
countries that are tackling issues arising from decentralization.

A major report on fiscal decentralization and major research on public expenditure
allocation are scheduled for completion in fiscal 1995. The Public Economics Division,
Policy Research Department (PRDPE) will set up a Public Expenditure Analysis and Data
Unit in the coming year to collaborate with and provide technical support to governments
in collecting data for public expenditure analysis.

Research examining the link between the composition of public expenditure and
economic growth is expected to be completed in fiscal 1995. Building on preliminary
results, this study seeks to identify the factors that make certain types of public
expenditure productive and others nonproductive. The goal is to develop indicators for
guiding decisionmaking about which components of public expenditure to expand or cut
in a program of fiscal adjustment. Ongoing research by PRDPE is expected to yield
methodological advances in the next few years for assessing the performance of public
spending programs and offering new insights on the effectiveness of public expenditure
policies in poverty alleviation.

More countries seem willing to consider user charges to finance public services,
both to reduce deficits and to avoid undesirable effects such as pollution and congestion. A
research project will price externalities from road use, such as congestion, accidents, and
noise pollution.

The African economic indicators will be updated for a second time to present time-
series data for 1982-92 and annual averages for three different periods. The expanded
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series will help place the last decade in a historical perspective and broaden access to
information on Africa. Research has also been launched on indigenous institutions and
management practices to illuminate the dynamics of indigenous institutional change and
provide lessons for Africa's management in the 1990s.

The complexity of the interactions between the determinants of economic success
has limited the ability of economists to accurately project basic macroeconomic variables
beyond the short term. But economic policy must be based on some estimates of future
conditions—for example, wages, tax revenues, international interest rates, exchange rates
of major trading partners, and prices of investments and goods. The International
Economics Department has used the Global Economic Model (GEM) to forecast trends in
these variables in preparing its periodic Short-Term Outlook and Global Economic
Prospects papers. This model generates macroeconomic projections for all the Bank's
member countries. By integrating the countries of the former Soviet Union and Eastern
Europe in the model, the IEC will substantially increase the reliability of its results
although this will delay the completion of the model. A broad assessment of the Bank's
analytic models was undertaken to see how fully these countries should be incorporated
in the model and in what sequence. Also, the Bank's larger models and databases are
being revised to make them comparable across countries and accessible through standard
personal computers and easily transferable software. The goal is to provide country
analysts inside and outside the Bank direct access to data for most of the 140 countries in
the analytical database.

56
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DATE: December 10, 1993
TO: Mr. Sven Sandstrom
FROM: Michael Bruno &
EXTENSION: 33774

SUBJECT: Agenda Suggestions: Infrastructure Sector Review Discussion

1. This paper is broadly consistent with the initial thinking of the
infrastructure WDR. I have the following suggestions for agenda items.

a. A major recommendation running through the Review is that cost
recovery must be improved. This means raising prices for many
publicly provided infrastructure services, which are typically
under priced. While only a small part of current subsidies go to
the poor, raising service prices has the potential for harming the
poor. Should this issue be confronted directly in the Review?

b. The Review focuses on recommendations that are fairly general
because they have been designed to be cross sectoral in nature.
At the same time, the great degree of heterogeneity of sectors is
rightly emphasized. (The list in paragraph 1 of the sectors
covered in the Review excludes power, but many examples are drawn
from the power sector; sectoral coverage should be clarified.)
The recommendations would be more specific and useful if they
reflected more of the sectoral differences, perhaps by being
tailored to services that are directly priced to users
(telephones, water) versus those that are indirectly financed
(roads, irrigation).

C The Review properly stresses the importance of improving the
delivery of infrastructure services, but it says little about the
evaluation of investment projects beyond improving the quality of
demand forecasts. There are significant problems in evaluating
large projects in infrastructure in terms of their effects on the
rest of the economy, their inherent risk, and the difficulties
involved in measuring and evaluating secondary or indirect
benefits. Surely some of our problems in infrastructure stem from
these factors. Should:‘they be discussed in this document?

2. While I do not see significant differences with the WDR at this
point, the Committee may like to discuss the appropriate sequencing of
finalization of the sector review, the WDR and, if desirable, a future
policy paper.

cc. Messrs. Karaosmanoglu, Serageldin; Mss. Fox, Kalantzopoulos
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The World Bank

Washington, D.C. 20433
US.A.

MICHAEL BRUNO
Vice President Development Economics
and Chief Economist

December 7, 1993

Stephen P. Heyneman

Stephen,

Many thanks for your paper. I found the figure on page 15 indeed
fascinating.

As to the reference to my figure - I believe the text on page 18 should be
changed. The Czech Republic and Hungary are somewhere between D and E (and
not C or B, as you say). Poland, which you omit to mention, must be even higher,
with positive growth. Ukraine must be between B and C, but with negative growth,
while Slovakia is probably around C (on the way to D?).

All of this makes no difference as far as your point about education is
concerned, but if you do bring in my figure the above seems to fit the data better.

Thanks again.

/ Michael Bruno
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DATE:

TO:

FROM:

EXTENSION:

SUBJECT:

December 7, 1993
Mr. Ermest Stern
Michael Bruno f‘\
33774

Guyana - Proposed Private Sector Development Adjustment Credit

8 I propose the following items for the agenda.

o The quality and quantity of public investment has been an important issue in the past, and
public investment is projected to remain important. While the dilapidated condition of
infrastructure requires substantial resource flows, it is not clear how the Bank would be able to
maintain an adequate handle on the public expenditure program as the Structural Adjustment
Credit is completed? Proposed conditionality in the PSDAC IM refers to maintaining a minimum
allocation of the PIP to the social sectors, which is certainly appropriate insofar as it goes. But
should conditionality also extend to appropriate allocations in terms of quality and quantity of the
PIP for infrastructure and related areas pertinent to private sector development?

2. The legal structure and commercial code are not discussed in the IM. However, other
documents including the last CEM reference antiquated laws and other problems. This raises the
question of whether the Region is fully satisfied with the legal framework, or whether additional
work is required.

3 The proposed tranche release conditions are uneven. Only 6 conditions are proposed for
third tranche release, of which only 4 are substantive. Of the 4, only 2 are well specified at this
time: presentation of Bank of Guyana Act to Parliament, and bringing the Guyana National
Cooperative Bank to the point of sale or liquidating it. The remaining 2, including further tariff
reform and continuation of privatization, require further specification. Should there not be
additional conditionality for the third tranche, perhaps pertaining to the public investment
program and the legal framework?

cc: Mr. Sandstrom
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TO:

THROUGH:

FROM:

EXTENSION:

SUBJECT:

December 6, 1993

Mr. Michael Bruno

Mark Baird, 2>
Michael Lav ju . L -
35092

Guyana: Proposed Private Sector Development Adjustment Credit

15 The Loan Committee will meet on Wednesday, December 15, at 3:30 p.m., in E-1209,
to discuss the Initiating Memorandum.

2, With a formidable development agenda, Guyana has the second lowest per capita income
($320) in LAC and a very high per capita public debt burden ($2260). However, considerable
progress has been achieved during the last few years, supported by a Structural Adjustment Credit
and an ESAF arrangement; exchange and price controls have been lifted, interest rates freed, and
tariffs lowered.

3. However, much remains to be done. The program which would be supported by the
Private Sector Development Adjustment Credit (PSDAC) would implement important further
improvements in a coordinated way with IDB and IMF programs. Important among these would
be the privatization of productive and financial sector assets, tax reform and trade reform.

4, Investment remains high, at 35% of GDI, and public investment is also high at about
12% of GDP. While the dilapidated condition of infrastructure requires substantial resource
flows, it is not clear how the Bank would be able to maintain an adequate handle on the public
expenditure program as the Structural Adjustment Credit is completed? Proposed conditionality
in the PSDAC IM refers to maintaining a minimum allocation of the PIP to the social sectors,
which is certainly appropriate insofar as it goes. But conditionality should also extend to
appropriate allocations in terms of quality and quantity of the PIP for infrastructure and related
areas pertinent to private sector development. As a second matter, it is not clear how or why
private investment could be so high, as only 25% of industrial assets are now in the private
sector. This, however, may be more a matter of national accounting than substance for the Loan
Committee discussion.

5. The legal structure and commercial code are not discussed in the IM. However, other
documents including the last CEM reference antiquated laws and other problems. The raises the
question of whether the Region is fully satisfied with the legal framework, or whether additional
work is required.
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6. The proposed tranche release conditions are uneven. Only 6 conditions are proposed for
third tranche release, of which only 4 are substantive. Of the 4, only 2 are well specified at this
time: presentation of Bank of Guyana Act to Parliament, and bringing the Guyana National
Cooperative Bank to the point of sale or liquidating it. The remaining 2, including further tariff
reform and continuation of privatization, require further specification. Partly in view of the
comments in paragraph 4 and 5 above, should there not be additional conditionality for the third
tranche?



TO:
FROM:
EXTENSION:

SUBJECT:

WORLD BANK / IFC/ M.I.G.A.

FFICE MEMORANDUM

DATE:

November 30, 1993 93,

Mr. ‘Emest Stern, Cl-}airman, Loan Committee T e " /g

GUYANA - Proposed Private Sector Development Adjustment Credit
Initiating Memorandum

1. Attached for your consideration is the Initiating Memorandum (IM) for
the proposed Private Sector Development Adjustment Credit (PSDAC) to Guyana. The
IM reflects comments from the Regional Loan Committee which met on November 16,
1993. The operation is in line with the Country Assistance Strategy (CAS) scheduled
for Board discussions on December 21, 1993. '

9 The proposed PSDAC is designed as a three tranche operation to support
Guyana’s broad reform effort over the next three years or so. The objectives of the
proposed credit are to: (2) substantially reduce the role of the state in commercial
activities; (b) complete a comprehensive reform of the financial sector through
restructuring and privatization of state banks and introduction of new banking laws; (c)
improve the incentive framework for private business; and (d) strengthen the fiscal
position of the public sector.

3 The operation would be closely coordinated with parallel operations of the

IMF and the IDB, through agreement on a detailed financing plan on a rolling basis,

throughout the operation. The IMF is currently reviewing a successor to its ESAF
facility (either through a one-year extension or a three-year new facility). Amounts have
not yet been decided but are currently scheduled at about US$12 million per year. The
IDB is preparing a Financial Sector Loan (U $$35 million) in close coordination with the
proposed PSDAC. A proposed technical assistance credit would be supporting the

necessary build-up in capacity needed to implement the program.

4. The new Government which took office a year ago, has been slow in
elaborating its development strategy and has yet to demonstrate a "track record” on
private sector development and privatization. The past year has been mostly spent in
building internal consensus on the future role of the state and in crisis management.
Nonetheless, through intensive sector work and project preparation, key initial steps
have been taken. In particular, a privatization board has been established; a lead private
sector representative is being appointed to facilitate private sector investments in the
country; and the financial sector is being opened to new entrants. The Macroeconomic
framework remains sound. The Government’s macro economic performance was
commended during the IMF Board’s ESAF review on October 4, 1993. However, the

slow pace of the privatization program remains a concern, and a recent Article IV IMF




THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: December 3, 1993
TO: Mr. Lewis T. Preston, President

THROUGH: Michael Bruno, DECVP M
FROM: Amnon Golan, Director, EDI }4% ;
EXT.: 36300

SUBJECT: McNamara Fellowships Program: Revised Proposal

Please find attached for your signature a proposal for the restructuring of the Robert S.
McNamara Fellowships Program. The Program Secretariat originally submitted a proposal to phase out
the program which has since been amended at the request of a number of EDs.

Attachment

cc: Mr. A. Golan, EDIDR, Mr. A. Van Nimmen, Ms. B. Juntunen, EDIHR

P-1866



THE WORLD BANK
Washington, D.C. 20433
U.S.A.

LEWIS T. PRESTON December 3, 1993

President

Robert S. McNamara Fellowships Program
Revised Proposal

Background to the Current Proposal

§ & A memorandum from the President proposing that the Robert S. McNamara Fellowships Program be
phased out over a period of five to ten years was submitted to the Board of Executive Directors on May 27, 1993
(R93-106). As explained in the memorandum, the rationale for the proposal to phase out the Program was that,
with declining interest rates, the investment income generated by the US$2.8 million endowment had become so

“ small in real terms that only an insignificant number of Fellowships could be awarded each year. The proposal
was submitted for approval on a 'no-objection’ basis by June 10, 1993. At the request of one of the EDs the no-
objection deadline was extended to July 9 (R93-106/1). In order to allow further consultation the period for
notifying objection was further extended to December 31, 1993 (R93-106/2). Consultations took place during an
informal meeting of interested EDs and the Program Secretariat on July 23, and it was clear that those present
did not wish the McNamara Fellowships Program to be phased out. Several alternative suggestions were made
which would permit the Program to survive on a significant scale and it was agreed that the Secretariat would
submit a new proposal for endorsement by the Board of Executive Directors. A revised proposal was submitted
on October 4, and this paper incorporates suggestions made by those EDs who responded to the request for
comments.

Current Financial Status

2, Funding for the Program is provided by the investment income from a US$2.8 million endowment
contributed by Bangladesh, China, Kuwait, India, Nigeria, Pakistan, Peru and Yugoslavia, and the World
Bank. In recent years, falling interest rates have meant a reduction in the funds available for Fellowships.
With present interest rates at around 3.3%, income is now no more than US$100,000 per year, enough for a
maximum of three Fellowships at current standard award amounts. The Program is granted an annual
administrative budget which, for FY94, is US$182,000 (inclusive of salaries and benefits for one Higher-level
and one Support-level staff). It is clear that as it currently functions the Program is no longer viable.

Proposed Changes in Program Structure

3. One of the reasons why Fellowships cost so much under the present system is that Fellows are required
to spend their research year in a World Bank country other than their own. Budget proposals may range
between the standard US$25,000, in which case no itemizing is required, or other amounts, up to a maximum of
US$40,000, in which case the budget must be broken down into categories for travel, subsistence and research
expenses. An examination of budget proposals submitted over the past three years showed that on average 84%
of the award is taken up with travel and subsistence. Two options to rectify this situation are therefore
proposed.

a) Under the first option Fellows would be required to do their research in their country of residence,
which would be the home country for the majority of applicants, but which could include scholars temporarily
residing in a second country. It would further require that the research be carried out in a developing country at
an institution with which the Fellow is already affiliated. This would eliminate travel and subsistence costs.
Lump sum awards would therefore cover research costs only, but in no case would this sum exceed $7,500, which



is the average amount Fellows currently spend on research. With ‘an annual investment income of
approximately $100,000 per annum, the minimum number of Fellowships that could be awarded under this
option would therefore be thirteen.

b) Under the second option Fellows would be permitted to apply to do research in a World Bank country
other than their own, as is currently the practice. There would, however, be one restriction: this research could
be carried out in a developing country only, where an appropriate research institution exists. In this option the
award would cover basic research costs, plus up to an additional $7500 to assist with travel and subsistence
costs; it would then be the responsibility of the Fellow to find further sources of funding for travel and
subsistence. The maximum award would be $15,000, and the number of Fellowships that could be awarded
would be six.

The first option has the advantages of encouraging indigenous research institutions which have
minimal funding, as well as allowing the Fellow to work in familiar surroundings, and continuing to earn a
salary. By specifying that the research must be carried out in a developing country the Program would
inevitably award Fellowships to Part II country nationals only. By contrast, there are several disadvantages
to the second option. Nationals from developing countries would encounter considerable difficulty in finding
additional funding. Requiring Fellows to have combined funding could also prove difficult for visa and tax
issues, and could lead to delays in the commencement of Fellowships.

The main change to the Program would therefore be that it would become a Program of developing
country research, with smaller Fellowship amounts and larger numbers of Fellows. The Program's
administration would also be streamlined by reducing the number of applicants. By making these changes the
McNamara Fellowships Program will be able to continue providing young researchers with an opportunity to
make an effective contribution to economic development in the future. '

Recommendation

The Management recommends adoption of the first option described in Paragraph 3(a).



THE WORLD BANK/IFC/MIGA

- OFFICE MEMORANDUM

DATE:

TO:

FROM:
EXTENSION:

SUBJECT:

December 2, 1993
Mr. Timothy Thahane
Michael Bruno P‘g
33774

WDR 1995
I attach a background note on the choice of the WDR for 1995 and
beyond, for distribution to the Executive Directors. This is scheduled

to be discussed at the Board seminar on December 13th.

cc: Mr. A. Karaosmanoglu
Mlles. Fox, Kalantzopoulos

Attachment/-



1995 World Development Report

The 1995 World Development Report will be on Labor and Development. This has
been decided after an extensive process of consultation with staff, management and the
executive directors. This process revealed a strong interest in a set of areas related to
education, gender and employment, and their links with economy-wide policy. After
reviewing alternative ways of structuring a WDR, it was decided that the best organizing
principle would be one of labor in development. This note gives the background to this
decision, summarizing the alternatives examined for 1995 and future years, and outlines the
motivation for a labor WDR. A list of past WDRs is attached.

Alternative WDR choices
A range of topics were suggested for the 1995 WDR. They fall into three categories.

First, some topics are premature. Transition is a very good topic, but it will gain
from another year’s delay, since most transition economies are too early in the process of
restructuring to draw robust conclusions. Two others, social participation and the legal and
institutional basis for development, might make sense in a few years time, but in neither do
we have the core in research or cross-country experience that a WDR requires. For the next
ABCDE conference, institutions in development will be one theme; this will help in deciding
whether to expand research in this field.

Second, some topics have interest, but are not appropriate for a WDR. Water is
interesting, but narrow. Reform is insufficiently focused to have edge. Technology and the
role of ideas in development is an interesting area for study, but is unlikely to be sufficiently
policy-focused. Aid effectiveness is a central concern of the World Bank: it is being
approached for our own operations via the range of initiatives on portfolio performance; for
the broader set of issues we are undertaking a review of the literature on the topic, after
which we will decide on what kind of analytical work could make sense.

Third, as noted above, three areas, education, gender and employment appear to be
both conducive to a WDR type synthesis and to be highly relevant. Education is of central
importance to the Bank’s work, but there is insufficient in the way of new issues and policy
conclusions to justify a whole WDR. Gender is also of great interest, but it is judged that
the Bank can best approach issues in this area through directly linking it to areas at the core
of our work on the development process. The organizing principle of labor in development
can cover both of these areas within a framework that also incorporates the determinants of
labor demanding growth and the functioning of labor markets.

For WDRs in 1996 and beyond, transition will be a candidate. Research on various
aspects of the transition process is being organized so that the building blocks for a WDR
would be put in place. This research is of high priority in any case, and should a WDR not
be undertaken in this area, other means of dissemination and discussion will be found. A
second, topic, that could follow and complement a WDR that focused on transition
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economies is a WDR on the set of developmental problems faced by low income countries.
An third area of potential interest is trade in goods and services, covering issues relating to
regional trade groupings, the consequences of multilateral trade liberalization, the expansion
of trade in services and international migration.

Key issues for a labor WDR

There are powerful linkages between labor and development. Both supply and
demand are crucial to outcomes. Provision of skills is one of the main routes of escape from
poverty for households, and increases the capacity of economies to grow, compete, acquire
new technologies and adapt, in a rapidly changing world. Educating girls is an especially
effective way of giving women the power to earn income and make sensible choices over
their fertility, and over their own children’s education and nourishment. Effective demand
for both unskilled and skilled men and women in the workforce depends on sound
macroeconomic and strategic policy choices, which can have profound influences on the
dynamics of the demand for labor. The interaction between supply and demand depends on
well-functioning labor markets that efficiently allocate labor to economic opportunities (in the
short and long run) and strike a balance between the objectives of employment promotion and
security.

A labor WDR would provide the framework for analyzing country experiences and

the role of government policy choices in the following areas:

® the acquisition of skills by households, and their influence on poverty, the pattern of
labor incomes and the growth potential of economies;

® the relationship between development strategy, macroeconomic management and the
demand for skilled and unskilled labor;

® how labor and social security policies can best balance the twin objectives of promoting
rapid, labor-demanding growth, and providing protection or income security (both for those
in the labor force and their dependents) and how to deal with the problem of high
unemployment, where this exists;

® how choices over education, development strategy and policy in the labor market helps
or hinders equal access to opportunities for women;

® how to reach those who can be left out of the growth process--adult illiterates, those in
poor regions, and the urban underclass;

® the links between macroeconomic shocks, economic policy reforms and the functioning
of the labor market;

® the special problems of labor market adjustment in the economies in transition from a
socialist system of employment guarantee, cradle-to-grave social protection and absence of
real labor markets;

® how international migration affects sending and receiving countries, how far liberalizing
international trade can substitute for movement of people and how trade helps or hurts
different labor groups.
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There is a wide variety of country experiences to draw upon. Some countries have
enjoyed a strong virtuous cycle of broad-based expansion of skills, creation of demand for
labor, and effective labor market functioning. Many others illustrate how poor policy
choices--on supply, demand or on labor market functioning can subvert such a cycle, often
setting economies on a course that becomes tough to reverse, creating some of today’s
adjustment problems. Think of some of the key developmental issues of the day, as they are
reflected in varied country experiences:

® Fast-growing East Asian countries enjoyed the most dramatic, sustained growth in labor
incomes (both wages and self-employed incomes) of any country group ever. They invested
heavily and broadly in education and made strategic policy choices that favored growth in
activities that were both efficient and labor-intensive. This was underpinned by labor market
practices that were pro-employment, but avoided premature protection or excessive wage
increases for small groups in the labor force. Education for women was especially important
in supporting virtuous cycles of reduced fertility and a strong emphasis on the nourishment
and education of children. How far can, and should, this experience be replicated in other
countries?

® Most households in SubSaharan Africa and South Asia are woefully poor, primarily
because they receive so little for their labor; and for most Africans incomes are less than 15
years ago. People get little for their labor because they are in low-productivity activities,
due to low skills and lack of complementary factors of production; this is often in part a
consequence of wrongheaded past economic choices. At the same time, rapid population
growth will lead to continued large increases in the labor force. Can a strategy of education
catchup and economic reform get such countries on to Indonesia-style rapid, labor-demanding
and poverty-reducing growth?

® Women generally receive less education, are in lower-paying jobs and have less power
than men, in and outside the home. This has large efficiency and welfare costs, especially
when account is taken of the gains in bringing up children that better educated women bring.
How can education of girls be brought up to that of boys? Is there a need for proactive
government policies on the employment of women?

® Many households get left out of the growth process because of failures to enter (or re-
enter) decent work and acquire skills. Some are stuck in depressed regions. Many urban
dwellers are in communities that are characterized by vicious cycles of economic insecurity,
violence, drug use and lack of education. Households with illiterate adults feature
disproportionately amongst the poor, but such illiteracy is tough to reach with general
educational policies. Can strong labor-demanding growth reach such groups, or is there a
need for proactive policies to encourage movement, and break the cycles that transmit low
economic and psychological capabilities across generations?

® Economic reform in countries such as Egypt and India could get stymied or diverted by
problems associated with formal employment, often manifested in high unemployment rates
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and/or large pools of labor (often politically powerful) in unproductive public sectors. Is a
deregulating path going to help both poverty and growth? What are the advantages and
disadvantages of unionization of the labor force? When can social pacts play an effective
role in both macroeconomic management and sensible restructuring?

® Latin American countries are taking off, but most remain extraordinarily unequal and a
central welfare and political question is how quickly takeoff will reverse the rises in poverty
and declines in wages that occurred in the 1980s. The structure of labor earnings is highly
dispersed because of a history of unequal education and malfunctioning product and labor
markets. Labor policy is generally the forgotten sector in reform strategies. Will the trade-
liberalizing growth path tend to be equalizing and rapidly poverty-reducing? How can the
distribution of skills be made more equal? And will labor policy reform delay or hasten a
process of poverty reduction and equalization or earnings?

® Labor is going through wrenching changes in formerly socialist countries. The process
of transition is slow, jerky and hurts. On the present path there is a risk of irreversible rises
in unemployment and of the economies ending with an extreme form of Eurosclerosis. Are
much more radical reforms of social security needed to avoid absurdly high payroll taxes?
And what will facilitate a transition from insider-worker groups (often in collusion with
managers) blocking reform in the enterprise sector to a more rational system of non-myopic
collective bargaining?

e Employment issues are at the center of the economic and political debate in OECD
economies, with European countries stuck with unemployment in double digits and stagnant
private sector employment, while the United States has enjoyed rises in private sector
employment, but has suffered stagnant unskilled wages despite substantial growth in average
incomes. How far can increased flexibility help the European labor market malaise, and how
can this be balanced with household security? What lessons, good or bad, can be drawn for
middle income and formerly socialist developing countries?

These are diverse areas, but in each we are faced with three sets of questions: how to
equip households with the capabilities to participate effectively (and equally) in the
workplace, especially in view of the long gestation period for investment in human capital
and the uncertainties created by a rapidly changing production environment; how to get the
policies and complementary factors right so there is broad based demand for unskilled and
skilled labor; and how the labor market can either effectively match supply and demand or
disrupt structural and macroeconomic policies.

The value-added of a WDR on labor would be of two kinds. First, there are areas in
which the issues are old, but there is now more cumulative knowledge, research work or
diverse country experience to draw lessons. Some lessons may be fresh, others may put
current thinking on a sounder and richer footing. These include the centrality of appropriate
education policy and sound development strategy choices in achieving strongly labor-
demanding growth and rising labor incomes, and the question of the relationship between
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trade liberalization and labor. Second there are a number of new areas, or areas that deserve
more attention than in the past. These include the role of reform of labor policy and public
sector employment policy in adjustment, the issues of women in the labor market and those
who are left out, the problem of high unemployment in some middle income countries, the
impact of rapid technological changes and the special problems of countries in transition of
socialism.

The World Bank has a comparative advantage in taking a comprehensive view of the
range of policy issues affecting labor, including demographic changes, education, the
determinants of labor demand, macroeconomic management and the functioning of labor
markets, across a broad range of country experiences.



PAST WDR TOPICS

1994 Economic Infrastructure

1993 Health

1992 The Environment

1991 The Challenge of Development
1990 Poverty

1989 Financial Systems and Development
1988 Public Finance in Development

1987 — Industrialization and Foreign Trade

1986 Trade and Pricing Policies in World Agriculture

1985 International Capital and Economic Development

1984 Population Change and Development

1983 Management in Development

1982 Agriculture and Economic Development

1981 National and International Adjustment

1980 Economic Policy Choices and Human Development
1979 Development Prospects and International Policy Issues

1978 Development and Poverty Alleviation
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OFFICE MEMORANDUM

DATE:

TO:

FROM:

EXT.:

SUBJECT:

November 24, 1993 12:43pm
Remote Addressee

Michael Bruno, DECVP
33774

Your message Nov. 23

Hi Maggie,

( msmaggie@pluto.mscc.huji.ac.il@

( MICHAEL BRUNO )

Many thanks to you and Kobi - can’t overcome my curiosity

- please let me have the details.

Will see you, hopefully, during Xmas vacation.

Michael



AlL - IN=1 NOTE

DATE: 23-Nov-=1993 09:4l1lam

TO: Michael Bruno 33774 ( mbruno@worldbank.org@INTERNET )
FROM: Maggie Eisenstaedt, ( msmaggie@pluto.mscc.huji.ac.il@
EXT.:

SUBJECT: - no subject (01H5NF48L13298CIVT) -

Shalom Michael,

This is not just an excuse to check if you’re on the e-mail circuit. Kobi
found an error in the Oxford book (totally unsolicited) -- do you want
further details or would you rather practice blissful ignorance.

Happy Thanksgiving/Hannuka!

>> Maggie <<
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RFC-822-headers:

Received: from pluto.mscc.huji.ac.il by worldbank.org (PMDF #2760 ) id
<01H5NEBN5JKW9AQA3K@worldbank.org>; Tue, 23 Nov 1993 09:12:30 EST

Received: by pluto.mscc.huji.ac.il (AIX 3.2/UCB 5.64/4.03) id AA20433; Tue,
23 Nov 1993 16:09:42 -1200

X-Envelope-to: "MICHAEL BRUNO"@al.worldbank.org

MIME-version: 1.0

Content-type: TEXT/PLAIN; charset=US-ASCII

Content-transfer-encoding: 7BIT
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FOR APPROVAL/CLEARANCE
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PRDEI/ENV Belize Study Tour

Saturday evening levity aside, I thought you might be
interested in a more detailed description of our Belize study
tour. I enclose an introductory note, the itinerary, and the
table of contents from the set of readings which we’ve
distributed to the group. Thanks for your interest, and we’ll
look forward to meeting with you after our return.

Regards,

1
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Washington, D.C. 20433
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MICHAEL BRUNO
Vice President Development Economics
and Chief Economist

November 24, 1993
Mr. Ibrahim Shihata

Ibrahim,

Re: Response to your request: Concluding remarks for a privatization conference

The following reflect our comments, mostly based on a detailed communication from Mary
Shirley and her division. Overall we think the first three conclusions may go too far—meeting these
requirements might make it very hard for most countries to privatize. Specifically:

Para 1. We agree that privatization should be accompanied by other policy measures to open
markets, address possible market failures (e.g. on pollution) and mitigate adverse effects on the poor.
However, such policy measures are not always in place in developing countries, and they usually take
time to develop. If we wait for conditions to be ideal, we could wait a long time. Since there is now
evidence that privatization can greatly enhance efficiency, we should find ways to privatize and
simultaneously improve the functioning of markets and public policy. The key thing is not to
privatize in such a way that we close markets or make better policies hard to establish (e.g. by selling
potentially competitive firms with monopoly privileges).

(A smaller point: it is not clear what you mean by addressing monopolization; do you mean -
anti-trust? Since anti-trust legislation has led to many regulatory failures in developed countries,
developing countries may be better served by removing barriers to entry, liberalizing trade, etc. than
by anti-monopoly regulation.)

Para 2. Again, it would be a tall order to privatize only when all the legal and regulatory
frameworks recommended here are in place. Privatization can help create stakeholders in a better
regulatory and legal framework (e.g. new investors who want contracts to be enforced). So one
could see this as a more dynamic process than this text implies: privatizing in tandem with reforming
regulations and laws could lead to a mutually reinforcing process of change.

(Another small point: you suggest that the lack of a regulatory framework may affect
investors adversely and lead to lower prices, but the opposite may also be true. It may also attract
investors and lead them to offer higher prices—because they don’t expect to be regulated and see an
opportunity for big rents.)

Para 3. I don’t think we should wait for the financial sector to be "well organized to
facilitate" privatization before we tell countries to act. A more realistic approach may be to link
privatization and financial sector reform; again the two reforms can reinforce each other. For
example, one of the problems facing the banking system is the bad debts of public enterprises, and
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efforts to clean up that debt without changing the management of the PEs or the PE access to a
government guarantees (explicit or implicit) have often failed because they did not strike at the root of
the problem. Selling PEs while cleaning up their bad debt sets up new rules of the game which
should make it clear to banks and managers that the new owners will not be bailed out.

Clearly countries would find it easier to sell if they have a stock exchange, but the experience
of (the former) Czechoslovakia shows that is not a requirement for widespread distribution of shares.
Chile successfully used privatization in its second round of sales to develop its capital market by
putting a lot of good quality securities on the market.

Para 4. We agree with most of this para, but just as a government should not be required to
sell by a certain date, neither should an international agency like the Bank be required to lend to
countries which use scarce public resources (both financial and human) to prop up inefficient PEs
which could be better run by private owners. We do not ask governments to sell specific assets by
specific dates (since this would affect the price adversely), but we should have evidence of a good
faith effort to sell. Moreover, governments have sold at prices which were less than the enterprise
later proved to be worth, but the benefits to the economy (in new investment and more efficient
operation) outweighed the loss in revenue to the government (this is shown in several of our case
studies, notably Chile Telecoms).

Paras 5-7. These paras seem broadly right. We agree with the last sentence of para 6 about
- the need for a social safety net for those negatively affected as a way to reduce political opposition.
This is a political more than an poverty issue in many cases. Those affected (outside of transitional
‘economies) are few in number—but loud in voice—-and not the very poor. The very poor probably
benefit from privatization in the medium term if governments use the proceeds to reduce their deficit
and inflation, and if the new investment attracted by the process spurs growth (as we think happened
.~ in Mexico, although no one has studied the effects on poverty). Interestingly, in the cases we
studied, labor in the companies as a group benefited from the privatization (severance pay for those
laid off and share ownership for those who stayed outweighed the opportunity costs of unemployment .
for those who became unemployed). ‘ot

On paragraph 7 one could specifically mention the need to avoid "captive" privatization,
whereby firms moved into the sole (or dominant) ownership of workers and managers.

I hope this helps.

Michael Bruno

Nt
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OFFICE MEMORANDUM

DATE:

TO:
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SUBJECT:

November 23, 1993
Mr. Ernest Stern
Michael Bruno V/\’(B

33774

FYR MACEDONIA - Economic Recovery Loan

1. We suggest the following issues for the agenda.
Political Context

2. The FYR Macedonia faces a difficult political situation. The current governing
coalition is disparate, which is reflected in the mixed results of stabilization to date. Further
strains will emerge with the transition. Could the Region discuss the political situation in terms
of support for the transition ?

IMF - Status of the STF

3. The IM does not discuss the STF in any detail. It would be interesting to know
which elements of the ERL would be additional to the reforms which would be supported by the
STF.

Fiscal Perspectives and the Phasing of Reform

4, Deficit reduction is the key to the stabilization program which in turn is the basis
for the adjustment program. However, government expenditures increased from 35% of GDP
in 1992 to 44% of GDP in 1993, raising questions about government’s programming and
implementation capacity. For the future, the question of revenues arises. Fiscal revenues are
now strongly dependent on enterprise performance. With the substantial change in their
environment which would be supported by the ERL, enterprise performance may well be
affected. The question is whether the phasing and sequencing of reforms is consistent with the
level of revenues needed to finance essential expenditures given the deficit target.

3. The IM proposes a rapid phasing out of selective credits (up to 70% by December
31, 1993, and complete phase out by April 30, 1994). Trade reforms, pressures to privatize, and
other components of the program will all put (quite appropriate) pressures on the enterprises.
On the positive side, replacement of quotas by tariffs will produce some revenue, and enterprise
profits would be buoyed be shedding labor once the relevant laws are revised (a condition of
Board presentation). Does the Region have an estimate of the net impact on the budget of these
measures?
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Trade Reform

6. The IM proposes that FYR Macedonia replace import quotas with tariffs, as one
of the conditions of Board presentation. Has enough work been done so that an appropriate level
of tariffs can be specified, and, if so, what would these levels be? How would trade reform
proceed once quotas were replaced by tariffs?

Bank Restructuring

(7 Some bank restructuring and recapitalization is proposed as part of the fiscal 1994
program which would also be a condition of Board presentation. This would apparently precede
many if not all of the reforms which are needed in the banking sector. Are the banks ready for
such support in terms of their management, operating procedures, and supervision? Or might
the proposed 1994 fiscal support be lost to inappropriate uses?

Privatization and the Foreign Exchange Deposit Problem

8. The banking system now has about $1 billion in foreign exchange deposit
liabilities, the assets for which are no longer available to Macedonia. In searching for a non-
fiscal solution to the problem, the IM appears to support a conversion of foreign exchange
deposits into privatizable assets through the introduction of an intermediary instrument, such as
negotiable privatization certificates. However, the privatization program is in its early stages of
conception and formulation. In fact, a condition of Board presentation would be the issuance of
an organization plan and work program for the Privatization Agency. What would be an
appropriate time horizon for consideration of such a scheme given the status of the privatization
program and the feasible pace of progress.

External Financing, IBRD Arrears, and Sequencing of Operations

9. What are the prospects for the forthcoming donors conference and the likelihood
that the donor support is adequate to generate the $74 million in bilateral support which has been
estimated in the IM as part of the financing plan?

10. The ERL would need to be supplemented by a second operation in the near future
in order for the financial workout to be feasible. However, to support an adequate transition, the
second Bank operation will need to be a strong SAL with a focus on enterprise, banking, trade,
fiscal, and other reforms. Could the Region discuss what difficulties this might present when the
second operation is needed, and seen to be needed, as an essential element of the financing
package.

11, The Government was to have begun servicing IBRD debt falling due from
October 1, 1993. It is not clear that this is happening. If not, this would bring into question the
capability of the interested parties to construct and implement the much more complex workout
plan.

cc: Mr. Sandstrom
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Michael Bruno
Miguel A. Kiguel
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Rogoff’s paper

I glanced at the paper by Bulow, Rogoff and Zhu on the efficiency
impact of debt restructuring. My quick reaction supports Marcelo
Selowsky's view; this is a technical paper, written for an academic
audience. In fact, a quick reading of the paper does not provide the
intuition for the central policy recommendation of the paper regarding new
loan packages; "that the first tranche of aid should be in the form of
loans, but if achieving high investment is the objective, later tranches
should involve grants and some substitution of grants for loans." (from
the abstract)

While I am not opposed to a limited amount of technical research
being supported by the Bank, we need to be very careful regarding the

outlets for disseminating these papers. Technical papers are not

appropriate for the Blue Cover series. In fact, they might do much damage
to our image, and convey the wrong impression of the type of work we
actually do. This might be a good time to set guidelines for the type of
papers that are appropriate for the series and those which should be
disseminated (even in working paper form) only outside the Bank (or
perhaps in a new technical series with a much narrower distribution).

I would be happy to follow-up this issue with you.
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November 3, 1993
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Please see the attached paper I am suppose to review and clear.

Le Is this the kind of work we should be spending money on?. It is purely
academia/supply driven research.

2, Should I spend time reading a paper which is basically a mathematical manipulation?
5 This is the kind of work DEC should not support. It is a burden on us.

Regards,

el

Marcelo

cc: Mr. Sebastian Edwards
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33801 .

The Proposed Working Paper Series Submission: "On the Efficiency Impact
of Debt Restructuring: Valuing an Option under Moral Hazard"

Attached please find the above titled research paper written by
Jeremy Bulow (Stanford), Kenneth Rogoff (Princeton) and Ning Zhu (IECDI).
It is a theoretical article that studies the issue of investment incentive
in the presence of debt overhang. The analytical model is illustrated by
the recent Brady debt and debt service reduction deals in five Latin
American countries (sections 2.2 and 3.2) as well as alternative loan
packages to the Former Soviet Bloc (section 2.4).

According to the standard procedure, research papers should obtain
clearance from the Chief Economist’s office where references to regions
are made. I would like to have your review of the relevant sections of
the paper in order to ensure consistency with the Region. Your comments
by c.o.b. Wednesday, November 10 would be greatly appreciated.



On the Efficiency Impact of Debt Restructuring:
Valuing an Option under Moral Hazard

by Jeremy Bulow, Stanford University,
Kenneth Rogoff, Princeton University,
and Ning S. Zhu, the World Bank*

November 1, 1993

Abstract

One of the main rationales for debt reduction operations under the Brady Plan
has been to alleviate debt overhang and enhance efficiency. This paper first considers
a method for establishing bounds on the efficiency impact of debt reductions that are
extremely simple to calculate and require only relatively weak assumptions. Then we
develop a closed-form solution to a variant of the standard two-period model of debt
overhang and investment, and use it to show that the general bounds derived earlier
often tend to substantially overstate the negative efficiency effects of debt overhang.

In addition to analyzing restructurings of external debts, our model can also be
used to analyze the efficiency implications of new loan packages, such as those to the
former Soviet Bloc. Our analysis suggests that the first tranche of aid should be in
the form of loans, but if achieving high investment is the objective, later tranches
should involve grants and some substitution of grants for loans. At very high level of
expected transfers, there is a case for using grants exclusively.

1 Introduction

One of the main rationales for debt reduction operations under the Brady Plan has been |
to alleviate debt overhang and enhance efficiency. But while many Brady Plan deals have

been considered quite successful, there does not exist any generally accepted methodology

*The usual disclaimer applies. We thank Eduardo Férnandez-Arias for his useful comments on an earlier
version of the paper. JEL classification: F34 and G13.
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USA.

MICHAEL BRUNO
Vice President Development Economics
and Chief Economist

November 23, 1993

Mr. Lewis Preston

Lew,

Strategies on hunger and poverty

Since you will be speaking at the Hunger Conference and have taken a high profile on
presenting the Bank’s anti-poverty strategy, I would like to pass on my views on the current
draft proposal, that I have conveyed to Ismail Serageldin. The current direction of thinking
emphasizes a particular set of targeted interventions and fails to cast hunger firmly within the
World Bank’s strategy on poverty. I believe we should be using the issue of hunger to reaffirm
our current core message of the need for an anti-poverty strategy that involves both sound
economy-wide policies and complementary targeted interventions. The targeted interventions
emphasized in the preparatory material for the Hunger Conference are important, but there is
a risk that the attention of donors and governments will get diverted from the often difficult
reforms necessary to ensure strongly labor-demanding growth and broad provision of social
services. Only with these overall reforms will countries succeed in making serious inroads into
hunger. The priorities for reform and government action to tackle poverty and hunger will
depend on country circumstances. In particular the choice on whether and how to attempt to
replicate the (very good) work of the Grameen Bank should depend on an assessment of country
conditions and incorporated within overall country strategies.

I think you will have an opportunity in your remarks to the conference to cast the work
related to hunger within our overall poverty strategy. '

Ao A

/ ' Michael Bruno

cc. Attila Karaosmanoglu
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Washington, D.C. 20433
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MICHAEL BRUNO

Vice President Development Economics November 23, 1993
and Chief Economist ’

Mr, Ismail Serageldin

World Bank Draft Hunger Statement

Thank you for giving me the opportunity of commenting on this paper. I do not have
outstanding issues on the relationship between this work and the World Food Outlook. I think we
reached a very good solution of emphasizing the issue of continued hunger amidst plenty, citing the
World Food Outlook in the Hunger Conference and making it available within that context. This
should help take the debate forward.

However, I do have substantive issues with respect to the links between strategy on hunger
and poverty. As I indicated earlier, I believe hunger is of great importance, but that it would be a
mistake to have a hunger strategy that was somehow in addition to an anti-poverty strategy. Dealing
with hunger in the world should not be solely, or even primarily, about targeted interventions.
The paper fails now to effectively put the specific ranges of policies it discusses in the context of the
Bank’s overall anti-poverty strategy. There is a danger that an excessive emphasis on targeted
interventions (important as these are) may be allowed to divert attention from the fundamental reforms
many countries need to make in order to get on to a rapidly poverty-reducing development path. A
Grameen-bank type initiative could fall into such a trap--I would again argue for the importance of
casting such financial sector interventions within the context of overall country strategies. I would
also emphasize the need for flexibility in designing strategies to fit country circumstances.

These and a number of other issues on the paper are given in more detail in the attached
comment by Martin Ravallion.

Since I have to attend a Board meeting on Tuesday afternoon I will not be able to join your
meeting. I have asked Martin Ravallion and Michael Walton to attend on my behalf.

Y

Michael Bruno

cc: Messrs. Jaycox, Kaji, Wood, Thalwitz, Koch-Weser, Husain, Kashiwaya, Choksi, Shihata,
Binswanger, Landell-Mills, Walters



ALL-INS-1 NOTE
DATE: 22-Nov-1993 10:2l1lam
TO: Michael Bruno ( MICHAEL BRUNO )
FROM: Martin Ravallion, PRDPH ( MARTIN RAVALLION )
EXT.: 36859

SUBJECT: World Bank Draft Hunger Statement

Comments on "Hunger Conference: World Bank Position and Proposed
Actions" to be presented by Mr Ismail Serageldin at the World Hunger
Conference.

1« Michael Walton asked me to send any comments on this paper to
you in time for the VP review meeting tomorrow. Points 2-4 below
summarize my overall reaction to the paper; 5-8 offer some suggestions
for improving it; 9 is on details, mainly illustrating earlier points.

2. Overview: The bulk of the paper provides a good survey of past
experience in reducing poverty and hunger through certain direct

i rventions, such as targeted nutrition schemes, food stamps,

c. _dit schemes, and public works. It could benefit from a clearer
conceptual framework for discussing such policies (detailed
suggestions later). It might also be more up-to-date on recent
evidence (also more later). As a statement by the Bank on this
class of policies it is not yet as good as (say) Chapter 6 of the
1990 "World Development Report" on basically the same topic, but the
potential is there and it will no doubt improve.

3. However, marginal improvements within its present scope and
structure will not make this a comprehensive foundation for an anti-
hunger strategy. It focuses on an important sub-set of the policies
needed for fighting poverty and hunger; but they are a sub-set.
Relatively little attention is paid to the rest of the Bank’s
anti-poverty strategy, as outlined in the 1990 "World Development
Report" on poverty 1990 and subsequent documents. It is roughly
Chapter 6 of WDR 1990, with little sign of Chapters 1-5 and 7-9.

4, Is this a problem? Yes, if this paper is to reflect an
approach to fighting poverty and hunger which is both comprehensive
(in terms of the range of policies that matter) and yet flexible
(in terms of their country-specific implementation). That is the
direction the Bank has been going since the 1990 WDR - an approach
strongly affirmed by two Bank Presidents - and hopefully it will
continue and strengthen at the implementation level.

5, Suggestions: In my view, the paper should start from the
position that the foundation of an anti-hunger policy is an anti-
poverty strategy. It would explain why the attack on poverty is so
important in this specific context, pointing to the fact that
hunger is not a pgéggem of aggregate food availability but of the



lack of command over food and other basic needs (including health
and education) by certain groups. (The paper already makes the
causal link between hunger and incomes early on, but then drifts
into a rather selective discussion of what policies are needed to
solve the problem.) The paper would then - within the first few
pages - outline the Bank’s anti-poverty strategy. (At present, the
paper does not do so until p.22, and then only briefly, and less
than accurately; more below). The key components of that strategy
would then be elaborated in greater detail, appropriately adapted
to a "hunger perspective" in terms of motivation and emphasis.

6. Such a re-orientation of this paper need not in any way
diminish its strong - and welcome - message that there are "direct
interventions which must not wait" (p.5). Effective and low cost
interventions in nutrition and health should clearly be promoted
vigorously. The paper also points to a number:of potentially very
important instruments for safety-net policies, which will often be
integral parts of an effective anti-poverty strategy, by supporting
those who are unable to participate fully in the development
process, or to do so while facing continuing exposure to
unacceptable risks. This much is, in my view, un-contentious.
Thankfully there are also a few principles that can be identified
and applied in practice; the incentives built into group-based

c¢ 1it schemes (such as the Grameen Bank) make sense, often work,
ai.. should certainly be encouraged; similarly, with care in policy
design, the self-targeting mechanism built into certain public
employment schemes makes sense and often works. The paper’s policy
message on these points might be made more believable - and more
useful to policy-makers - if it recognized explicitly that the
experience with targeted interventions is quite diverse, often
evidentially ambiguous, and generally contingent on the political
and administrative context. (Some detailed comments later.) But it
is a welcome message.

T But how does one strike the appropriate balance between these
policies and others aimed (albeit more indirectly) at the same
basic objective, reducing poverty and hunger? The answer will vary
from country to country; but this is a paper covering the
developing world as a whole. Less than one tenth of this paper is
devoted to the importance of policy reforms and public spending
policies promoting the right sort of economic growth in fighting
poverty and hunger, and that one tenth is tucked away in corners,
much of it reading like lip service. Yet the cross-country
evidence for the 1980s presented in "Implementing the World Bank’s
Poverty Reduction Strategy" (Chapter 1) indicated that well over
half of the variance in country performance in reducing absolute
consumption poverty during the 1980s was explicable by differences
in the rate of growth in average private consumption. Growth is
j- . one part of an effective anti-poverty strategy, but it is

su. :ly a far more important part than is implied by this paper.

8. The paper’s emphasis, and its tone of urgency in the need for
the policies described, appears to stem from a view that "long-
term" hunger alle%@%&ion is about reducing poverty through



employment and growth, while "short-term" is about targeted
interventions. This is a questionable distinction. A new job, or
a higher price for the things you produce, can be a very rapid -
"short-term" - solution to a hunger problem. Yet an effective
targeted intervention can take a long time to put in place. And
even the most pro-poor growth strategy is surely going to leave a
residual problem of poverty which can only be met through targeted
transfers. The "targeted interventions for the short-term" and
"economic growth for the long-term" dichotomy is a false one in my
view. It can also be counter-productive. The common trap in
discussing policies to fight poverty and hunger has always been
that one gets seduced by the symbolic value of certain direct
(often food-based) interventions. And there is a constituency for
such policies. For example, some governments are naturally
unwilling to blame the country’s poverty problem on fundamental and
deep-rooted failures in its development policies; it is often
politically easier to advocate a narrow set of compensatory add-on
interventions; these can range anywhere from well conceived and
well targeted schemes (such as discussed in this paper) to
ineffective schemes of little more than symbolic wvalue.

9. Some detailed comments: Some more specific comments (some
i)Jlustrating general comments above):

p..: The paper makes its big leap right at the start from the
motivation for "reducing poverty and hunger" (para 1) to "targeted
health and nutrition projects" (para 2).

p.2: The realization that hunger is a problem of poverty not
aggregate food availability - and the implications for policy -
considerably pre-dates the 1970s; for example, it was a central
premise of India’s famine relief codes in the last century (see
Jean Dreze’s piece in one of the volumes of "The Political Economy
of Hunger", edited by Dreze and Sen.)

p.3, 4th bullet: If chronic hunger is a poverty problem (as said on
on the previous page), then surely the policies involve far more
than "increasing the food supply" and "targeting development
assistance or income transfers to the poor".

pp. 3-4: The framework of the WDR 1990 was far more than "broad-
based..economic growth" (last para, p.3), and certainly embraced
the range of policies described on p.4. The text gives a false
impression of the Bank'’s position prior to this paper.

p.5, last para: One should be careful to distinguish direct
1nterventlons which complement policy reforms aimed at promoting
broad-based growth from those which do not. Without this

¢ ‘-inction, it is not clear that speedy implementation of direct
i.. erventions independently of more fundamental policy reform is in
the interests of the poor.

pp.6-9: The dlscuss on describes a problem - malnutrition - it does
not describe a pol} Gy or "action"; it would be useful to be more



explicit about how (for example) "micronutrient supplementation”
(the section title) is to be done.

Sections 2 and 7: The conceptual distinction between the policies
in these two sections is not clear. Basically they are all just
different ways of making transfers; the transfer might be a food
stamp, or the difference between the market and ration shop price
of food, or it might be the difference between the market rate of
interest and the rate of interest charged by a scheme, or between
the wage rate offered on a public works project and the wage in the
best alternative activity. In some cases it is a benefit
transferred by relaxing a rationing constraint (as is sometimes the
case in credit schemes), though even this case can be interpreted
as a price subsidy, in which the transfer per unit is a difference
in (Neary-Roberts) virtual prices. So why divide them into these
two groups, with 13 pages of other stuff between them? There are
various ways of slicing this topic up that might make more sense.
For example, it might be more useful to focus on the nature of the
targeting mechanism (administrative targeting versus self-
selection). Often this matters far more than the precise commodity
that a price subsidy or relaxed rationing constraint (virtual price
subsidy) is attached. See the Tim Besley and Ravi Kanbur paper
"mvinciples of Targeting" (in the Jacques van der Gaag and Michael
i ton volume, "Including the Poor").

Similarly, it is not clear why some sorts of direct interventions
are included in the discussion (Grameen Bank, Maharashtra’s EGS)
while others are not (Mexico’s Solidarity is conspicuously absent).

Also, little help is given to policy-makers who have to choose an
approach; should one introduce an employment based scheme or a
credit scheme? The answer will vary from place to place, and there
are complementarities (only a sub-set of the poor are likely to
have the capacity to make a success of a microenterprise, for
example). There is also some (not a lot, I agree) comparative
work; see, for example, Margaret Grosh’s recent study for a wide
range of schemes in Latin America, and my work with Gaurav Datt
comparing employment and credit in India.

Box 3 (p.18): It is not at all clear why food aid stimulated food
production. (And what proportion of this paper’s readers will know
what a "vector auto-regression" is?)

Section 4, "Famines": This is a weak section, even recognizing that
the Bank is not a relief agency. It might be pointed out, for
example, that vulnerability to starvation during famine is often
linked to chronic poverty and hunger, and that the link depends
heavily on the way food institutions (both markets and governments)
1 k; my book "Markets and Famines" tries to go into some of these
1_.ues. The comment that "most famines are the results of droughts
and war" is quite deceptive (there have been famines without
either, and both have happened without precipitating famine).

Box 4: The text i’:;Jne, but the diagram lends itself to a




simplistic interpretation of the causes of child malnutrition.

p.22, 4th para of section 5: The argument for promoting basic
social services in the Bank’s anti-poverty strategy (as laid out in
WDR 1990) is not just because it helps promote growth; it is seen
as a distinct element of the strategy, bringing welfare gains to
the poor, both directly and indirectly (via growth).

Section 6: I agree that adjustment is consistent with - and often
strongly conducive to - the "long-run reduction of poverty" (p.25).
The paper takes the populist line that adjustment hurts the poor in
the short-term. I would argue, however, that the short-term
impacts on the poor are typically far more ambiguous than the paper
suggests. Indeed, when public spending is not initially pro-poor
and the poor are net suppliers of tradable goods (or they supply
labor, and the traded goods sector is labor intensive) the welfare
effects in the short-term could be quite pro-poor. David Sahn
gives evidence supportive of this view for some S-S Africa
countries (as noted on p.28); also see Sam Morley’s work on Latin
America, noting the heterogeneity, and importance of initial
conditions. Chapter 7 of WDR 1990 is worth reading on this topic.
The theory and evidence is also reviewed in my WPS 1130 paper with
M?-~hael Lipton "Poverty and Policy".

p.<7, para 4: As I understand it, a recession hit Cote d’/Ivoire in
1987 due to an external terms of trade shock and poverty rose
largely as a result of that. At the same time the government
abandoned the adjustment program. That is different to saying that
"because GDP declined under an abandoned adjustment effort, the
number of people living in extreme poverty increased".

p.36: On public employment programs (and other schemes) it would
also be helpful to say something about the contingent nature of
their performance (as in the paper’s earlier discussion of credit
schemes), and implications for appropriateness and policy design;
see my "World Bank Research Observer" piece, July 1991, and the
background paper done by Gaurav Datt for the Hunger Conference.

CC: Michael Walton ( MICHAEL WALTON )
CC: Lyn Squire ( LYN SQUIRE )
CC: Emmanuel Jimenez ( EMMANUEL JIMENEZ )




THE WORLD BANK/IFC/MIGA

FOR YOUR INFORMATION

FYI/93/150
November 22, 1993

ORGANIZATIONAL CHANGES IN DEC

Two organizational changes in the Vice Presidency for Development Economics
are under way as part of DEC's efforts to rationalize its operational review function, strengthen
research efforts on the environment, long-run growth, and issues in transitional economies, and
establish clearer organizational links between the Policy Research Department (PRD) and the |
Regions.

Restructuring the Office of the Vice President. The Development Policy Group
(DPG) will be merged with the Office of the Vice President (DECVP). The integrated front
office will be streamlined by shifting some functions - such as responsibility for the Paris Club
and Berne Union - to the International Economics Department (IEC), and making more effective
use of resources in PRD and IEC for the review of adjustment operations and country strategy
papers. Mark Baird, Director of Development Policy, will be responsible for managing my front
office and for the operational review function within DEC.

Restructuring the Policy Research Department. A primary goal for PRD is to make
client focus the principle governing factor in determining the structure of the Department, with
clear organizational links to the Regions and the other Central Vice Presidencies. The three
sector divisions (Poverty/Human Resources, Environment/Infrastructure/Agriculture, and
Finance/Private Sector Development) already reflect this objective. To better serve the needs of
Country Operations Divisions, two new divisions will be created from the former Transition and
Macro-Adjustment Division: a Macroeconomics and Growth Division, focussing on issues of
long-run growth, links between macroeconomics and growth, and the analysis of capital
accumulation and savings; and a Transition Economics Division, with responsibility for
transition issues in the former solicalist economies both at the micro- and macroeconomic levels.
Reflecting the importance of research on environmental issues, the Environment/Infrastructure/
Agriculture Division will be expanded. In addition, responsibility for research on trade will be
consolidated in IEC.

I have appointed Alan Gelb Division Chief of the Transition Economics Division.
William Easterly will act as Division Chief of the Macroeconomics and Growth Division until a
permanent appointment is made.

These changes became effective on November 1, 1993.

Michael Bruno
Vice President Development Economics and Chief Economist
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Initiating Brief for a Trust Fund
Training Program in Market Economics

Date

Submitting
Department/Division

Task Manager
Project ID Code

Donor/ Agency

Beneficiary Region

Beneficiary Amount and
Currency

Estimated Equivalent in
US$

Duration

Trust Fund Category
Cofinancing Operation

Program Implementation

Trust Fund Objectives

List of Goods and Services

’

in the Former Soviet Union

November 17, 1993

EDIEM

Dusan Vujovic
TF026095

The Commission of the European Communities
(CEC) - TACIS Regional Budget

Azerbaijan, Kazakhstan, Kyrgyzstan, Russian Federation,
Tajikistan, Turkmenistan, Uzbekistan, Armenia, Belarus,
Georgia, Moldova, Ukraine

Five hundred thousand ECU

Five hundred and eighty thousand US dollars

From: November 1993
Through: November 1994

Freestanding
No

The Project will be executed by the Economic Development
Institute.

The training of government officials in the beneficiary
countries in the principles of modern economics and
financial analysis to strengthen their ability to formulate and
carry out economic policy decisions, as specified in Annex
L

Grant funds will contribute towards the funding of technical
assistance; the travel and subsistence costs of participants;



Rationale for Bank
Involvement

Benefits and Risks

Administration

Cost Recovery
Arrangement

s

costs incurred by the training institutions; and the costs of
engaging consultants for travel, fees and subsistence
according to the Bank’s normal procedures for two
preparatory programs for the Joint Vienna Institute to be
offered in Moscow and Tashkent in early 1994.

This training program will strengthen the ability of young
government officials from the beneficiary countries to
formulate economic policy decisions, act as policy analysts
and advisers, as well as implement policies.

EDI is a leading institution in the provision of training to
government officials in economic policy, and has extensive
expertise in this area, which derives both from the World
Bank’s extensive staff of high-quality, experienced
economists, and from EDI’s track record of specialization
in the provision of economic training over several decades.

Benefits include providing government officials from core
ministries with an intensive introduction to the principles of
modern market economics and financial analysis. The
introductory course will also provide training in practical
statistical, econometric and other computer based
techniques used in the analysis of complex microeconomic
and macroeconomic phenomena, as well as intensive
training in English language.

As in any multi-institution exercise, there are risks of
delayed action by some of the training or executing
institutions, which may result in unequal quality in the
training activities delivered, and lack of consistency in total
project implementation. Those risks should however be
minimized by the strong coordinating role in the program
assumed by EDI and donor.

Incremental costs to the department in managing this fund
are a consistent part of EDI’s work program, for which
staff and budgetary allocations are provided in EDI’s
budget.

In order to assist in the defrayment of the costs of
administration and other expenses incurred by the Bank
with respect to the Grant, the Bank may, following the
deposit of Grant funds by the CEC, invest the Grant funds



External Audit
Requirements

Other Reporting
Requirements

Cleared by

Director’s Clearance‘

Approved by:

Date:

<%

pending their disbursement and retain for its own account
the income earned on such investments.

The Bank shall cause the financial statements of the trust
fund to be audited by its external auditors at the completion
of the project and shall furnish the audit report to the CEC.
The cost of such audit shall be borne by the Bank.

e Quarterly unaudited summary financial statements will
be provided to the donor

¢ One semi-annual progress report, and one final summary
report describing the activities carried out during the
program.

1) Mr. Fred W. Wright, Office of Trust Funds
Administrator

2) Ms. Beverly Ross, Lawyer

3) Ms. Carolle Carr, Assistant to the Director, EDI

4) Mr. Paul Cadario, Chief Administrative Officer, ECA

Mr. Michael Bruno
Vice President
Development Economics




ANNEX 1

TERMS OF REFERENCE

Background

The EC has decided to allocate 500 000 ECU from the 1993 TACIS Regional budget to the
Economic Development Institute (EDI) for its preparatory courses for the Joint Vienna
Institute (JVI). The EC will accordingly co-finance two preparatory courses held in Moscow
and Tashkent early 1994 as part of the overall training programme for young government
officials from the former Soviet Union, excluding the Baltics.

The EDI/JVI training programme is intended to strengthen the potential of young government
officials from key economic ministries from the Former Soviet Union, excluding the Baltics,
to formulate economic policy decisions. The two regional introductory courses to be co-
financed by the EC and to be held in Moscow and Tashkent will focus on providing these
government officials with an intensive introduction to the principles of modern market
economics and financial analysis. They will also provide training in practical statistical,
econometric and computer based techniques as well as intensive training in English language.
They will finally enable participants to attend more advanced and/or specialized courses
offered by EDI and JVI in Vienna.

As these courses correspond to the objectives of the EC-TACIS programme as laid down in
TACIS -regulation and the 1993 Regional Programme the EC has decided to co-finance them
with 250 000 ECU each by taking over the costs of phase one of the courses which will be
held from 28.2.1994 to 3.6.1994 in Moscow and from 21.2.1994 to 3.6.1994 in Tashkent.

Activities of EDI
EDI will perform the following activities:

- The courses will be held according to EDI’s proposal for Training and Institutional Support
for the Russian Federation (pages 15, 21-37); see attachment I) and in EDI’s proposal for
Training and Institutional Support for the Central Asian Republics (pages 14, 31-47; see
attachment II).

- EDI will contract teaching staff who comes primarily from EC countries and secondarily
from PHARE and TACIS countries. Only exceptionally will other staff be acceptable. No
more than 15% such staff will be considered, see Annex 2.



-

- EDI will, in material distributed to beneficiary countries, organizations and individuals,
make known the contribution being made by the Commission of the European Communities.
Any publicity given to the course should also indicate the funding source.

- The Commission will be kept informed of the progress of the training courses. The final
report should provide not only the material information necessary for financial control of the
programme, but also a qualitative assessment of the utility and impact of the programme.



COST SUMMARY

and Financial Analysis (USS$)

Moscow Regional Introductory Course in Market Economics

Staff Costs
EDI Staff 12,500
LTC 30,000
Local and Foreign Consultants 20,000
(FSU)
Interpreters 4,000
Overhead (local staff) 10,000
TOTAL Staff Costs 76.500
Travel and Subsistence
~ EDI Staff and LTC 27,500
Other Consultants 42,500
Participants 50,000
TOTAL Travel & Subsistence 120,000
Material Costs & Equipment
Material Costs 20,000
Equipment 77,000
TOTAL Materials Cost & Equipment 97.000
TOTAL 293,500
OF WHICH EDI 40,000

* LTC stands for long term consultant

ANNEX 2

Implementing Agency: Moscow State University and joint EDI/MSU Center

Implementation Schedule:

February 28-June 3, 1994 (12-week duration)



Tashkent Regional Introductory Course in Market
Economics and Financial Analysis (US$)

Staff Costs
EDI Staff 12,500
LTC 30,000
Local and Foreign Consultants 20,000
(FSU)
Interpreters 4,000
Overhead (local staff) 10,000
TOTAL Staff Costs 76,500
Travel and Subsistence
EDI Staff and LTC 27,500
Other Consultants 42,500
Participants 50,000
TOTAL Travel & Subsistence 120,000
Material Costs & Equipment
Material Costs 20,000
Equipment 77,000
TOTAL Materials Cost & Equipment 97.000
TOTAL 293.500
OF WHICH EDI 40,000

* LTC stands for long term consultant

Implementing Agency: Tashkent State University of Economics

Implementation Schedule:

February 21-June 3, 1994 (12-week duration)




THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE:  November 19, 1993
To:  Mr. Attila Karaosmanoglu

FROM: Michael Bruno and Johannes%
EXTENSION: 33774 & 80602

SUBJECT: Structural Adjustment Monitoring Programs

As you know Mr. David Peretz asked for a review of the Bank’s approach to
structural adjustment monitoring programs during the Steering Committee meeting on October
4. In response to his request, we have drafted the attached letter from you to him. Also attached
for your information is a background note comparing SAMPs with the Fund’s enhanced
surveillance arrangements.

cc: Mr. Shihata

Attachments




Draft Note for
Mr. David Peretz

November 17, 1993
Mr. Peretz
David,

Structural Adjustment Monitoring Programs

During the Steering Committee meeting on October 4, you asked our staff to explain
whether the structural adjustment monitoring program (SAMP) in Egypt was intended to be a precedent
for a new type of Bank activity and, if so, whether we were considering setting up general procedures
along the lines of the IMF’s Enhanced Surveillance procedures.

We have reviewed this issue, and have concluded that this is not the right time for
formalizing the procedures followed in the Egypt case with a view to more general and more frequent
applications. The SAMP was a useful tool in the Egypt case because: (i) there was no balance of
payments need for adjustment lending even though the country had a reform program that the Bank and
the Fund could support; (ii) a significant portion of the Government’s program involved structural
reforms that could only be implemented with the Bank’s assistance: the SAMP was an important
complement to the Fund’s arrangement; and (iii) it was felt that, together with the Fund’s precautionary
standby, the SAMP would facilitate further debt reductions from the Paris Club.

We can envisage other cases in which a government would be interested in a procedure
similar to the SAMP. While unlikely, we cannot rule out the possibility that in some cases the Bank’s
exposure management policies would preclude adjustment lending even though balance of payments needs
persist and the reform program remains adequate. Moreover, the balance of payments justification for
adjustment lending is itself becoming weaker, or disappearing, in many cases even though structural
reforms are not yet completed. When short-term liquidity is not a problem, a SAMP can improve the
prospects and terms of commercial longer-term funds to bolster a country’s basic solvency.

We plan to take a case-by-case approach to this issue. Before they request SAMPs,
governments are likely to closely examine their benefits in addition to the benefits they can obtain from
surveillance arrangements with the Fund; such requests are likely to be exceptional. The SAMP
procedure would only be followed in circumstances similar to those in Egypt and with the full approval
of the government involved.

Future SAMPs will be described in detail in Country Assistance Strategy papers to

facilitate discussions in the Board. Also, the Bank will share its views of progress under a SAMP with

the IMF and official creditors, as in the case of Egypt. If requests for SAMPs turn out to be more than
we currently anticipate, we will review the experience and reconsider our procedures.

Attila Karaosmanoglu
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solvency. Also, quite apart from financial aspects, a SAMP might conceivably provide political benefits
for reform-minded governments.

We need to take a case-by-case approach to this issue. Before they request SAMPs,
governments are likely to closely examine their financial and political benefits in addition to the benefits
they can obtain from surveillance arrangements with the Fund. The IMF has received and is likely to
receive several requests for enhanced surveillance because countries and creditors often seek formal
monitoring of macroeconomic performance by the Fund. In contrast, requests for formal monitoring of
structural adjustment programs by the Bank are likely to be exceptional. While the Egypt case may not
be sui generis, it may be sufficient at this time to treat future cases on an ad hoc basis. It is understood
that the SAMP procedure would only be followed in circumstances similar to those in Egypt and with
the full approval of the government involved. ;

AB/AR



2.

Term: The IMF ES procedures set a maximum term of 12 months, but a further request
be made at the time of the next Article IV consultations. In the case of the Egypt SAMP, the term,

in the case of many SALs, is based on a time horizon of about 24 months--although it may be
lengthened if the reform program slips.

Board Approval: Under the revised procedures, the IMF Board approves an ES arrangement
on a case-by-case basis. However, Board approval does not connote Fund endorsement of the program.>
It is important to note that IMF Board approval is an extension of Board discussion/approval of normal
surveillance, i.e. Article IV consultations. In the case of the Egypt SAMP, although there was no formal
Board approval, there was a Board discussion of the program.

Review and Monitoring: In the case of IMF ES, there is now a requirement for mid-term
monitoring with a report to the Board for information/Board consideration. There is also an end-of-
program review with the Article IV discussion. The CAS provides a similar framework as the Article
IV for keeping the Board informed in the case of the Egypt SAMP. Since short-term developments are
less important in the case of a structural adjustment program, there does not appear to be a need for other
mid-term reporting mechanisms.

Disclosure: The IMF permits suitably edited Board documents (including Staff Reports and
the Chairman’s summary) to be made available to donors and creditors after the Board meeting.
Although there are no formal procedures in the case of the Egypt SAMP, the Region will share its views
of the program with the IMF and official creditors.

The General Applicability of the Egypt Case

The SAMP was a useful tool in the Egypt case because: (i) the country had a reform
program that the Bank and the Fund could support, (ii) adjustment lending was not warranted because
there was no BOP need; indeed the Fund’s standby is "precautionary” in nature (not expected to be drawn
upon), (iii) the SAMP would cover a much wider range of reforms than could be effectively covered in
a Fund arrangement, and (iv) it was felt that, together with the Fund’s precautionary standby, the SAMP
would facilitate further debt reductions from the Paris Club. In effect, the SAMP was conceived as a
near-counterpart to the Fund’s enhanced surveillance and/or precautionary arrangements.*

One can envisage other cases where the country concerned would be interested in a
procedure similar to the SAMP. While unlikely, we cannot rule out the possibility that in some cases
the Bank’s exposure management policies would preclude adjustment lending even though BOP needs
persist and the reform program remains adequate. Moreover, the BOP justification for adjustment
lending is itself becoming weaker, or disappearing, in many cases--especially in LAC--even though
structural reform programs are not yet completed. When short-term liquidity is not a problem, a SAMP
can improve the prospects and terms of commercial longer-term funds to bolster a country’s basic

3 This is to avoid any legal repercussions if the country were unable to meet commitments to other creditors.

4 Thirteen precautionary standby and extended arrangements have been approved over the last five years, or
14 percent of the 94 arrangements over this period. However, except in one case (Tunisia), no drawings have been made
under these arrangements.




Background Note

PROCEDURAL IMPLICATIONS OF THE STRUCTURAL ADJUSTMENT

MONITORING PROGRAM IN EGYPT

Background

At the time of the Board discussion of the Egypt Structural Adjustment Monitoring Program
(SAMP) on September 14, several speakers said the Egyptian program appeared to be a new product and
asked about the implications of the new activity. "The staff said the SAMP, which had been developed
at the request of the Egyptian Government, did represent a new approach for the Bank. It was not a
lending operation, but rather fell in the category of policy assistance and advice that the Bank provided
to many governments, and for which presentation to the Board was not necessary. The staff added that
the SAMP would enable the Government and the Bank to continue their valuable policy dialogue on
structural adjustment, since in this case a Structural Adjustment Loan (SAL) was precluded for balance
of payments reasons. The staff said that the Country Assistance Strategy presentation should provide an
appropriate vehicle for discussing progress under the program in the Board."!

Subsequently, at the ED’s Steering Committee meeting on October 4, Mr. Peretz asked
whether the Egypt SAMP was setting a precedent for a new Bank activity and whether the Bank should
institute more general procedures along the lines of the IMF Enhanced Surveillance (ES) arrangement.
This note compares the Egypt SAMP to the IMF Enhanced Surveillance procedures and discusses the
general applicability of the Egypt case.

Comparison with IMF Enhanced Surveillance Procedures

The Egypt SAMP can be compared with the IMF Enhanced Surveillance Procedures? in a
number of aspects: justification, term, Board approval, review and monitoring, and disclosure.

Justification: Enhanced surveillance arrangements by the Fund are intended to secure
external financial support from sources other than the IMF, and/or to bolster domestic and external
confidence in continued adjustment efforts by the countries concerned. There was a similar justification
for the Egypt SAMP.

! Minutes of Board Proceedings.

2 The Fund’s enhanced surveillance provides greater Fund involvement, where appropriate, in certain
nonprogram cases and to find means to signal more clearly the Fund’s view of a country’s policies other than through the
use of its resources. The Fund’s enhanced surveillance policy and procedures were elaborated in 1985 in response to the
request of some members for intensified monitoring without a Fund arrangement in place. It was developed specifically to
address the needs of those countries that had made notable progress in their adjustment efforts but which were still
confronted, inter alia, with a bunching of debt service payments that hampered their ability to resume normal access to
credit markets. The procedures for enhanced surveillance have been revised and formalized in 1993, including clearer
procedures for Board approval and reporting, which may explain Mr. Peretz’s request.
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1995 World Development Report

It is proposed that the 1995 World Development Report be on Labor and Development.
This has been decided after an extensive process of consultation with staff, management and the
executive directors. This process revealed a strong interest in a set of areas related to education,
gender and employment, and their links with economy-wide policy. After reviewing alternative
ways of structuring a WDR, the best organizing principle looked to be one of labor in
development. In this note the background to this decision is given, the motivation for a labor
WDR and potential topics for the future are outlined. An indicative outline is attached. [The
latter only for internal purposes-—-it is proposed that this not go to EDs, who will see a full
outline prepared by the team in the normal fashion next year]

Alternative WDR choices

A range of topics have been suggested for the 1995 WDR. They fall into three
categories.

First, some topics are premature. Transition is a very good topic, but it will gain from
another year’s delay, since most transition economies are too early in the process of
restructuring to draw robust conclusions. Two others, social participation and the legal and
institutional basis for development, might make sense in a few years time, but in neither do we
have the core in research or cross-country experience that a WDR requires. For the next
ABCDE conference, institutions in development will be one theme; this will help in deciding
whether to expand research in this field.

Second, some topics have interest, but are not appropriate for a WDR. Aid effectiveness
is undoubtedly important, but is not a good WDR topic, since the Bank is such a big player.
Water is interesting, but narrow, while reform is insufficiently focused to have edge.
Technology and the role of ideas in development is an interesting area for study, but is unlikely
to be sufficiently policy-focused.

Third, as noted above, three areas, education, gender and employment appear to be both
conducive to a WDR type synthesis and to be highly relevant. Education is of central
importance to the Bank’s work, but there is insufficient in the way of new issues and policy
conclusions to justify a whole WDR. Gender is also of great interest, but it is judged that the
Bank can best approach issues in this area through directly linking it to areas at the core of our
work on the development process. The organizing principle of labor in development can cover
both of these areas within a framework that also incorporates the determinants of labor
demanding growth and the functioning of labor markets.

For WDRs in 1996 and beyond, transition will be a candidate. Research on various
aspects of the transition process is being organized so that the building blocks for a WDR would
be put in place. This research is of high priority in any case, and should a WDR not be
undertaken in this area, other means of dissemination and discussion will be found. A second,
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topic, that could follow and complement a WDR that focused on transition economies (many of
which are middle income) is a WDR on the set of developmental problems faced by low income
countries. A third area of potential interest is trade in goods and services, covering issues
relating to regional trade groupings, the consequences of multilateral trade liberalization, the
expansion of trade in services and international migration.

Key issues for a labor WDR

There are powerful linkages between labor and development. Both supply and demand
are crucial to outcomes. Provision of skills is one of the main routes of escape from poverty
for households, and raises the capacity of economies to grow, compete, acquire new technologies
and adapt, in a rapidly changing world. Educating girls is an especially effective way of giving
women the power to earn income and make sensible choices over their fertility, and over their
children’s education and nourishment. Effective demand for both unskilled and skilled men and
women in the workforce depends on sound macroeconomic and strategic policy choices, which
can have profound influences on the dynamics of the demand for labor. The interaction between
supply and demand depends on well-functioning labor markets that efficiently allocate labor to
economic opportunities in the short and long run and strike a balance between the objectives of
employment promotion and security.

A labor WDR would provide the framework for analyzing country experiences and the
role of government policy choices in the following areas:

- the acquisition of skills by households, and their influence on poverty, the pattern of labor
incomes and the growth potential of economies;

- the relationship between development strategy, macroeconomic management and the demand
for skilled and unskilled labor;

- how labor and social security policies can best balance the twin objectives of promoting rapid,
labor-demanding growth, and providing protection or income security, both for those in the labor
force and their dependents--and how to deal with the problem of high unemployment in some
countries;

- how choices over education, development strategy and policy in the labor market helps or
hinders equal access to opportunities for women;

- how to reach those who can be left out of the growth process--adult illiterates, those in poor
regions, and the urban underclass;

- the links between macroeconomic shocks, economic policy reforms and the functioning of the
labor market;

- the special problems of labor market adjustment in the economies in transition from a socialist
system of employment guarantee, cradle-to-grave social protection and absence of real labor
markets;

- how international migration affects sending and receiving countries, and how far liberalizing
international trade can substitute for movement of people and helps or hurts different labor
groups.
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There is a wide variety of country experiences. Some countries enjoyed a strong virtuous
cycle of skills production, creation of demand for labor, and effective labor market functioning.
Many others illustrate how poor policy choices--on the supply or demand side, or on labor
market functioning can subvert such a cycle, often setting economies on a course that becomes
tough to reverse, creating some of today’s adjustment problems. Think of some of the key
developmental issues of the day, as they are reflected in varied cross-country experiences:

® Fast-growing East Asian countries enjoyed the most dramatic, sustained growth in labor
incomes (both wages and self-employed incomes) of any country group ever. They invested
heavily and broadly in education and made strategic policy choices that favored growth in
activities that were both efficient and labor-intensive. This was underpinned by labor market
practices that were pro-employment, but avoided premature protection or wage increases for
small groups in the labor force. Education for women was especially important in supporting
virtuous cycles of reduced fertility and a strong emphasis on the nourishment and education of
children. How far can, and should, this experience be replicated in other countries?

® Most households in SubSaharan Africa and South Asia are woefully poor, primarily because
they receive so little for their labor; and for most African peasants and workers labor incomes
are less than [15] years ago. People get little for their labor because they’re in low-productivity
activities, due to low skills and lack of complementary factors of production--often in part a
consequence of wrongheaded past economic choices. At the same time rapid population growth
will lead to continued large increases in the labor force. Can a strategy of education catchup
and economic reform get such countries onto Indonesia-style rapid, labor-demanding and
poverty-reducing growth?

® Women generally receive less education, are in lower-paying jobs and have less power than
men, in and outside the home. This has large efficiency and welfare costs, especially when
account is taken of the gains in bringing up children that better educated women bring. How
can education of girls be brought up to that of boys? Is there a need for proactive government
policies in the employment of women?

® Many households get left out of the growth process because of failures to enter or re-enter
decent work and acquire skills. Some are stuck in depressed regions. Many urban dwellers are
in communities that are characterized vicious cycles of economic insecurity, violence, drug use
and lack of education. Households with illiterate adults feature disproportionately amongst the
poor, but such illiteracy is tough to reach with general educational policies. Can strong labor-
demanding growth reach such groups, or is there a need for proactive policies to encourage
movement, and break the cycles that transmit low economic and psychological capabilities across
generations?

® Economic reform in countries such as Egypt and India could get stymied or diverted by
problems associated with formal employment, especially high unemployment rates and large
pools of labor (often politically powerful) in unproductive public sectors. Isa deregulating path
going to help both poverty and growth? What are the advantages and disadvantages of
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unionization of the labor force? When can social pacts play an effective role in both
macroeconomic management and sensible restructuring?

® Latin American countries are taking off, but most remain extraordinarily unequal and a
central welfare and political question is how quickly takeoff will reverse the rises in poverty and
declines in wages that occurred in the 1980s. The structure of labor earnings is highly dispersed
because of a history of unequal education and malfunctioning product and labor markets. Labor
policy is generally the forgotten sector in reform strategies. Will the trade-liberalizing growth
path tend to be equalizing and rapidly poverty-reducing? How can the distribution of skills be
made more equal? And will labor policy delay or hasten a process of poverty reduction and
equalization or earnings?

® Labor is going through wrenching changes in formerly socialist countries. The process of
transition is slow, jerky and hurts. On the present path there is a risk of irreversible rises in
unemployment and the economies ending with an extreme form of Eurosclerosis. Are much
more radical reforms of social security needed to avoid absurdly high payroll taxes? And what
will facilitate a transition from insider-worker groups (often in collusion with managers) blocking
reform in the enterprise sector to a more rational system of non-myopic collective bargaining?

e Employment issues are at the center of the economic and political debate in OECD
economies, with European countries stuck with unemployment in double digits and stagnant
private sector employment, while the United States enjoyed rises in private sector employment
but suffered stagnant unskilled wages despite substantial growth in average incomes. How far
can increased flexibility help the European labor market malaise, and how can this be balanced
against household security? What lessons, good or bad, can be drawn for middle income and
formerly socialist developing countries?

These are diverse areas, but in each we are faced with three sets of questions: how to
equip households with the capabilities to participate effectively (and equally) in the workplace,
especially in view of the long gestation period for investment in human capital and the
uncertainties created by a rapidly changing production environment; how to get the policies and
complementary factors right so there is broad based demand for unskilled and skilled labor; and
how the labor market can either effectively match supply and demand or disrupt structural and
macroeconomic policies.

The value-added of a WDR on labor would be of two kinds. First, there are areas in
which the issues are old, but there is now more cumulative knowledge, research work or diverse
country experience to draw lessons--some of which may be fresh, others may put current
thinking on a sounder and richer footing. This includes the centrality of appropriate education
policy and sound development strategy choices in achieving strongly labor-demanding growth
and rising labor incomes, and the relationship between trade liberalization and labor. Second
there are a number of new areas, or areas that deserve focused attention. These include the role
of reform of labor policy and public sector employment policy in adjustment, the issues of
women in the labor market and those who are left out, the problem of high unemployment in
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some middle income countries, the impact of rapid technological changes and the special
problems of countries in transition of socialism.

The World Bank has a comparative advantage in taking a comprehensive view of the
range of policy issues affecting labor, including demographic changes, education, the
determinants of labor demand, macroeconomic management and the functioning of labor
markets, across a broad range of country experiences.
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Indicative outline

This outline is intended to expand on some of the potential issues that could be covered
and to illustrate how they could be structured into a report. The formal outline would be
prepared by the team leader in the normal way (and could look quite different).

1. Diverse country experiences and an analytical framework

Labor and developmental problems.

- Widespread poverty in Africa, high unemployment in Algeria or Bulgaria, excess public sector
employment in India, residual poverty and high inequality in Latin America, inequality of
women, underclasses in Brazil are examples of failures in the supply, demand or matching of
labor.

Some virtuous and vicious cycles.

- How things can go right: East Asian successes got on to virtuous cycles of broad-based skill
formation, education for women (that led to lower fertility and better fed and educated children)
and labor-demanding growth. Flexible ways of changing skills, flexible labor markets and low
initial formal sector wages allowed both competitiveness and high savings, and gradual evolution
of social security.

- How things can go wrong: for example, in Latin America--high inequality is perpetuated by
unequal education, capital-biased policy choices and distorted labor policy and markets; in
Africa--education has been relatively ineffective and has not in any case been complemented by
growth in labor demand. In these and other regions, macro shocks have led to declines in labor
incomes for some; labor aristocracies and non-viable public social security arrangements have
sometimes slowed restructuring and worsened macro adjustment.

An analytical framework

- the experience of labor (self-employed and wage-earning) can be analyzed in terms of a simple
framework including the creation of skills, the creation of demand for labor from production and
the process of matching supply and demand. These interact to form different average levels of
labor remuneration, degrees of dualism and unemployment and different dynamics of
demographic change, skill formation and labor demand over time, as well as different patterns
of response to macroeconomic shocks.

Messages: there are startling successes as well as severe failures across countries. Long-run
successes are differentiated by sound policies on skills formation, female education, broad-
based demand and flexible labor market functioning. Macroeconomic difficulties hurt labor;
bad labor policy contributes to macro problems.



2. Equipping labor for growth

- The role of universal basic education and the case for public finance in ensuring its provision;
how does the "basic" level of education vary across countries at different stages of development?
- how demographic factors influence the demands or needs for education and the structure of
supply of labor to the workplace over time;

- How to create flexibility and adaptability for the marketplace through general education and
training policy (including on-the-job training);

- Protection against risks of loss of labor income--due to ill-health or temporary economy-wide
risks that could have permanent affects on capabilities

Messages: educating for growth and poverty reduction requires a dual strategy--universal and
free/near free basic education and, through facilitating a training process that produces
flexible generalists and encourages on the job training over the career of workers. Equal
access, especially for women, is a powerful principle, but one that will require substantial
changes in many countries. Skills formation has long gestation periods and there may be
difficulties in the sequencing of major efforts to improve education: some of the countries now
in greatest need have particularly severe national and public budget constraints.

3. Creating demand for labor

- The long-run happy path for labor-demanding growth is well-shown by the East Asian
paradigm--continued support for agriculture, avoidance of biases against labor demand in
industry and urban areas, high degree of openness;

- The problem is how to get taxes for government, accelerate modernizing technological shifts
and have broad-based labor growth all at the same time--were the East Asian group lucky in
their initial endowments and the world in which they were growing or are the results
generalizable?

- Is there a difficult problem of managing tough initial conditions for broad-based growth--from
the luck of high endowments of natural resources; living in a time of labor saving technological
change (UK/US in history--other times?); an initial adverse asset and power distribution

Messages: there is a broad range of win-win strategies, in which choices that favor efficiency
and growth are also pro-labor--alternatives of favoring capital-intensive activities can help
organized labor in the short run, but rarely in the long run. Rising labor productivity i.e.
growth in output in excess of employment, is a sign of a happy and not (as the UNDP report
suggests) a problematic path, provided labor markets are well-integrated.

4. Labor market functioning and labor protection

How labor markets function
- Rural and informal sector labor markets are typically flexible, but in some low income
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countries suffer from weak integration with national labor markets.

- Formal labor markets are powerfully influenced by public sector employment practices,
patterns of labor organization and government labor policy on wages, job security and social
security.

- Formal labor market conditions determine the degree of dualism with the non-formal sector
and influence developments on both the supply and demand for labor.

The process of labor reallocation.

- Labor reallocation across sectors is at the core of economic growth and rise in labor incomes.
- Migration is a significant component of the reallocation process.

Messages: Movement of labor across activities and over space is a key, and potent mechanism
for growth in labor incomes and long-run development. Flexible labor policies are central to
facilitating this process; and also to allowing wage outcomes that support the patterns of labor-
demanding growth in production. Income security of households is a desirable objective, but
excess employment guarantees or premature public formal provision of security can be in
conflict with rapid growth in employment. Excess protection and insufficient Sflexibility is part
of the European malaise. Formal schemes need to be fostered over time, and as far as possible
self-financing.

5. Women in the labor market!

- How different cultural conditions and education policy affects the skills of women, the
allocation of time within households, and decisions over fertility and education of children.

- Does the pattern of demand lead to discrimination against women (e.g. shifts from food to
cash crops; latent discrimination of modern sector firms)

- In the labor market are women out of the negotiating loop or affected differentially by labor
policy, such as on maternity and childcare?

- Do women gain more from regulating or outlawing prostitution?

- How are women affected in the internal and international migration process (as movers and
managers of left-behind households)?

Messages: In most countries women suffer from unequal earnings and unequal power, even
while they often work harder in multiple roles in household and child care, participation in
the labor market and community involvement. With the demographic transition and the large
technological changes implicit in development this becomes more and more costly--to society
as well as to women. While cultural factors are important, the most powerful means of
transformation lies in education. Policy on demand and the labor market can play a
significant complementary role, that may be of especial importance in the short to medium
run.

I Note: there will be a choice as to whether to treat women as a pervasive issue, that affects the whole report,
or as a special, cross-cutting issue, that warrants a separate chapter. This will be revisited by the team in the
process of designing the report.



6. Those who are left out

- Do households located in "depressed" regions participate equally in aggregate growth or stay
stuck with lower capabilities and lower labor incomes?

- Adult illiteracy is both a strong determinant on poverty and particularly intractable. What can
policy do?

- Minorities and urban underclass often participate only in the periphery of the development
process-—-do these get locked into vicious cycles that set in over the years and over the
generations?

Messages: sound national level policies, that encourage labor demanding growth and support
labor reallocation (across activities and space) can go a long way to reaching those who are
left out. It is tough to reach such groups when overall strategy is in a mess. But there is also
a strong case for proactive polices oriented to areas or households, designed to bring such
groups into the mainstream of economic gains in the short run, and, most importantly, provide
the young with the capabilities to break the cycle in the long term. Cycles of social dislocation
and disaffected youth are especially tough to break. Some European countries, e.g. Sweden
and Germany, have had some success in proactive labor policies.

% Labor in crashes and the adjustment process

- Labor is almost always hurt in recession, but the effects of structural policy reforms is mixed-
-some groups gain, other lose.

- How do initial labor market structures and policies influence patterns of labor market and
macroeconomic adjustment? Is disequalizing decline avoidable in urban labor markets?

- How can labor be shaken out efficiently and compassionately?

- What is the role of reform of labor policies and social pacts?

Messages: flexible labor policies actually help (most of) labor in downturns--in countries with
more rigid labor practices lower-wage outsiders were hurt more, and sooner or later, even
insiders took a hit as overall conditions deteriorated and restructuring is delayed. Bad macro
policy hurts labor the most, through shifting non-labor income out of the country and often
encouraging shifts to financial profits within. Good labor policy should aim to facilitate
adjustment by both firms and households through measures that speed restructuring (e.g.
severance pay) and temporary measures to raise labor demand (e.g. public works). Social
pacts can play a valuable role in macroeconomic adjustment and restructuring, provided
macropolicy is sound and there is sufficient political consensus to underwrite them.

8. Labor in the transition from socialism

- Labor is going through a radical shift in transition economies--in part analogous to experiences
in market developing economies, but in part quite different because of the different starting point
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of socialist labor policy.

- Are transition economies heading toward a caricature of Euroclerosis?

- How far does it make sense to shift from total security to flexibility and promotion?

- How to support a shift from myopic insider worker/collusive manager behavior to sensible
collective bargaining?

Messages: a large formal workforce and widespread social security are pointing most transition
economies to a European model. Parts of such a model may make sense: e.g. a shift to
sensible collective bargaining for the formal sector. But rapid growth in the non-unionized
sector is both likely and desirable. For both groups the scale of current social security
arrangement looks unaffordable in the aggregate for most economies and there is likely to be
a need for deeper reforms to less comprehensive, and less public schemes to provide JSor
income security.

9, The changing international division of labor--who gains? who hurts?

- Who does international migration help and hurt?

- Is trade in products a substitute for trade in people, or will this hurt unskilled workers in
richer countries through factor price equalization?

- How do various kinds of trade liberalization, including regional trade arrangements, affect
labor?

- International labor standards--what makes sense?

Messages: migration is a boon to sending countries (with some qualifications on loss of skills)
and often a gain to receiving countries, where migrants are complements to domestic labor.
But large migration could potentially push down recipient wages and political tolerance is
generally very low to the threat of this. Trade in goods can be an effective and politically
preferable alternative. In general, trade liberalization, whether uni-, bi or multilateral, is the
friend of labor, but two groups may suffer: (a) those in contracting industries, because of
reallocation costs; and (b) those whose skills lag behind the richer country average, for whom
tendencies to factor price equalization may hurt. For both groups household oriented
strategies make sense, though for the latter the issues are long term; industrial adjustment
assistance may play a supplementary role.
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ORGANIZATIONAL CHANGES IN DEC

Two organizational changes in the Vice Presidency for Development Economics
are under way as part of DEC's efforts to rationalize its operational review function, strengthen
research efforts on the environment, long-run growth, and issues in transitional economies, and
establish clearer organizational links between the Policy Research Department (PRD) and the
Regions.

Restructuring the Office of the Vice President. The Development Policy Group
(DPG) will be merged with the Office of the Vice President (DECVP). The integrated front
office will be streamlined by shifting some functions - such as responsibility for the Paris Club
and Berne Union - to the International Economics Department (IEC), and making more effective
use of resources in PRD and IEC for the review of adjustment operations and country strategy
papers. Mark Baird, Director of Development Policy, will be responsible for managing my front
office and for the operational review function within DEC.

Restructuring the Policy Research Department. A primary goal for PRD is to make
client focus the principle governing factor in determining the structure of the Department, with
clear organizational links to the Regions and the other Central Vice Presidencies. The three
sector divisions (Poverty/Human Resources, Environment/Infrastructure/Agriculture, and
Finance/Private Sector Development) already reflect this objective. To better serve the needs of
Country Operations Divisions, two new divisions will be created from the former Transition and
Macro-Adjustment Division: a Macroeconomics and Growth Division, focussing on issues of
long-run growth, links between macroeconomics and growth, and the analysis of capital
accumulation and savings; and a Transition Economics Division, with responsibility for
transition issues in the former solicalist economies both at the micro- and macroeconomic levels.
Reflecting the importance of research on environmental issues, the Environment/Infrastructure/
Agriculture Division will be expanded. In addition, responsibility for research on trade will be
consolidated in IEC.

I have appointed Alan Gelb Division Chief of the Transition Economics Division.
William Easterly will act as Division Chief of the Macroeconomics and Growth Division until a

permanent appointment is made.

These changes became effective on November 1, 1993.

Michael Bruno
Vice President Development Economics and Chief Economist
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World Bank Representation at The Paris Club and
the Berne Union '

1. In reviewing DEC's responsibilities, it has become evident that a realignment
of certain functions within the vice-presidency has become appropriate. In particular, Paris
Club and Berne Union liaison functions should be carried out by IEC.

2, Consequently, effective January 1, 1994 IECDI, rather than DPG, staff will
represent the Bank in these fora. As before, CFS will continue to have primary responsibility
for liaising with Berne Union members on co-financing operations, and the concerned staff of
IEC and CFS will continue lto co-ordinate their work. Moreover, existing consultative
mechanisms with FRS and the Regions, and all other arrangements for our representation at

these meetings will remain as they now are.

Messrs. and Mmes. Karaosmanoglu (EXC), Linn, Nishimizu (FPR), Kashiwaya, Sud
(CFS), Baird (DPG), Ahmed (IEC)
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33774
BOLIVIA - Private Sector Development/Capitalization Adjustmen;
Loan Committee Meeting
B The new government presents an opportunity to reform the public sector.

While we broadly support this initiative there are a number of concerns.
Fiscal Indicators

2 At the moment there is not an IMF program. We understand that one can
be expected to be in place in the next few months. However this will only go to end-
1994. Further it is rather tight and does not include any repercussions from the
proposed Bank operation. Given that the hydrocarbon sector presently provides about
half of government revenue (9% of GDP) and that this would cease under the
proposed capitalization program what compensating measures are envisaged? It may
be reasonable to expect improvements over the medium term that will ensure adequate
returns to the government via taxes and royalties but what about the transition period.
Can the region provide some additional details on financing in the hydrocarbon sector
during this period that will ensure that the overall stabilization does not go off track?

Financing the Capitalization

3. What is the required amount of net new investment for capitalization
(and liquidity) and how will this be weighed against concessions to the prospective
owners on the degree of monopoly and forgiveness of debt? Since there is no
significant stock market and the pension funds are bankrupt are all the new flows
expected to come from external sources? Will it be politically acceptable to have so
much of the economy controlled from outside?

Pension Funds

4, Does it make sense to give shares to bankrupt pension companies? They
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