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WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

OFFIC EMORANDUM 
TO: Mr. Robert S. Mc am ra 

FROM: Hollis B. Chenery \~l-
SU BJECT: Price Prospects for Major Primary Commodities 

DATE July 29, 1977 

1. You had requested that the price projections in 
"Price Prospects for Major Primary Commodities (Report 
No. 814/77 of June 1977) be compared with those in the 
last year's edition (Report No. 814/76 of June 1976). 
Comparisons of past to current commodity price forecasts 
for 1980 are included on a regular basis in the World 
Economic and Social Indicators (see issue of July 22, p. 9). 

2. Comparisons for both 1980 and 1985 are set out below. 
For the majority of commodities there are no significant 
differences. Notable exceptions are: (a) tropical beverages, 
whose prices--particularly in 1980--are now forecast to be 
much higher than was expected last year; (b) sugar, beef, 
sisal, wool, zinc and iron ore, whose long-term price pros­
pects are now considered to be less favorable; and (c) fer­
tilizers, whose prices in the shorter term are expected to 
be lower than anticipated last year because of continued 
excess capacity in this industry. 

EGrilli/RJCheetham:nmf 

Attachment 

cc: Messrs. Cheetham 
Grilli 
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WORLD BANK / INTERNATlt)NAL Flf-JANCE CORPORATION 

(,.l4 ~ •• ,,.) 

OFFICE MEMORANDUM 
TO: Mr. Robert S. McN~~a']l/7 / 

1hrough: Hollis B. Chenery 1r<:r1'.7 f./ 

FROM: Mahbub ul Haq, Director, PPR ~("''y 

SUBJECT: Note on Official Development Assistance 

DATE : July 28, 1977 

1. The attached note on ODA (P39G77) was prepared as part of the DPS 
po 1 icy work program for CY77. It ana 1 yzes the main trends in the vo 1 ume, 
origin, allocation, terms, and quality of development assistance from 
DAC and non-DAC donors. In bringing together various aspects of the 
transfer of resources, it serves as a general briefing note for your infor­
mation. 

2. The paper documents the near-stagnation in the real volume of DAC 1 s 
ODA and the large increase but uneven djstribution of OPEC aid in recent 
years. Although some progress has been made in improving the allocation of 
DAC and non-DAC aid, the paper emphasizes that foreign pol icy considerations 
will continue to impede an economically rational distribution of resource 
transfers. 

3. Drafts of this paper and the statistical annexes have served as a 
source of information for the Secretariat of the Development Committee, 
which recently submitted its paper "Distribution, Terms and Quality of 
Official Development Assistance" to the Working Group on Development Finance 
and Policy. 

4. If you agree, we would propose to update this report in July 1978. 

Attachment .-~ 'ft?~ ;t:~ 
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FORM NO. 75 
(1-76) 

~ :~.NG 

THE WORLD BANK 

SLIP 
DATE : 

July 
NAME 

25, 1977 
ROOM NO . 

Mr. Cheetham 

APPROPRIATE DISPOS ITION NOTE AND RETURN 

APPROVAL NOTE AND SEND ON 

CLEARANCE PER OUR CONVERSATION 

COMMENT PER YOUR REQUEST 

FOR ACTION PREPARE REPLY 

INFORMATION RECOMMENDATION 

INITIAL SIGNATURE 

NOTE AND FILE URGENT 

REMARKS: 

R.e attached note from Mr. McNamara 
which reads': ''Please have prepared 
a 1 page tabulation comparing price 
projections for the major commodities 
in this Report with the previous 
Report. " 

Perhaps your cover note on the 
Social Indicators could refer 
to the page where this is done. 

FROM: ROOM NO.: EXTENSION : 

H. B. Chenery 
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FROM: The Secretary July 22, 1977 --;---
~rl1t ~ ,.____ 

~µ-.Q"',t"l :Ju. 
~er,;,· 

PRICE PROSPECTS FOR MAJOR PRIMARY COMM?DITIES ~ ~~ 

Attached for information is a report entitled "Price Prospects for 

Major Primary Couunodities" dated June 1977 (Report No. 814/77) prepared 

in the Economic Analysis & Projections Department. 

Distribution: 

Executive Directors and Alternates 
President 
Senior Vice President, Operations 
President's Council 
Vice Presidents, IFC 

) 
! 
f~ 

Directors and Department Heads, Bank and IFC 
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.Hr. Robert S. McNa,r..:1r a July 25, 1977 

Hollis B. Chener.y 

.Apparent Inconsistencies _ __!~ the Prospects Paper 

1. You inquired about sorr,e apparent inconsistencies among 
data within the Prospects Paper, and between thene data and 
thos1;;;; in the draft of your forthco:ning Annual Speech. Re­
exanina tion of the data has disclosed that so:c1e of the infor­
mation in Table II.l of Prospects (page 5) is not consistent 
with the rest of the Paper. 'l'his table is based· on material 
contained in the Morawetz Paper, "Twenty-Five Yea.rs of 
Bconomic Development: 1950-1975'' , which was prepared several 
months ago and used data that have since been revised. The 
data i.1S€;d in Chart 2.1 a.re correct and these are reported 
in the Jmnex Tables of the Prospects Paper. Contrary to the 
reference on page 7, growth in per capita GNP of South Asia 
was slightly positive during 1970-75. We will provide you 
later today with a new version of Table 2.1, together with 
corrections to the text. We are also rechecking the natorial 
in the Speech to eliminate any inconsistencies. 

2. You also inquired about the population growth rates 
for low income countries reported in Table 8 of tile memorandum 
about "Prospects Sensitivities " of July 19. We have used 
the nedium variant of the UN population growth projections 
throughout the Prospects work. The projected rise in the 
average annual increase in population to 2.6% in 1978-85 is 
not inconsistent with the view in your speech that the popu­
lation growth rate for this <;.,roup of countries will decline 
by the year 2000 . Fertility rates have already begun to 
decline, but in the near future the changing age structure, 
in particulu:r the increasing proportion of women of child­
bearing age, would bring about a tempor ary increase in the 
overall population growth rate. 

RCheetham:nmf 

cc: Messrs. Cheetham 
Haq 



TO: 

FROM: 

OFFICE MEMORANDUM 
Mr. Robert S. M~ 

Hollis Chenery ~ 

( Ir.; C ~ J. -~) DATE: July 15, 1977 

SUBJECT: Spatial Aspects of Development 

The attached paper is a progress report on the treatment of 
location and regional development in Bank research, policy and economic 
work. It has been drafted .Jo .:esitQ.Q..S ta....3011:i;; t:eQ..U~Lo..f Ap..ril 14 19.77 
that the DPS and CPS prepare a joint statement regarding possible 
research-cum-policy work in this area. 

The attached progress report which was prepared by the Economics 
Department and cleared with Urban Projects Department and Agricultural and 
Rural Development Department, discusses the Bank's current work on spatial 
aspects of development, and reviews some work being planned in the DPS 
which is relevant to the subject. 

Attachment. 

cc: Mr. Baum 
Mr. Jaycox 
Mr. Yudelman 
Regional Chief Economists 
DPS Directors 

JVoorhoeve/DAvramovic:crs 

• 



THE -TREATMENT OF LOCATION AND REGIONAL DEVELOPMENT 
IN BANK RESEARCH AND OPERATIONAL WORK 

INTRODUCTION 

1. This note consists of three sections. The first section reviews 
the Bank ongoing and planned research work on the issues of location and 
regional development. The second section discusses briefly the importance 
of space for development policy in general. The third section comments on 
the element of space in the Bank's operational work. 

I. BANK RESEARCH 

-2. By and large, the Bank has proceeded cautiously in treating spatial 
considerations as a major objective in research projects. However, a number 
of research projects incorporate space as an i mportant aspect. Horeover, a 
number of research projects are in the planning stage that are of relevance 
in this context. Both categories of research are briefly sunnnarized below. 
The issue of decentralization of economic activity, relatively neglected in 
the past, is now playing a more prominent role in the work program of the 
Economics Department. 

A. Completed and Ongoing Research 

3. A substantial proportion of the research efforts focusing on agri-
cultural and industrial sector analysis have incorporated the spatial element 
by specifying the sector in regional terms, and by taking transport costs into 
account. Examples of such research projects are the multi-level planning 
studies on Mexico and Ivory Coast, the agricultural sector models of Portugal 
and Brazil, as well as the investment planning studies for major industrial 
sub-sectors such as fertilizers, pulp and paper, and steel. It is probably 
fair to state at this time that the research effort has produced the analytic 
tools that have a proven capability to give adequate attention to space in the 
formulation of a sector-wide investment program in agriculture as well as in 
those industrial sub-sectors that have so far been most important in Bank 
lending. At the same time, it should be noted that their widespread use 
would require expanded manpower budgets in operating departments. 

4. Another area of concentration in the research program with spatial 
aspects is that focusing on transport sector planning, in particular several 
studies of feeder roads and one on urban traffic (S-ingapore). The feeder 
road studies have been of considerable benefit in transport project design . . 
and appraisal. 

5. ~ Finally, a number of studies with important spatial concerns focused 
on migration, labor markets, public urban services, as well as on the regional 
impact of rural development programs. Annex I provides a list of completed 
ano ongoing Bank research projects dealing with spatial issues. 
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B. Recent Starts and Planned Studies 

6. Two studies are being planned that focus on the regional dispersion 
of economic activity within given countries, and on the policies that may 
have an impact on this distribution. Preliminary work has been done on both. 

(a) One study will analyze the differences in costs of 
providing urban services in cities of different 
characteristics as a basis for allocating public 
investment between sectors and regions, within a 
social cost-benefit framework. 

(b) Another study is being formulated which will deal 
with incentive systems tha t can influence priva te 
sector investment decisions in line with regiona l 
development objectives. 

7. The studies listed in para. 6 are expected to lead to a major 
research effort to produce and test planning tools that can ass i st countries 
in the design and i mplementation of a comprehensive spatial development 
strategy, and improve Bank economic work in this regard. The first country 
study of this nature is likely to focus on Colombia and will be carried out 
jointly with the Colombian government which has asked the Bank for assistance 
in this regard. Other potential candidates are Brazil, Malaysia and Turkey. 

8. The possible Colombian regional study (para. 7) would have the 
additional advantage of providing the framework for a detailed analysis of a 
single city--Bogota--which is in an advanced stage of preparation. The main 
objective of this city study is to develop tools that can be used to estimate 
the spatial and economic impact of policy interventions in the urban areas. 
The study is expected to result in improved project development, proj.ect 
ap~raisal and policy making. 

9. Following the recent Issues Paper on Rural Non-farm Employment, 
and the Policy Paper on Small Scale Enterprises (SSE) Development, a research 
project is being prepared having two broad objectives: to provide a quantita­
tive analysis of the determinants of the level and growth of output, incomes 
and employment in SSEs; and to evaluate in selected countries the institutional, 
economic and financial aspects of policies to promote the growth of SSEs. This 
research will of necessity need to examine the spatial aspects of SSE develop­
ment particularly since .most SSEs in LDCs appear to serve local markets. In 
African and most Asian countries (including India), the majority of SSEs are 
in the rural area and town~, and it will be necessary·to examine the role of 
agriculture in both urban and rural industrialization. Industrial and urban 
decentralization policies are also likely to have a considerable bearing on 
the location and thus the spatial development of SSEs, and will also be a 
focus of attention in the research. 



- 3 -

10. So far lacking· is a regional development research effort focused on 
predominantly rural areas. In particular, a study to identify the inter­
relationships between rural areas and market towns that service them, and to 
provide a methodology for quantification of these linkages, has important 
potential for future use in the ongoing lending program in agriculture and 
rural development. The planned SSE studies (para. 9) should partly fill 
this gap. But a possible major data source for such a regional development 
research effort would be the monitoring and evaluation system being developed 
for a wide range of agricultural and rural development projects. For FY77 
alone, some US$22 million has been allocated for monitoring and evaluation 
components in 49 agricultural and rural development projects. However, it 
will take several years before the required data become available. 

II. THE IMPORTANCE OF SPACE FOR DEVELOPMENT POLICY 

11. Most of the theoretical and applied work on economic development 
has been done without explicit attention to the element of space. The focus 
of analysis has traditionally been that of the country as a whole, or broad 
economic sectors within a country, or projects within sectors; even in the 
study of relations among countries, the element of space is given scant 
attention. To the extent concern with spatial organization or locational 
considerations was inevitable, it was essentially left to practitioners of 
other disciplines, such as regional scientists, urban and land use planners, 
and in the case of project preparation, engineers, to take such aspects into 
account. 

12. Nevertheless, many development problems have locational aspects that 
are important. The productivity of labor and capital is not equal at all 
locations within a country, and there are transportation costs, the incidence 
of which is a function of the size of the country and the degree of dispersion 
of people and economic activities. So the level of development and the distri­
bution of income are a function of the use of the available space. The formu­
lation of investment projects is greatly improved if it is carried ou~ in the 
framework of a regionally specified sector-wide investment analysis. A 
growing preoccupation with income differentials within an economy necessitates 
analysis of the impact of policies and investment programs across target groups 
that are often spatially identified (e.g., rural versus urban). In turn, it 
is increasingly realized that the physical lay-out of a city, and the efficiency 
with which the city overcomes the distance barrier, are important factors 
determining income differentials within the urban context. 

13. Many LDC governments are deeply concerned with problems that have 
spatial aspects. The development of relatively backward areas within a 
country (or city), and the ,deconcentration of economic growth from over-populated 
metropolitan areas and regions to other cities and regions, are examples of 
common concern to many countries, including some of the industrialized countries. 
Similarly, growing emphasis is being placed on intra-urban problems with 
locational characteristics. 
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III. THE ELEMENT OF SPACE IN THE BANK'S OPERATIONAL WORK 

14. The philosophy underlying the lending program of the Bank it its 
early years reflected a perception of the economic development problem which 
placed great emphasis on the importance of adequate infrastructure. In fact, 
the argument was often made that once adequate infrastructure was in place, 
economic development through essentially private initiative was soon to 
follow. In consequence, the Bank's lending program was heavily oriented 
toward infrastructural investment, most of which had something to do with 
overcoming the constraints imposed by space: roads, railways, ports, as 
well as telecommunications. However, the economic implications of space were 
rarely explicitly considered in project analysis. 

15. As experience grew, the perception of the development problems 
deepened, and it became clear that adequate infrastructure is a necessary 
but not sufficient condition for widespread economic growth. Over time, 
therefore, the preoccupation with infrasturcture has gradually decreased, 
and a much broader lending program has emerged. Along with the expanded 
range of activities it has been realized that spatial implications of projects 
and policies cannot be ignored, and as a consequence concern with the spatial 
element is beginning to pervade the work of the Bank. 

A. Country Economic Reports 

16. In country economic work, the Bank has recently begun to respond to 
the need for explicit analysis of regional problems in some of its economic 
reports, and by conducting urban and regional studies in selected countries, 
e.g., Iran, Ivory Coast, Mexico, Zaire, Zambia, Pakistan, the Philippines, 
the Sahelian countries, Thailand (see Annex II for a list of selected Bank 
reports). Due to the lack of appropriate analytic tools and incomplete data 
sets, the early studies were largely descriptive and qualitative, rather than 
providing a comprehensive quantitative framework for regional policy .. A 
certain amount of progress has been made in this respect, e.g., in two recent 

'efforts (a large urban sector review of Korea, and a spatial analysis of Peru 
for the Basic Economic Report). It is expected that future country and sector 
economic missions will continue and expand this work and will increasingly 
benefit from ongoing and planned Bank research. 

B. Projects 

17. In the Bank's project work, attention to locational considerations 
has been inevitable. This is most obvious in the case of transportation and 
area-based agricultural and rural development projects. Development potential 
of the region(s) being served has been taken into account in an increasingly 
comprehensive manner in the appraisal of trunk and feeder roads, aviation 
projects, as well as railway projects. In agricultural and rural development 
projects, regional planning is an important concern in some settlement projects; 
regional agricultural potentials, together with the siting of complementary 
facilities such as marketing and distribution supply, advisory and administra­
tiv·e services, feeder road investments, etc., are taken into account in the 
design of area based projects. A number of rural development projects have 



focused on the co;i1prchcnsive L.,· ·21·~,pme. · ,1• k .. ckwarcJ lm, inco,H~ rural arc.1s 
through jntcgr··tecl projE'ctc. T,,ue,er, -~n r,1c•·c· ge11er:-1l. tPn1.s, i11st.a11c:cs \~heve 
attention is given to spatial ~~uf··ts .n p: )j0ct desisn anJ appraisal arc 
currently greatly outwej_ghed 1,·, 'Jr '"ns :iH ,.,1, j d1 apatial cor,sideni U ons ,11:C! 

neglected al together. An cxc ·,~ . .,:. s t 'J'. ~ ,,,:i· 1 s strong prefe1ence for national 
pouer authorities 1 despite th(: :·er..:·enc~ t:, -,:-,_·,} increased ccntr:Jli,:ation of 
economic activities such pref,·1.,: ·de pru•iuc'"' , . 

18. There are scvera1 ,,., -..,s ·in t.·:i; l\;:,;1k's project work where spatial 
analysis is now reco[;nized as i.1c:rcasj .. gJy irr,portant. In industrial sector 
work, increasing attention is be:Lng given to the sectoral irnplic:o.tions of an 
i ndivid•rnl project, taking the> clement of sp&ce explicitly ir~to account 2s a 
b asis for the analysis of the ir,rplicatici>s of alternative locations for plant 
investments . In urban sector work, considerable importance is attached to tl10. 

spatj_al linkages amonp; housing, transportation and jobs in the siting of 
particular projects; hoYever, given our Jack of understanding of these intc1-
dependencies, project decisio11~ in the urhan context have so far rel ied on 
i nformed judgem2nt rather than compreheuslve analysls. 

GENEI'Jd, 

1 9 . I n conc l usion, the s1atial nspec:ts of development are receiving 
increasing attention in the Bout's economic reports and its operational work, 
A number of planned research projects dwclJ on the Jocational and regional 
f a c tors in e conomic development, While the ,,;,ark program on spati.::11 aspects 
is not undergoing a substantiril. expansion, because of the limitations on 
staff and research resources, it is reco~nended that DPS and CPS proceed 
wi th t he curre,1tly planned studies in order to improve our understanding and 
polici es i n t his area . 

July 15 , 1977 
Economics Department 
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-:;pJ Reports_ 

:Multi-Level Plannit1g_: ___ ·~·_e S,-, d:;f.: 0; ,n Ivory Coast 

Evalu:ition of Altentat·Lve ;,ietlic,ds. f c,!· _Specifying 1'.f'.ricultur..'.:1:l 
Sector Devel~)?_JTient_Strategi.._·r:_:_ 1.'cc:tug_al and Br&zil 

r.ural Deyelopment in Africa 

Prograi""J.rning in_ the Hanufacturing Ses_t:_?r 

Ye111en Arab Republic Feeder Road Study 

Ethiopia Feeder Roa<l Stu2y 

Rural Development in Northeast .J~E_B:_zil 

Rural and Urban Public Works 

Urban and Regional Subs~em in Peninsular Malaysia 

Urban Land Use Policies: Taxation and Control 

Madagascar Feeder Road 

The Analysis of Chcmge in Rural Communities 

Pric~~~nd Financing of Urban Public Services: Hater Supply and 
Sewe.r2p,e 

Urban Traffic Restraint (l>in~'l_Pore) 

Structure of Rural Err.ployment.1._ IncoJ;te, and Labor Markets 

A Comparative Analysis of Rural-Urban Labor Marl-et Interactions 

Analyzing the Effects of Urb_~I!. Housing Policies in Developinr, 
Countries 

Agricultural Innovation and Rural Development 

Proi:.~ra.'nm~ng and Designing Investments: Indus Basin 

Strategic I'lannin_g_ Lo Acconr.,odate _Rapid Growth in LDC Cities 
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Adler, Hans A., Sector an.cl Prr,_j c·ct Pl.:=,, :h.;. -:,, Transportation, Forld Bank 
Staff Occassiunal Paper ,w . !,, J'.,;t,7. 

Hera, K., On th~_g_onccntration of llrba11ization and Economic Efficiency, IBRD, 
11arch 1970. 

Brigg, P. IL, Some Econor.1ic Interprrtations. of C:>se Studies of Urban liig1.·ation 
in Developing Count1 ies, rmw, Working Paper lfo. 151, Narch 1973. 

IBPJ), Th':_ Assault on Hor] d Poverty __ P_r_oblcn_::c-_, -~f_R_u_r_al Development, Education 
a.wl Health, 1975. 

Beier, et. al., The Task Ahead for the Ci ties of the Developing Countries, 
IBllD, Working Paper No. 209, July 1975. 

Yap, L., Internal Higration in Less Developed Countries: A Survey of the 
Literature, IBRv, \forking Paper No . 215, September 1975. 

IBPJ), Rura] Public Works and the Bank: Eackg_round Ana!ysis, Harch 24, 1976. 

IBRD, Notes on Urban ReJated Country Economic Hark, June 11, 1976. 

IBPJ), The World Bank and the Settlement of Agricultural L:mds: An Issues 
Paper, IBRD, Econoruics 8nd Resources Division, Agriculture and 
Rural Development Department, December 28, 1976. 

Richardson, H. H., Cit~e _}:_~d National Spa_!=_ial Strategies in Developing 
Countries, IBRD, Workin~~ Paper No. 252, April 1977. 

IBRD, Development Issues in Rural Non-Fan1 Emplo1lllent, IBRD, Report No. 1577, 
April 25, 1977. 

East Africa 

IBRD, Report No. 490-Za 1974, Urban Sector Survey of Zar;ibia (Grey Cover) 

Lele, U.J., The Design of Rural DeveJopment: Lessons from Africa, IBRD~ 1975. 
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West Afri.c:i 

IBPJ), Report No. ll!f7-IVC 19/(, Lory_<'':n~_t. T:1sjc Hist>ion rr~nrt_, Annex VI, 
"The Urb.:m Sec Lo c'', 

IBRD, Urban and Regional EcoTJC'.": c·, Di\ :'tsir,:; r. cport lJo . 76-3, Hali-B.:::.ckground 
to Urban c1L1d I'-.c:...giori::, l n, .-.;el{'-r-mr-ic , 

IBRD, Urban and Regio11ol Eco to.1.i..e:-: Di-,rn:'.ut• ; ?port No. 76-1, Upper Volta­
Background to Regional and U.cban Development. 

Cohen, et. -al, "Urban Growth and Esonornic Development in the Sahel: Demo­
graphic Projections and Operational Strategy'', August 1976 (Draft). 

East Asia and Pacific 

I BRD, Report No. 502-IND 1974, _A Framework for Regional Plan.nj..ng In Indonesia, 

I BRD, JAVA: Agro--Industrial Ce.r__iJ:_ers tor rural DevelopD1ent, April 1976. 

IBRD, Report No . 57L,-TI:~ A Study of Public Fin::mceB :ln Thailand, Volume IV} 
Local Government Adwinistration 2nd Finance in Thailand; October 31, 
1974 . 

Zachariah, K.C. and PcrnJa, E.11., 1975. Higration in the Philippines with 
ParticuL::r lleference to Less Dev;luped_ ltr-:.gions of the Co-;:;;-try-. -
IBRD mimco. 

Cheetham, R.J . , and Hawkins, E.K., The Philippines: Priorities !Jnd Prospects 
for Devclopfi1ent, IBRD$ 1976. 

Ho , S., The RuraJ Non-Farm Section in T;:iiuan, IBPJ), Studies in Employment and 
Rural Development, No. 32, September 1976. 

South Asia 

IBRD, Report No . ·1987-PA.K . Pakistan Urban Sector Survey. (Green Cover) 

Europe , Middle East and North Africa 

I BRD / PBO . 1975 , The Deve~opment of Kenrnnshahan. (Special Report) 

IBRD/PBO. 1975, A Develop1nent Pl8n for Zan·jcm, 1351+-61. 

I BPJ), Report No. 508--YU 1974, The __ Econo;ny of _t he Socialist Republic of Bosnia­
llercegovina Yugoslavia. 
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IBJ~1), Report 1-Jn. 112(,-\U lJ~' 'i, '1 h Fe, .,·o.i, , .. _tJ.~~Soci_:-~1-~::J: __ ',,nuJ.Jic _or 
.. O!lLen0p;rn "'- \Tp1 ·n_~l ;1.v · ;:_. 

L2tLll !u!le,·c.· m.1d Ca,.ibhC'c 1 

IDRD, Report Hn. 33-Bl<.. 1973, '11 o 'L'.n.n r ir ::•.' Soci[',1 Dcvelo·1)•,cnt of :Drd::::il, 
Volur.e IV, 11 Tlw :k-L'·i,"a'.t 11·,.e·:0_;_ , .. ~t_LttorL". · 
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"Prospects 1977 11 

I / 

;,,,_... F ~ 
1. I attach a revised version of Prospects for 
Developing Countries: 1978-1985. You have already seen 
the principal conclusions in the preparatory material for 
your speech to the Governors, and I will not repeat them. 

2. We indicated in the debt study that the short-term 
outlook for developing countries is favorable, and subsequent 
data have strengthened this view. The IMF's current draft of 
the World Economic Outlook suggests that the non-oil develop­
ing countries' current account deficit will be about $27 
billion in 1977, slightly below the $28 billion dollar deficit 
of 1976. The current Prospects projection is $26 billion for 
our non-oil developing countries group. (We will be reporting 
on current trends in greater detail in our July "Survey of 
Current Economic Trends".) 

3. These current trends are reflected in a marginal 
upward revision of growth rates. The developing countries 
(including capital deficit oil exporte+s) are now expected 
to grow at~% per annum from 1977 to 1985, compared to 
6.1% per annum ex2ected a year aoo. For non-oil exporting 
countries t lie ~ ected growth i ;;;-6.2%, compared to 6.0% 
projected a year ago. 

... ' 

I 

4. I would draw your attention to the fact that we 
have kept real oil prices constant to 1985. This leads to 
a current account surplus of $28.9 billion for capital 
surplus OPEC countries and $55.2 billion for OECD countries 

1 ~ ,,,( / 
• 1 

_ I by 1985. I consider this unlikely. Oil prices are likely 
~ to start rising again in the early 1980s when the impact of 

~
~ orth Sea oil has been exhausted. This is likely to produce ,)~ii 

~~ zero or negative balance for OECD countries and a much t:?':~:j~ · 
( v igher surplus for the capital surplus OPEC countries. ~~ / ). .. • 

5. The projections do not take account of fluctuations 
about the trend. We are preparing a sensitivity analysis to 
analyze the effects of somewhat lower and nig er export, 
capital and OECD growth rates, and we will present the findings 
in a separate memorandum. 

6. We have reduced the number of annex tables in the 
process of slimming down the paper. However, all the data 
prepared last year is available. 

c~f -r,:--
1 I) t 

>- I, .,... 

·-'/.'· ' ~ 
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7. These projections are base case estimates that do 
not incorporate major policy initiatives by either developing 
or developed countries, although some of the possible initia­
tives are indicated in the text. They indicate that with 
current growth trends ~ ma_jor:_ impact on poverty is not 
2ossible. The paper is thus intended to be the starting 
point for next year's analysis of development alternatives. 

8. I suggest that the paper now go to the PRC for 
discussion before being sent to the Board. 

Attachment 

HHughes/HBChenery:nf 

cc: Mrs. Hughes 
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WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

TO: 
Mr. Robert S. ~~ MEMQRANDLJMDATE 

July 1, 1977 

FROM: Hollis B. Chenery \~ 

SUBJECT: OECD: INTERFUTURES 

1. You had asked me about the scope of the work being 
done by the INTERFUTURES research team under the auspices 
of the OECD. The Group was set up by the Council of the OECD 
in January 1976 for the purpose of analyzing the long-term 
development prospects of the advanced industrial countries. 
The work is intended to help the governments of the OECD 
member countries to formulate long-term policy options for 
their own development, as well as for their trade and 
cooperative relations with developing countries. 

2. The study stems from a desire to place shorter-term 
interests of both industrial and developing countries within 
a longer-term context. At the time it was thought that some 
of the difficulties being encountered in the North-South 
dialogue were due to the overly narrow and short-term view 
of the future of relations between these two groups of 
countries. 

3. The work of the research team has been divided into 
two main areas: 

(i) Assembling information on the main long-run 
determinants of relations between industrial­
ized and developing countries. This includes 
work on international trade, agricultural 
and food production, industrial development 
and capital flows. 

(ii) Systematic analysis of how the developing 
countries themselves view their long-term 
prospects and the outlook for their relations 
with the industrialized countries. This 
entails working closely with experts from 
developing countries to formulate possible 
strategies for these countries. 

4. The INTERFUTURES project is expected to terminate 
at the end of 1978, although it is running behind schedule at 
present. The Projections Department has been following the 
progress of this research effort since its inception last 
year. Our involvement to date has included provision of 
technical and analytical support and an exchange of data. We 
have also had informal exchanges of views on such matters as 
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prospects for primary commodities, trade and so on. The 
findings of the INTERFUTURES project will be of particular 
value for our own work on Development Progress and Prospects. 
We will continue to maintain a close working relationship 
with the project staff and keep you informed as results of 
their work become available. 

RCheetham:nff 

cc: Mr. Cheetham 
Mrs. Sachse 
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Organisation for Economic Co-operation and Development (Paris)(20 months) 
-- $75,000 f (~ ~ 1/: 1>"\. t1..t3 8. 

~.JAJv 1-, 'J.;;j-~~ This grant will provide partial support for the study of long-term growth 
•
19.:1::_tA}·f: _ ~ J •• patterns and development strategies in developing countries to be carried 

5 
out by OECD's "interfutures" program. "lnterfutures" is a concise 

't ~ description of a major research project entitled "Future development of 
~ T,\.f ~ advanced industrial societies in harmony with that of developing countries" 

., 'l/ ~ /J" ,, established by OECD in December 1975 with funding over a three-year period ~l ,1 
1 ~ _j. from 14 of its member governments. Foundation grant funds will be used 

LrtL2 _ f ~A-{ primarily to enable a greater participation in the project by consultants from 7~;e,, 4 the less-developed countries. 

J 



WORLD BANK / INTERNATIONAL FINANCE CORPORATI ON 

OFFICE MEMORANDUM 
TO: Mr. Robert S. McNamara 

FROM: Hollis B. Chenery ~ 
SU BJECT: Trade Liberalization and Export Promotion 

DATE July 1, 1977 

I attach a revised and edited version of the 
"Trade Liberalization and Export Promotion" paper for 
Board distribution. 

Attachment 

GOhlin:nff 

cc: Mrs. Hughes 
Mr. Ohlin 



WORLD BANK / INTERNATIONAL FINANCE CORPORATI ON 

TO: 

FROM : 

Mr. Robert S-~~~ MEMORANOLJMDATE 
Hollis B. Chenery ~ 

June 27, 1977 

SUBJECT: Board Paper on Price Forecasts 

I attach the annual Board Paper on Price Prospects 
for Major Primary Commodities. The commodity coverage in 
this paper remains the same as in last year's paper (Report 
No. 814/76, June 1976). 

The main conclusions of the paper are that prices, 
in constant terms, are expected to improve steadily for food 
products (other than beverages), tropical timber and metals 
and minerals. Prices of coffee, tea and cocoa are expected 
to fall from their present high levels. The secular decline 
in real prices of jute and sisal is expected to continue 
because of the pressure of synthetics. 

The forecasts were reviewed at inter-Departmental 
meetings attended by CPS, Regional and IFC staff members and 
represent a Bankwide consensus. 

The contents of this paper are consistent with 
those of the Prospects Paper. 

Attachment 

SSingh:nff 

Your clearance is requested. 

cc: Messrs. Knapp 
Karaosmanoglu 

Mrs. Hughes 



Mr. Roberts. McNamara 

Hollis B. Chenery 

June 16, 1977 

11 Assessment of Development Progress and Pros,pects" 

This memorandum suggests ways of carrying out the study 
proposed to the Board for 1978 as a first step toward a 
continuing review and discussion of development issues. It 
raises questions that should be discussed at this stage but 
does not attempt a detailed outline of the product. 

OBJECTIVES 

The stated purposes of this initiative are to produce 
a policy document each year and to establish a process of 
discussion and governmental consultation on development issues 
that does not now exist. Although the product is necessary 
to establish the process, the process may eventually become 
equally important if experience with similar initiatives is 
any guide. If it does not, its impact is likely to be 
relatively limited. 

Implicit in the objective of establishing an ongoing 
review process is the need to develop a staff capability 
within the Bank to produce the basic documentation. The 
following proposals are based on the premise stated in the 
last paragraph of your Board memorandum that we are starting 
a process now that we intend to improve on over the coming 
years. 

SCOPE OF THE Ai.~ALYSIS 

The central feature of the proposal is to provide an 
analytical framework against which specific policies can be 
considered. This requires three types of analysis: 

--an international framework, covering LDC exports, 
terms of trade, capital flows, debt, etc. 

--a national framework, based on representative 
countries or groups of countries, to bring out the 
priorities and interrelations among internal policies 
in varying situations. 

--policy analysis of the type of topics indicated in 
your Board memorandum. 



Mr. McNamara - 2 - June 16, 1977 

The main problem in designing ·studies for the Board 
and the Development Committee is to reconcile the need to 
be reasonably comprehensive at the international level, 
while being selective in choosing policy topics. To resolve 
this issue, I suggest that we design a two-year work program 
within which primary emphasis would be given to one related 
set of topics in the first year and to another set in the 
second year. The international framework would be updated 
every year, but the choice of countries for detailed analysis 
wo\1'14 vary with the policy topics. The following outline 
illustrates one way of covering the suggested topics over a 
two-year period, combined with sufficient country analysis 
to support the policy conclusions. 

A. International Framework 

The scope of the international framework is indicated 
by the current draft of the Prospects paper. It would include 
ten-year projections for groups of developing countries, 
emphasizing the effects of actions bjr the OECD and capital 
surplus OPEC countries on LDC prospects. 

B. National Framework: :;,__ ~ .... 1.:<.u 

I propose to retain the basic division of developing 
countrie3 between poor and middle income because it is more 
illuminating to policy discussion than any other. Within 
this dochotomy, we would distinguish--as at present--Latin 
America, the Mediterranean and the Far Eastern countries 
among the middle, and South Asia and Africa among the poor. 

Although projections should be made for both groups 
each year, it would be useful to take up the poor countries 
and the policy topics primarily related to them the first 
year and then the middle group and the next set of policy 
areas in the second year. Much of the raw material for long·­
term analysis at the country level exists in the basic economic 
reports already completed. In the future, coverage can be 
improved by joint planning. 

C. Pol.icx_ Analysis 

The topics you have suggested for policy analysis 
include sectoral issues (food, mineral development, industry), 
na tional issues (national growth, rural and urban poverty 
alleviation, population), and the international issues 
indicated above. There should be some policy focus of each 
type each year. Focussing on the issues of major interest 
for the poor countries the first year would permit the 
following two-year schedule: 
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1978 

Production: Agriculture, Minerals 
and Energy 

Distribution: Rural Poverty 

Popul~tio~: South Asia, Africa 

International: ODA: Manufactured Exports 

1979 

Industry 

Urban Poverty 

Remainder 

Private Investment, Debt 

While a number of alternative ways of organizing the 
policy work can be envisioned, the important point is not to 
overload the agenda for the first year in terms of the amount 
of material and the possibilities for slgnificant discussion. 
Even on this basis the main focus 9hould be on three or four 
topics each year. 

ORGANIZATION 

To organize this study, it is necessary to put together 
a small working group that can devote a high proportion of 
its time to it and also to start integrAting the analysis 
into the work programs of the departments concerned. While 
the work should be centered in the Development Policy Staff, 
it should involve regional economists and relevant parts of 
the CPS (agriculture, minerals, population). These require­
ments sugge~t a ta$k force approach to start with, which would 
be reviewed in a year's time and restructured in a more 
permanent form. For the first year, however, staff members 
would be assigned to the Task Force as they would to a basic 
economic mission or other formal Bank assignment. 

The following organizational arrangements are proposed: 

l. A steering 9roup to design the study and review its 
implementation. It should be composed of 5-6 senior members 
who are competent to provide both intellectual leadership and 
administrative control (e.g. Chenerv, stern, Hughes, van der 
Tak, Haq). 

2. A core analytical stc:ff of 8-10 who would spend at 
least 75% of their time over the next year on this study. 
Its director should be the most competent senior economist 
in the Bank who can be spared for this work. Some 
possibilities are Cheetham (Assistant Director, Projections 
Department); Stoutjesdijk (Senior Adviser, Economics Depart­
ment); Srinivasan (Special Adviser1 DRC); and Haide (Chief 
Economist, South Asia). My choice would be Cheetham on the 

• 
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basis of hi$ de~onstrated organizational and analytical 
ability. t would hope to involve Srinivasan in the study, 
since he is one of the best economists in the Bank. The 
other members of the core group would come mainly from the 
DevelopMent Econo·nics Dcparbnent, Projections Department 
and Policy Planning Department, with 1 or 2 from CPS, 
depending on the choice of topics. 

3. The erojecti~~-~ of the Ec<;nom~c Projections 
Depart~1ent has been ~aking global pr0Ject1ons for the past 
four years and doeq not need much reorientation. It would, 
nowevcr, need additional research assistants, as indicated 
in the attached memorandum froin Helen Hughes. 

4. Studies of_ special t...2.F~cs on a country b':'sis could 
012 drawn fron the Bank's ongoing country economic work, 
providing they are incorporated into the work prograrns of 
the Regions. I would s,Jggest that one person, such as 
Peter Wright, be given responsibility for planninq this work 
with the Regional Chief Econoriicits. 

5. ~e~i~!!udies will need to be commissioned on topics 
that cannot be covered by the core staff. 'rhese would come 
partly from Bank specialists and partly from consultants, 
for which a budget would need to be established. 

Although these proposals would require 10-12 
professional man years of effort (at a full cost of perhaps 
a million dollars), I have assumed that roost of thiq would 
oe done with existing staff by a revision of departmental 
prioritios. An accurate costing of the additional budget 
needed can be done once we have some agreement on the tonics 
to be covered in the first two years. 

LIAISON AND PRESENTATION 

There have been many attempts and few successes in 
the type of initiative we are proposing to the Board. The 
U.N. provides A number of example~ of ineffective world plans, 
even where the underlying analytical work has been quite 
competent (as in the Leontief study). The Alliance for 
Progress, which was launched by the U.S. in 1961 with qreat 
fanfare, did some very good assessments of national plans 
but had relatively little impact on policy because of lack 
of support from the main governments concerned. The D.A.C. 
probably comes as close to a successful operation as any, 
despite its limited scope, because it consults with expert 
groups before its proposals are given to ministers. 
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Although many of the questions in this area can be 
dealt with later, I suggest that we have some discussion 
of them before too long. 

cc: Mr. E. Stern 
Mr. Karaosmanoglu 
Mrs. Helen Hughes 
Mr. Haq 
Mr. B. B. King 

Attachment 

HBChenery:di 
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FROM: 

SU BJECT: 
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WORLD BANK / INTERNATIONAL FINANCE CORPORATI ON 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara 

Hollis B. Chenery ~~ 
DATE June 16, 1977 

Research Advisory Panel on Income Distribution 
and Employment 

1. You will recall that in this year's annual report on 
research, we stated our intention to convene a panel to 
survey the research carried out by the Bank in the fields 
of income distribution and employment. We have, first, 
given thought to the selection of the chairman, since he 
would be expected to play an active and a crucial role. 

2. The chairman should, preferably, be an acknowledged 
expert in the field; and, if not, should at least be an 
eminent economist. He should be a capable chairman of a 
small group of diverse people. He would have to be resident 
sufficiently close to the Bank that periodic visits do not 
become a burden; this, unfortunately, rather limits the 
choice. He should not have been associated with the Bank 
in any important way, which also limits the choice. 

3. After consulting with my colleagues, I have come to 
the conclusion that the best choice would be Professor Al 
Fishlow of Berkeley, who did pioneer work on income distri­
bution in Brazil. He has recently been appointed to head 
up the International Programs at Yale and has also served 
in the State Department. Other possibilities are Sir Arthur 
Lewis and Professor James Tobin (formerly Council of Economic 
Advisors). I think, however, that they would be more appro­
priate in a different context. 

4. Please let me know if you wish to discuss this 
question. Otherwise, if you agree, I will approach Fishlow. 
Once the chairman has been selected, we can discuss with hi 

l1 
117 

~· 

the other members and modus operandi, which I think should ,..,.,, 
be similar to that of the Berelson Committee. ~-.., ~(/ 

BBKing/HBChenery:nff _ ~ --v'" 

cc: Mr. Duloy 



Mr. Robert S. McNamara 

Hollis B. Chenery 

June 10, 1977 

I enclose the first draft of the 1977 "Prospects" 
paper. 

The paper indicates the rates of growth and invest­
ment that may be expected on the basis of long-·term and 
current trends and policy performance. It suggests that 
these growth rates woul<.1 permit an appreciable reductton 
in absolute poverty in all hut the lower income countries, 
provided developing countries adopt more appropriate 
policies. Substantial external assistance will be required 
to reduce poverty. The principal policy improvements in 
both developing and developed countries are indicated. 

We are still revising t.~e projections, particularly 
the "blow-up'' totals. The argument needs to be considerably 
strengthened if it is to serve as the first step toward a 
"world develc.~ment program. 0 We expect to have a red~aft 
by the end of the month. 

Enclosure 

cc: Mr. Karaosmanoglu 
Mr. Haq 
Mra. Hughes 

Hughes/Shilling/Chenery:di 



TO: 

FROM : 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOC I AT ION RECONSTRUCTION AND DEVELOPMENT I 

OFFICE MEMORANDUM 

INTERNAT IONAL FI NANCE 
CO RP ORA TION 

n~~~lba-< 
.d 1-7I:, F1f> c ~.,),/ 13 

Mr. Robert S. McNamara 

Hollis B. Chenery ~ 

DATE: June 10, 1977 )-
..; r:t-_~ / a_ O~L{-t, 

,, / Lf~~ P-7 ~~ b/l;. 
-
I_m_p_r_o_v_i_· n_g __ t_h_e_F_r_a_m_e_w_o_r_k_f_o_r_I_n_t_e_r_n_a_t_i_o_n_a_1_T_r_a_9_f; : ~/l / 
The Current Issues ;( ,//, '2..-,v'" 

1. Attached is a paper on "Improving the Framework 
for International Trade: The Current Issues". 

2. The paper is essentially a summary of the analysis 
and conclusions presented in the papers "The Integrated 
Program for Commodities" and "Trade Liberalization and 
Export Promotion" submitted to you last month. Revised 
versions of these papers are enclosed. 

3. We suggest that the paper be discussed by the 
Policy Review Committee and that the Commodity and Trade 
Liberalization papers be distributed as background 
information. If you agree, we shall prepare a policy 
brief for such a meeting. 

Attachments - 3 

, 

Laursen/Hughes/Karaosmanoglu/Chenery:di 



WOR LD BANK / INTE RNATI ONAL FINANCE CORPORATION 

TO: 

OFFICE MEMORANDUM 
Mr. Robert s. M~ a DATE June 9, 1977 

FROM : Hollis B. Chenery 1~ C/ 

SUBJECT: World Economic and Social Indicators 

1. I am attaching the May/June issue of World Economic 
and Social Indicators. Some further changes, which are 
described in the Introduction of the Indicators, have been 
incorporated into this issue. The main one is the revision 
of the country classification by income group that you 
requested at the President's Council meeting on May 2. The 
group previously referred to as "Oil Exporting Countries" 
has been replaced by "Capital Surplus Oil Exporting Countries", 
which contains five countries: Kuwait, Libyan Arab Republic, 
Qatar, Saudi Arabia and United Arab Emirates. The other oil 
exporting countries have been distributed among appropriate 
income groups according to their respective per capita GNP 
levels. A revised list of countries by income group is shown 
in the Sources and Notes of the Indicators. 

2. You had also requested that we provide each month 
a comparison of past and present price forecasts. A new 
table (Table IV-2), entitled "Comparison of Past and Present 
Commodity Price Forecasts", has been added in this issue. 
This table shows revised price forecasts for the years 1977, 
1978 and 1980, together with the previous ones for the same 
periods. Differences reflect changes in the market situation 
since the previous forecast. A separate note outlining 
significant changes for specific commodities is attached 
(Attachment I). In keeping with past practice, price fore­
cast data for petroleum have not been shown in the published 
table, but are included on the attached table prepared for 
your information only (Attachment II). 

3. We will be providing you with the proposed quarterly 
survey of major changes in the international economy at the 
time of the July issue of Indicators. For this reason, we 
have not included a commentary on recent developments at 
this time. 

Attachments 

SLee/LFairall/RCheetham:nff 

cc: Messrs. Clark 
Merriam 

EPD Division Chiefs 



Attachment I 

NOTES ON REVISED PRICE FORECASTS FOR SELECTED COMMODITIES 

Our forecasts of international commodity prices have been 
recently revised. A comparison of previous forecasts with the revised 
ones for 1977-80 has been made in Table IV-2. Significant changes in 
the market situations are given below: 

Sugar 

The decrease in the sugar price forecast for 1977-1980 results 
from the likelihood of increasing protective measures against sugar 
imports in the United States. In addition, as a result of the price 
boom of 1974-75, many countries expanded their production. 

Coffee 

The change in the price projections for coffee reflects the 
sharp decline in Brazil's coffee production due to a frost in July 1975. 

Cocoa 

Current cocoa prices through 1980 have been revised upwards. 
The International Cocoa Organisation has lowered its production fore­
casts as supply has not been responding to high prices. 

Tea 

The price of tea has more than doubled during the last 12 
months. The main factors effecting the price increases include; the 
"pull" effect of high coffee prices, increased demand and decline in 
production due to drought (East Africa) and political upheavals 
(Mozambique, Uganda). 

Copra and Palm Oil 

The change in the short-term price projections for these commo­
dities reflects the drop in the output of edible/soap fats and oils 
below the level of the previous year and the long term trend. At the 
same time, the demand for fats and oils continues to be strong. The 
price forecasts for 1980 remain unchanged. 

Iron Ore 

The forecasts have been revised downward as the recovery from 
the slump in the steel industry has been much slower than was anticipated 
last year. 
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Tin 

Attachment I 
Page 2 

The price forecast for 1977 has been revised upward as the 
supply of tin has not been responding to high prices, as anticipated. 

Lead 

The price of lead has been revised upward. With severe winter 
conditions, there was increased demand for batteries. Consumption of 
lead for gasoline additives has increased despite the modest reduction 
in lead content of gasoline. Exports to socialist countries have 
increased, and this is expected to continue in the future. On the 
supply side, investments in lead were slow due in part to uncertainties 
about official policies in some of the developed countries towards 
reducing the use of lead in gasoline. 

Zinc 

Zinc prices are now projected to be lower than a year ago to 
reflect (1) slower recovery than was then anticipated, (2) the ensuing 
significant accumulation of stocks, (3) larger volume of mine output 
now coming on stream more quickly from investments prompted by the high 
prices of zinc in the early 1970s, and (4) the entry in the London Metal 
Exchange of greater than normal volume of North Korean zinc. 

Urea 

The medium-term forecasts through 1980 have been lowered from 
the previous ones in view of the large excess production capacity of 
the industry and reduced demand because of good harvests in recent 
seasons. 



COMF'ARISUNS OF FAST AND PRESENT COMMODITY FRICE FORECASTS 
IN CURRENT U,S, S 

SELECTED COMMODITY PRICES 

FOOD 
WHEAT 
F<ICE 
M(1IZE 
~,UGAF< 

COFFEE 
COCOA 
TEA 
BEEF 

CUPl'<A 
PALM OIL 

NDN····FOOD 
COTTON 
JUTE 
l'<l..lBBEI:< 
LOGS 

METALS & MINERALS 
FETF<OLEUM 
COAL 
COP PEI:< 
11:rnN Dr<E 

TIN 
LEAD 
ZINC 
ALUMINIUM 

FHD~,PHATE f<DCK 
l..lf<EA 

$/MT 
1;/MT 
$/MT 
C/LB 

C/L..B 
C/L..B 
C/1...B 
C/KG 

$/MT 
$/MT 

C/1...B 
$/MT 
C/1...F.< 
~;/MJ 

it,/BBL 
•!;/MT 
C/LB 
it,/MT 

C/LJ) 
C/1...B 
C/1 ... B 
C/LB 

$/MT 
$/MT 

Source: Commodities and Export Projections Division 
Economic Analysis and Projections Department 
June 8, 1977 

<INDEX, 1970 = 100) 

1',77 
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FORECAST FORECAST CHANGE 

NOV/76 APR/77 
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r-4.r. Robert S. McNa."Tiara June 1, 1977 

Hollis B. Chenery 

Report on t,1e Bellag,!_o_Workshop on_Income~~tribution 

I attach the report tb .. at Srinivasan was asked to 
prepare on his reacti.ons to this discuasion. Much of it 
was sum..'narizctl in the seminar that you attended. 

Attachment 

H3Chenery:nff 

[Dictat~d by Mr. Chenery and signed in his absence.] 



\ 
Mr. Robert S. McNamara 

Hollis B. Chenery 

Notes on the World Development Program 

Hay 18, 1977 

This note discusses the possible scope for a World 
Development Program (WDP), starting from the 11 Approach 1

' 

memorandum of April 14. It incorporates reactions from DPS 
directors and Ernie Stern. 

I. Scope and Style 

The WDP would be designed to clarify policy issues 
in a comprehensive analytical framework. It would thus try 
to fill some of the gaps between policy statements not based 
on adequate analysis (as in the NIEO and World Employment 
Program) and partial analyses of the international economy 
(trade, agriculture, energy, debt) that need to be put in a 
broader context. 

'.i'he policy discussion should be put in terms of 
alternatives rather thnn of firm advocacy of a single target 
or policy. The coverage of topics should initially be quite 
selective. Even if it were analytically feasible, a global 
blueprint covering all development problems woulcl tend to 
divert attention to its technical aspects at the expense of 
clarifying some of the central issues. 

Topics should be selected which are of concern to 
botl1 developing and developed countries and on which policy 
judgments will be u~proved by taking a global view. Priority 
should be given to issues on which international action is 
feasible; conversely, utopian objectives and policy changes 
(implied by many U.!l. studies) should be avoided. 

Issues to be Clarified 

(i) The relationship to the Brandt Commission 
agenda shoul~ be explored as soon as possible. One possibility 
would be to provide similar Bank background materials to both 
(e.g., the 1977 Prospects paper, the Debt study, etc.), but 
to agree on differences in coverage and focus. Given its 
makeup, the Brandt Conunission is likely to be more concerned 
with the political feasibility of broad policy alternatives; 
'the WDP would logically have a more analytical, economic focus. 
However, there is still likely to be a large overlap. 
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(ii) Consultation with governments. Since the WDP 
was launched by the major developed countries, it is desirable 
to get a r:1eaningful input fro>:n some of our Part II countries 
{and other Part I countries) at an early stage. While this 
can bE: formally initiated with our D.irectors, some other 
informal contacts would also be useful. 

II. 

S'bj~ctives. The main ther:u.; of the WDP should be 
t:.ie design of a more equitable pattern of world g·rowth. 
However, this has to be put in such a way as to reconcile 
the interests of the poorest with those of the middle-income 
and advanced countries. t~1ile all will pay lip service to 
the elimination of poverty as a long-term objective, thG 
propozals of the Group of 77 tend to favor the middle-income 
countries, just as the proposals of the advanced countri<~s 
stress their interests, such as access to raw materials. 
While this may all be consistent if it can be shown that more 
equitable growth is not a zero sum game, the interests of 
different groups need to be rec~Jgnized in any global compact. 

Global Analysis. Although we do not intend to 
produce a comprehensive global model as a basis for the WDP, 
it should be possible to link our country and sector studies 
to the analytical fra"!Tlework of the Prospects studies. Up to 
now, this analysis has centered on international policies-­
commodity prices, trade and capital flows--and it will need 
to be extended somewhat. 

Fol:.· the purposes of the WDP, it will be necessary to 
relate the policies of bot..tt-i advanced and developing countries 
to the alleviation of poverty (however formulated). Developed 
countries' policies ha~Je an important effect on the growth 
of poor countries, but only a litnited direct impact on distri­
bution within countries. Conversely, while improved LDC 
policies are th.e most important prereqLisite for poverty 
alleviation, they will be inadequate in many cases unless 
there is also increased external sapport for growth. These 
interrelations are the principal missing elements in our 
current global framework. 

Se~tor Analysis. The topics on which functional / 
sectoral studies are needed are suggested below. Existing 
Bank studies provide a considerable background on all of these 
topics. The areas in which our knowledge is most inadequate 
are rural and urban poverty a.nd basic needs, where our proposals 
will have to be more tentative. 
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The additional analytical work needed will depend 
very much on the degree of analytical detail that is desired 
in the WDP document and its supporting material. For example, 
an adequate policy statement on food production could probably 
be written with very little more background than we have in 
last year's Prospects paper, plus the several food policy 
papers since then. The same is true of export development, 
debt and capital flows. 

Country Analysis. While some degree of country 
specificity is necessary to avoid excessive generalization, 
it is not feasible to build up the WDP from a detailed country­
by-country analysis. The Prospects studies have dealt with 
this problem in two ways: by grouping countries by income 
level and region, and by giving country examples. 

Since the WDP will focus on the effects of different 
sets of policies on different types of countries, I think we 
will have to make extensive use of country experience (rather 
than merely aggregate projections) in one way or another. 
Although some kind of typology will be needed, I think we 
shoultl start from the set of 40 Basic Economic Reports that 
the Bank has completed over the period 1974-77, which cover 
a representative groQp of poor and middle-income countries. 
Most of the topics treated in the 1978 WDP have been discussed 
in a sufficient number of these country studies to pernit some 
generalizations. 

III. Policy Areas 

I a.gree with the formulation in the "Approach" paper 
that "the emphasis of the WDP should be on internal and 
external policies naeded to meet development targets" (I would 
say objectives). The policy areas suggested can be grouped 
under three headings: 

A. Growth and Resource Use 

1. Resource mobilization; domestic 
savings, fiscal measures. 

2. Agricultural production: food 
supply, productivity of small farms, etc. 

3. Mineral development 

4. Industrialization: relation to employ­
rt1ent and export of manufactures. 
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B. Di~tribution ~~9: Population _ G;_ow~h 

1. Rural pc:_:,ye1;t~: income generation, 
public facilities. 

2. UrbaE._Eov~r_!y_: public services, 
employment creation. 

3. Population (particularly its 
relation to socio-econonic develop­
ment). 

c. Internationa.!__!?_olicies/Programs 

1. !,DC exE~rts: by country groups and 
products. Need for ad justments in 
OECD countries. Effe cts of policy 
changes. 

2. Capital flows: size and allocation. 
Ne-edto"'sliift more to poorest. 

3. Debt and debt service: 
of Debt study) • 

(implications 

This list adds industrialization--a topic of keen interest to 
developing countries - -to the areas previously suggested. 

The treatment of these topics in the WDP should com­
prise an overview of some 40-50 pages, plus short chapters on 
each of 10 or so areas. Supporting material can be as compre­
hensive as necessary, but need not be incorporated into the 
study itself. In this way one could hope to produce a document 
that was of some interest to policymakers anu the development 
community. 

l V. 

,,vcn if t~1is study is dune 01 a fairly ~.1 i ninal ::;calc , 
it. \,ill requirL.: alr ost al l of t'1t: r,11np0'.!C:ff ~YU 'qctt ed. for polic·, 
a11<d./sis in t .. e :.;l :~ i n t:!c r cilov ,mt uivisi.o ns ( vl,0-1.t '1 w.an-year :; ), 
plus s-.1LGL~.1ti.:.tl :a.pJ,ort f r o t lw CP!~ <111,, tl1c rcc;ion -11 .staf fr, . 
i.t.: wi .,. l 11cc:,..t di1c1.:i. tionctl con ,ul t an ts in areas u11nre t· H:~ ~JanJ- j s 
t...ii1. ( '"". g . , ~1.,;r icul tur " , 11iner c1.ls, po•ml a tion ) . J.i t tle other 
110lic.1 ~nul:,.··_;j_s of- arry i"'\a(Jni tuc~e: cm1. bv · .. mder ta1:er: if we a r e 
<_oi1.g t( uo a ,lcccr1t jov 011 tac ~ltlP . 
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The WDP pre1,aration will have to be organized as 
a ta:::;k force with firr.1 assignments (a:3 in the case of the 
:Lnergy 'l'ask Force) and priori ti~s for high quality personnal 
from different parts of the Eank. If it cannot be given such 
a priority, I <lo not think it should be attempted. 

After we have diacussed this matter further, I will 
draw up a phased work program and start looking for senior 
3taff. 

libChenery:nff 

cc: Mr. E. Stern 
DPS Directors 



Mr. Roberts • .McNamara 

Hollis B. Chenery 

'I'rade rap~s 

May 17, 1977 

1. I attach drafts of the papers on ''Trade 
Liberalization and Export Promotion" and "The Integrated 
Program for Commodities '1 as a progress report on our 
trade policy work. 

2. You will recall that these are inouts into the 
overall policy paper on the basic issues in international 
trade we have promised you for June 10. I therefore 
suggest that they be discus sed along with that paper. 
While we have completed the analysis, the trade liberal­
ization paper still needs editing. 

Attachments 

HHughes/HBChenery:nff 

cc: Messrs. Haq/Burki/Laursen 
Avramovic/Keesing 
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TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: May 

Hollis B. Chenery \~-tv, 
Bellagio Workshop on Income Distribution 

This memorandum responds to your questions on the 
purpose, organization and results of the Bellagio meeting, 
held two weeks ago. A report by T. N. Srinivasan on the 
distributional issues raised will be sent to you by the 
end of the month. Three staff seminars are also planned, ~ 
the first one on May 19 at 3:30. 

Purpose 

5--/ f' 

1. This workshop was planned early in 1976 to evaluate 
the first major results of the Bank's research program on 
income distribution. As you know, we embarked on this 
program because of the inadequacy of existing knowledge of 
the dimensions of poverty and of alternative approaches to 
government policy. Over the past four years, we have completed 
a major statistical comparison of sixty countries and several 
studies of individual countries under our cooperative pro­
gram. The workshop provided a technical evaluation of much 
of this work and suggested priorities for future analysis. 
It thus provides a basis for the broader external review 
scheduled for this fall. 

2. A second purpose was to relate our approach to that 
of other researchers, notably the ILOr Institute of Develop­
ment Studies and leading university groups. The basis for 
continuing cooperation was laid in the workshops that we 
sponsored jointly with the Institute of Development Studies 
in 1973 at Bellagio and Sussex. Our cooperation with the 
I.D.S. has been quite successful in bringing out diverse 
points of view in an open discussion, and we feel that it is 
important to maintain this type of free discussion, particu­
larly in the light of the politicization that has affected 
other official research, such as the ILO and the Leontief 
groups. 

Organization 

3. The workshop was designed to provide for sustained 
discussion among a small number of scholars active in the 
field rather than a formal conference. Bank participants 
consisted of six persons who have been responsible for 
major work in this field over several years, plus myself 
and two professors (Srinivasan and Streeten), who have 
recently joined the Bank on temporary appointments to work 
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in this field. This diversity was necessary because much 
of the work was done in specialized groups concerned with 
individual countries (Korea, Taiwan, Brazil, India) and 
topics (basic needs, rural poverty, etc.). 

4. In selecting the site for the meeting, we compared 
Washington and Bellagio. Despite the somewhat higher travel 
costs, the latter was considerably cheaper, because the 
Rockefeller Foundation pays all living expenses and parti­
cipants are willing to contribute time for which they 
would normally expect to be reimbursed in a Washington 
meeting focussed primarily on the Bank's work, which is 
otherwise the major cost. More important, in my view, 
is the intensive and prolonged interchange of views that 
takes place in an isolated spot compared to an urban 
setting. (In this respect, our decision was similar to 
that of the Ford Nuclear Energy group, which held its main 
working session in Aspen rather than New York or Washington, 
for similar reasons.) 

Results 

5. In the view of several participants (including 
myself), this was one of the most productive meetings that 
has been held on this subject and it will clearly have a 
considerable impact on the Bank's ongoing research in this 
field. Areas in which significant progress was made 
include: 

--assessment of the methodology used in our 
principal country studies (Brazil, Korea, 
Taiwan) and of their policy implications. 

--evaluation of Kuznets' hypothesis that income ) 
distribution normally worsens in the earlier 
stages of growth and of its implications for 
the trade-off between poverty alleviation and 
growth. 

--refinement of the "basic needs" approach and S 
explanation of the policy differences that 
flow from it. 

Although significant disagreements remain on all of these 
subjects, the range has been narrowed and the basis for 
the remaining differences is better understood. (Since 
the political economy of poverty is at least as complex 
and controversial as that of nuclear power, the elimination 
of differences is not to be expected.) 



. . 

- 3 -

6. Apart from the country studies under review, 
more than a dozen publishable papers were prepared for 
the conference. Instead of collecting them in a single 
volume, arrangements are being made to publish them in 
clusters in the Journal of Development Economics, the 
Journal of Development Studies and World Development. 
The rapporteur's summary of the discussion is also being 
edited for internal use. 

7. The workshop has also provided a useful basis for 
the review panel that will be set up in the fall to review 
a somewhat broader slice of the Bank's research on distri­
bution and employment. To provide continuity it might be 
useful to select bne of the participants in the Bellagio 
meeting as a member of the review group. 

HBChenery:nff 

cc: Messrs. Cargill 
Chadenet 

DPS Directors 



TO: 

FROM : 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I 

OFFI CE MEMORANDUM 

INTERNAT ION AL F IN ANC~ _.j_ 
CORPOR ATIONJ ~-

Mr. Robert s. McN~ DATE: 

H.B. c~ and E. Sterng;}) 

April 18, 1977 

Richard Cooper's Views on the North-South Agenda 

We lunched with Cooper on April 12 and covered 
the major items on the North-South agenda. The following 
are the highlights: 

1. The Common Fund. Cooper thinks that the U.S. made 
a constructive proposal in Geneva to consider the Common 
Fund, but that the outcome was confused by internal dissension 
in the European community and among the developing countries. 
He expects a more positive outcome in the next round. The 
U.S. is prepared to accept that a fund might be useful at 
some stage and is prepared to state this. However, the 
place to start is with individual commodity agreements. 

2. CIEC. The OECD members and the U.S. would like to 
end the CIEC with agreement that it had been successful. 
There is no desire to continue it. Cooper thinks that 
enough has been done to warrant such a conclusion, although 
many issues remain to be discussed in follow-up forums. 
However, it would be easy for the developing countries to 
end on a note of confrontation, if they so wished. 

3. Debt. We discussed the general situation at some 
length, including elements of the Bank study, which we 
promised to give hiw whenever you release it. The U.S. 
supports the expansion of the IMF as the main means of 
dealing with current debt problems, but would probably 
advocate some form of safety net if a sufficient expansion 
were not achieved. 

4. The Development Committee. Cooper thought the 
Development Committee, about which he knows little, could 
be a forum for pursuing some of the CIEC issues. Trade 
obviously will continue to be handled by UNCTAD, and this 
leaves, essentially, debt management, ODA flows and 
technology. Cooper asked where the Bank paper on the 
International Resources Bank proposal stood. Stern gave 
some of the elements of our current thinking on the 
financing of minerals, including fuels, and indicated that 
we hoped to have a draft to show the U.S. by the end of 
the month. We thought it preferable to have a political 
view (at the summit or in the preparatory committees) of 
the desirability of moving into the minerals area before 
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putting a paper to the Board or the Development Committee. 
It would be ready for Development Committee discussion in 
September. 

5. The Brandt Commission. Cooper asked about the 
status of the Commission and expressed doubts he had heard 
about its origins and the fact that the present administra­
tion had not been consulted. We corrected the record to 
the extent possible. 

cc: Mr. William Clark 

HBChenery:EStern:di 
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.. ~1 ice of the President 

THE WORLD BANK 
Wa~hington, D.C. 20433 

U.S.A . 

May 13, 1977 

MEMORANDUM FOR MR. CHENERY 

DPS has asked for 4 Professional and 5 Assistant level positions 
above the presently approved budget for Fiscal '78. I have told you 
and Mr. Karaosmanoglu that I could not authorize 4 additional Profes­
sional positions although I strongly agree with you that certain of 
the work for which you requested those positions should be carried 
on -- I believe in substitution for certain other work for which we 
had Ludgeted positions. 

Of the 5 Assistant level positions, 3 have been planned for the 
Economic Projections Department. You point out that that Department 
is processing each year 10% additional data and that, particularly 
next year if we proceed with the World Development Program, it will 
be absolutely essential that the data processing capacity of the DPS 
be increased. I will consider this matter further before July 1. 
S4ould additionil 2ersonnel be budgeted tor DPS, tbey will be- charged 
against the Bankwide Contingency Allowance. 

cc: Mr. Cargi~l 
"'Mr. Gabriel 

-.. 
Mr. Karaosmanoglu 

Robert S. McNamara 



Mr. Roberts. McNamara 

Hollis B. Chenery 

Budget Appeal for the DPS 

April 12, 1977 

1. This memorandum requests the restoration of 4 of 
the 6 professional staff positions that were cut from my 
budget request for the DPS and summarizes the consequences 
of not doing so. It also requests restoration of S 
assistant and 4 secretarial positions. 

2. Guidelines. For the past several years the guide-
lines to the aupport departments have called for increasing 
the portion of the workload directly related to operations 
and maintaining the remainder constant. Although 28% of 
the productive time of the DPS is allocated to direct 
operational support, its professional staff has only 
increased by 1 (plus Peter Wright) since 1974. We have 
absorbed an increase of 4-5 rnanyears in operational support 
by reducing other activities. Over the period 1974-77, the 
other support staffs that also have a mixed workload 
(Financial, Legal, Administrative) have received increases 
in professional staff of 21%, 15% and 8%, respectively. For 
the first time in three years, I find it necessary to appeal 
against continued zero growth. 

3. Adjustments within the DPS. The DPS has developed 
a system of program review, staff allocation and budgeting 
which is acknowledged by P&B to be quite thorough. To 
accommodate higher priority activities, such as the analy­
sis of worldwide development prospects and of poverty­
related issues, there has been a substantial reduction in 
some traditional areas of expertise, such as public finance, 
an<l a significant shift within divisions. However, by 1976 
we reached the point at which we were in danger of going 
below the critical level necessary to maintain a minimum 
competence in the twelve subject matter divisions*--most of 
which are involved in operational support, policy analysis 
and research--with an average staff of 7.5 professionals 
per division. The pattern of staff allocation has been 
fairly stable since then (see attachment I) and no further 
increase in operational support has been feasible. Although 
the standard reaction of P&B to our annual request for 
increased staff is to "take it out of something else", this 
can now only be done efficiently by cutting out areas of 
competence. 

* All except data collection, policy planning and program 
review. 
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4. Priority Increases. I request an increase of 4 
professional positions for two purposes: Ci) to support 
the expanded work progr.::im in population analysis that 
grew out of the Berelson report, and (ii) to prevent a 
further decline in the research capacity of the Develop­
ment Research Center. I accept th~ P&B recommendation to 
defer tha decision on increased staff for the reporting 
of private debt until the current study of this problem 
is completed. 

(a) ~5>~~cd work on population (2 professional 
positions}. 

Plans for expanded coverage of population in economic 
reports and incr,3ased research on fertility have been 
discusse<l with you recently and are summarized in two 
reports forwarded to you on April 11. P&B recommends that 
this effort be •t absorbed within the overall DED work". 
I have revie,1ed this recommendation against other depart­
mental priorities, s11ch as increased work on manufactured 
exports and poverty-related ,;mrk on rural and urban develop­
ment and small-scale industry. I conclude that these are 
of as high or higher priority as the increased work on 
population, which can thtrn only be undertaken with increased 
2.taff. 

(b) Implementation 9f research __ findinqs 
(2 professional positions). 

The Bank research progra.T'!l has produced some notable 
innovations in the analysis of income distribution, rural 
development and industrial planning that are now widely 
in demand in the Bank and our member countries. A small 
unit is required in the DRC to assist in the implementation 
of tl1ese techniques by prospective us;.;rs, which will be 
partly supported by a diversion of existing staff time. 
However, the further di.version from research to implemen­
tation (as recommended by P&B) will reduce our research 
capability substantially from what it was several years 
ago. This is quite inconsistent with your statement to the 
Board that we woulu consider an expanded research program 
in FY79. 

5. Of the 5 research assistants requested, 3 are related 
to the expanded work program on population and research 
implementation, one supports the work on manufactured 
exports and one supports the Office of the Director in EPD, 
which is badly overworked. 

Attachments 

HBChenery:nff 

cc: Messrs. Cargill, Gabriel 



DPS SUMMARY WORK PROGR.\}1 FY' ·FY78 (in Sta f f Years) ATTACHMENT l -
Support to Regions/ Statistical Analysis/ 

FY78 CPSLOther Polic:z: Work Research Other Outeut ManagementLOverhead TOTAL 
Budget Average Estimated Average Estimated Average Estimated Average Estimated Average Estimated Average Estimated 

Deoartment[Division Position FY76L77 FY78 FY76L77 FY78 FY76L77 FY78 FY76L77 FY78 FY76L77 FY78 FY76[77 FY78 

~ ~ 

Office of the Vice President 6 0.2 0.2 5.4 0.8 5.8 0.9 5.6 6.0 

Deve 101':cent Economi cs Dee t. 
Ofcice .Jf t he Di rector 5 - 0.1 0.6 0.5 0.6 1.0 0.6 0.2 2.6 3.2 4.4 5.0 
Economics of Industry 9 2.8 3.2 0.4 0.3 4.0 3.4 0.5 0.2 1.9 1.8 9.6 8.9 
Urban & Regional Economics 7 2.3 1.2 0.1 0.1 3.0 3.6 0.2 0.2 2.0 1.9 7.6 7.0 
?opulat ion & Huoan Resources 

Pcpulation 7 1.5 2.3 0.2 0.5 2.8 2.2 0.7 0.4 1.4 1.6 6.6 7.0 
Education 2 0.2 0.3 0.1 0.2 1.3 1.1 0.2 0.1 0.4 0.2 2.2 1.9 

Emp loyt:cnt & Rural Development 
Emp loyn:2,,t 7 0.7 1.4 1.0 0.5 1.5 2.2 0.4 0.2 1.3 1.4 4.9 5.7 
kural Development 2 1.3 0.8 0.3 0.3 1.2 1.3 0.4 0.3 0.6 0.5 3.8 3.2 

Public Fine:~ce ..1.. ...L.l!_· ..1.:2. 0.2 !hl ..1....1 -1.:.i M !hl ..l.:.l ...L.l!. ~ ....L2. 

Su\)-Total 46 10.2 10.8 2.9 2.7 17.5 18.2 3.4 1.9 11. 7 6.8 12.0 7.5 45.7 45.6 

!:coriorni c An'l.lys is & Projections DfEt, 
Office of t r.e DJ.rector 1 0.1 - 0.6 0.9 0.3 0.5 1.6 2.3 3.9 3.3 6.5 7.0 
Intarnationcl E..:onorr.y 5 2.2 2.3 0 . 6 0.8 0.3 0.3 0.5 0.6 0.9 0.9 4.5 4.9 
C0~pJ~s tive Analysis & P,,>je:: tions 8 3.8 4 .3 l.3 0.9 0.5 0.6 0.4 0 . 6 1.6 1.6 7.6 8.0 
Ccvn0~ic & 5o~ial Data 9 2.5 3.3 0 .5 0.5 0.2 0.2 4 . 3 3. 3 1.6 1.5 S.l S.8 
Exte:-na l Den 12 4.8 · 5.4 0.2 0.7 - - 3.3 3. 0 2.9 3.0 11.2 12.l 
International Finance 5 1.3 1. 7 0.6 0.6 0.1 - l. 7 l. 7 1.0 1.1 4.7 5.1 
Co111:iodities & Ex.,ort Proj.actions .!1 ...Ll. ..bl. Ll Li M - ..Ll. ..1...& 3 . 2 ...Ll. 

,C'_ .. li, . I - ~ 

' Sub-Total 61 17.6 19.7 5.1 5.8 1.8 1.6 19.l 19.3 15.l 8.7 14.2 8.4 58.7 60.6 
I 

Poll.cv Planni,.,-~ & Prosram Review Dent . I Office of tt-.c i)i rector 3 0.1 - 1.0 1.4 - - 0.1 0.2 1.2 1.4 2. 4 J .CJ 

Policy :' lnm.ir:g 6 0.4 - 4.5 4.5 - - 0.5 0.3 l.. l LO 6 • .5 S.8 I Program Review ...2. 2.:.1. Q.,,1 ..2.:l.. ...i:.£. .Q.J. .Q.J. .Q.J. - 1.8 1.8 f:_4 ..i:.Q. - I 

Sub-Tot&l 18 1.2 0.5 11.2 12.5 0.1 0.1 0.7 0.5 4.1 2.6 4.2 2.8 17.3 17.8 

fleve 1 o:--r-.e ·,t R2sear,ch Center 
Office of t:1\! Director 3 0.2 0 .2 0.1 0.2 0.9 0.8 0 . 3 0.1 1. 7 2.0 3.2 3.3 
IncC":".e Jis tr ibu tion 7 0 .2 0.2 - - 4 .7 4.4 0.3 0.3 LO 1.3 6.2 6.2 
Development ?lannir.g 5 0 . 4 0.4 - - 4.0 3.7 0.2 0.1 1.0 0.9 5.6 5.1 
Special Topics ..i M Ll - - ...1:2. ..1.d Ll .Q.J. Ll l:.Q. ..i.:.l .2.:1. - -

Sub-Tc tal 20 1.2 1.6 0.1 0.2 13.1 12.2 1.1 0.6 4.8 2.1 5.2 2.2 20.3 19.8 

IQ_~·:.. ill 30. 2 32.6 19.3 21. 2 32.5 32.1 24.5 22.5 41.1 !I 41.4 !.I 147.6 149 .8 

---
!_I Of •ar.id, about 21.0 manyears are ov.arhead, (holidays , annual/sick leave,\. The ren:aini'ng 21.0 manyears h 

4 represent t e time of the VP; 5 Directors; 1 Assistant Director; 
Senior Advisers ; 2 Special Advisers; 3 Administrative staff. and part of the 16 Division Chiefs time. 

DPS - April 12, 1977 

/ 
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ATTACHMENT II 

DPS PROFESSIONAL AND CONSULTANTS MA.L~YEARS 

Direct Manpower to Regions/CPS 

Support to Regions/CPS 

Policy Work 

Research 

Other Output 

Management/Overhead 

Total DPS Output 

of which DPS staff 

Authorized Professional 
Posttions 

FY77 
Estimate 

20.4 

11.1 

22.1 

46. 9 

21.8 

· · 40.6 

162.9 

147.7 

151 

FY78 
Rev. Request 

23.1 

14.2 

23.6 

46.8 

19.5 

41.8 

169.0 

- 153.8 

155 

a/ P&B's FY78 Program and Budget Proposals~ Page 36. 



TO: 

FROM : 

SUBJECT: 

arr ta 
I NTERNATION AL DEVELOPMENT I INTERNAT IONAL BANK FOR 

ASSOC IA TION RECONSTRUCTION AND DEVELOPMENT I INTERN ATI ON AL FINAN CE 
CO RPOR ATI ON 

Mr. Robert s?:;;z;:, MEMQRAND~~• April 11, 1977 

Hollis B. Chenery ~ G 
Bank Research on fopulation 1Issues after the relson Report ; 
The Treatment ot Population in Economic Reports 

1. I attach the two papers on our population work that we 
promised you. 

2. You saw an earlier draft of the paper on research. The 
revisions since then have been mainly in the paper's organiza­
tion, in response to a variety of comments, especially those 
by the Research Committee. 

3. The paper on population in economic work was prepared 
in response to your request that I report on how this should 
be "institutionalized''. It suggests that a coordinated 
program of selective in-depth reports and specialist coverage 
for the more important countries, in conjunction with routine 
but systematic coverage by country economists, backed up by 
training and assistance from the DPS, could accomplish a very 
satisfactory level of coverage for most Bank countries over a 
five year period. There would need to be an increase of 
specialist resources for this, but only a modest one. 

4. The budgetary implications for the DPS of a minimum 
effort to carry out these proposals are treated in my budget 
appeal. 

Attachments - 2 

TKing:HBChenery:di 



TO: 

FROM: 

SUBJECT: 

WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE A 11 8 1977 : pr , --j-1 . 
Warre~aum, Vice President, CPS LJJJ / --/:~~ 1 AA 
Hollis B. Chenery, Vice President, DP_s\~1,v .... ~--;::_ ( ' 

' d S W k ~L --J,,,,t} . ~ , ,.._L_.,._('. J , • Y, 
Annual Reports on Country Economic an ector or y--v ,I',_ . , 

:::!~, )~~~------
1. Following our submission of the reports on Country Econ6mlc Work In ..>(__./? 
April 1975 and the Status Report on Sector Work in May 1975, you asked for an 1, ...y 
annual "state of the art" review of country economic and sector work. The 
attached reports have been prepared by CPS and DPS In response to your request. ~-.~ 
Since the conventional definition of country economic and country sector work ·;,u­

is a rather artificial one, we hope in future reviews to look at all country- ·.,I, 
specific economic and sector work, including work done in CPS and DPS. The '~.L 
present reports give a general overview of the manpower devoted by the Bank 
country economic and sector work and of how effectively it is used. Some 
suggestions are also made as to how this use might be further improved. 

toct:41< 
'1!"--;;;;;c-

2. Demand. As we see it, there are four principal audiences for the 
Bank's country-specific economic and sector work, other than work that ls 
strictly related to projects: 

a) The Bank itself, where country analysis provides a basis 
for shaping our lending and technical assistance programs 
and keeps a 11 1 eve 1 s of management, inc 1 ud i ng Executive 
Directors, regularly informed about changes in problems and 
policies in the developing countries. 

b) Governments of those countries with which the Bank seeks to 
engage In a regular dialogue on economic policy. 

c) Other official multilateral and bilateral lenders and donors 
who receive the grey cover reports -- a market of special 
Importance where there is a regular consortium or consultative 
group, or where there Is extensive co-financing of projects. 

d) The wider public in the country Itself and In the world at 
large, including private financing institutions and the 
academic community, which normally has access to Bank reports 
only when they are published, but often also has Informal 
channels of communication with Bank staff. 

3. The relative importance of these four audiences will vary according 
to the circumstances of each country at any given time, which calls for 
reasonable flexibility in reporting. The Regions reckon that they know their 
own markets. Nevertheless, given the resources the Bank devotes to country 
economic and sector work, there may still be some advantage in having an 
independent evaluation make on a selective basis, of the uses to which Bank 

• 
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reports are put and of consumer reaction to them. We therefore propose to 
get together wTth the Regions to develop a specific proposal for a modest 
initial study of the use of Bank reports and their effectlveness in reaching 
those groups. 

4. Content. We are concerned that not enough has been done to shift 
the focus of country economic work away from short-term analysls of economic 
and financial policies towards more in-depth exploration of long-term struc­
tural problems, including the validity of development plans and such key 
issues as population growth, income distribution and the social factors 
bearing on development. It was hoped that the introduction of the concise 
Country Economic Memorandum and greater reliance on IMF reports for fiscal 
and balance of payments analysis would assist this process by reducing the 
amount of updating work. Reductions in comprehensive sector surveys would 
similarly free resources for more intensive work on special sector problems. 
These shifts would allow country and sector economists to give more attention 
to long-term problems. Some progress is being made in this direction but 
more should be done. 

5, Nevertheless, we must recognize the fact that country economists wTll 
have to meet a continuing demand from within the Bank and from other lenders 
for reports on the current economic situation and short-term prospects. At 
the same time country and sector economists are under constant pressure to 
extend their analytical work into new fields, to cover additional topics in 
their reports and to provide a mass of statistical information on a wide range 
of subjects (e.g., identifying urban and rural poverty groups, up-dating 
national income estimates for operational purposes, calculating shadow prices, 
etc.). Ultimately these demands can only be met by allocating additional 
resources to country economic and sector work. 

6. Form. We still belleve that the concepts of the Country Economlc 
Memorandum and Sector Memorandum are sound, and that every effort should be 
made to keep them concise and readable, with relegatlon of reference material 
to annexes wherever possible. The CEM should become a standard document pro­
viding an up-to-date synthesis of our knowledge and understanding of the 
country's development problems and priorities for the use of Bank management, 
Executive Directors and aid groups, supplemented as appropriate by special 
reports .analyzing particular problems in greater depth. The Sector Memoranda 
should similarly sYnthesize our understanding of problems and priorities in 
the sector and country concerned, and indicate the need for further work. 
They would draw on the results of special sector studies and on insights and 
information gathered during operational work. A Sector Memorandum should 
normally be prepared and up-dated as necessary for each country sector in 
which the Bank expects to be active for some time; general adoption of these 
memoranda throughout the Bank should be accelerated over the next few years. 
The Basic Economlc Report should be timed in relation to the country's plan­
ning cycle; lt should only be produced after a series of sector and special 
reports have been completed; and it should be confined to countries whlch 
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welcome Bank analysis and advice and have shown themselves responsive to it. 
Judged by those standards, not more than 6 or 7 Basic Economic Reports are 
likely to be produced each year. 

7. Quality. The discussions we have had with the Regions, and the 
evaluations they have given us of the impact of the Bank's economic and 
sector work on the thinking and policies of the governments with which th ey 
deal, leaves us In no doubts that this work is generally useful and, on t he 
whole, effective. The reviews of some individual country studies, which a re 
summarized in the report on country economic work, tend to confirm this. The 
recent institution of panels comprising staff from all parts of the Bank t o 
review basic economic and some special economic reports has proved to be a 
useful innovation which we propose be continued; similar panel revi ews of 
major sector reports are getting underway. Furthermore, we have begun a 
series of functional reviews to examine how well issues of major impor ta nce 
are being treated in economic and sector reports, e.g., how effecti ve ly the 
analysis and pol icy prescriptions regarding agricultural pricing polici es a re 
handled in the economic and sector reports. These reviews are expect ed to 
lead to proposals on follow-up actions to remedy the weaknesses reveal ed , 
e.g., prototypes that Regional staff might use. 

8. Our general conclusion, based on our evaluations and reviews so far, 
is that, overall, there has been a modest but distinct Improvement in th e 
analytical quality of country economic and sector work during the past severa l 
years. Further improvements, nonetheless, are still desirable in a numbe r of 
important areas. The DPS and CPS should take the lead in promoting a bet ter 
common understanding of the key development issues that need to be addres s ed 
in economic and sector work over the medium-term, and in defining appropriate 
standards of analysis. In reviewing country economic and sector reports and 
in preparing notes and examples to assist the Regions, CPS and DPS, as appro­
priate, should give special emphasis to the following areas: (i) issues 
related to economic inequality and measures to redress poverty; (ii) analysis 
of incentive systems; (iii) evaluation of manpower and training needs required 
to carry out sectoral functions effectively; and (iv) assistance in setting 
up local statistical programs to improve the data base for both sector and 
project analysis. 

9, Staffing. The quality of the Bank's economic and sector work 
depends above all on the competence of the economists who produce it. Excluding 
EDI, there are over 500 economists currently employed by the Bank -- an increas e 
of 25 per cent over the past 4 years. ThTs increase has been mainly concentrated 
on the projects side, so that 40 per cent of Bank economists are now in the 
Regional Project Departments and CPS. Over the same period, the number of 
country economists has risen by 20 per cent, while the staff of DPS has remain ed 
practically stable. Turnover of country economists is still very high (at the 
end of 1976 over two-thirds had spent less than two years in their current 
assignments), and ways must be found of keeping them longer In their jobs if 
full advantage is to be taken of their country knowledge. There is an inherent 
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conflict between the routine mechanical nature of much of the Bank's country 
economic and sector work and the need for better, more experienced country 
(and sector) economists to do the creative and sophisticated kinds of analysis, 
The possibility of assigning research assistants to the Programs Departments 
to do some of the routine work has frequently been discussed but never serious­
ly pursued. We recommend that this now be tried out in one of the Regions on 
an experimental basis, and that appropriate provision be made in the FY78 
budget. 

10. Programming and Implementation. The programming and implementation 
of country economic and sector work remain a problem. Planning of such work 
tends to be oriented around missions and short term in nature; we suggest 
instead that the Regions, assisted by CPS and DPS as appropriate, plan all 
the various country and sector work tasks to be carried out over the medium 
term, with a clear indication of the content of each specific task. The CPP 
process provides a vehicle for reviewing priorities In the economic and sector 
work program at the country level. It is being used increasingly for this 
purpose, but we need to ensure that economic and sector work programs are 
regularly produced and reviewed. To determine regional priorities in economic 
and sector work, however, country work programs need to be aggregated and 
related to available manpower resources on a regional basis. Since staff 
resources are specialized and only partially fungible, the priorities and 
feasibll ity of the work program should be reviewed both country by country 
and sector by sector. Regional programs can then be established of priority 
tasks in country and sector work that can be carried out within the constraints 
set by available manpower resources. This programming exercise would probably 
best be done annually, as part of the budget cycle and when overall manpower 
allocations are being considered. 

11. We recognize, of course, that however well the work Is initially 
planned by the Regions, schedules continuously have to be adapted to the 
convenience of the governments concerned, to the availability of outside con­
sultants, to new and changing demands on staff time and to other unpredictable 
factors. This often makes it difficult to complete economic or sector work 
on schedule and calls for flexibility as well as discipline in execution. 
We consider it essential that the Regional Chief Economists, in consultation 
with Assistant Projects Directors, take a more active role in programming 
country economic and sector work, monitoring the implementation of the work 
program and making necessary adjustments in its priorities. Clearer assign­
ment of responsibility In this area is of critical importance. 

12. We also recommend that the Bank-wide Quarterly Progress Reports of 
Economic and Sector Work be replaced by two somewhat more complete semi­
annual reviews In March and October. The March review would focus primarily 
on the economic and sector work programs proposed by the Regions and the 
allocation of resources to this work for the coming fiscal year, as part of 
the budget process. The October review would summarize developments during 
the previous fiscal year. 
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l3, . Information Base. There are still Important gaps In data pre-
sently available on country economic and sector work, and we propose to 
discuss with P&B how the data system might be Improved. For Instance, It 
is not known with any accuracy how much economic and sector work is done In 
the Bank on each country, and this makes it extremely difficult to establish 
meaningful priorities. 

14. Publication. One way of increasing the utility of economic and 
sector reports is to publish them. So long as a paper-back format is adopted, 
this need not Involve a large amount of additional editorial work. However, 
of the 39 country economic reports eligible for publication during FY73-76, 
only 14 have been, or will be, published. Several of these have been very 
well received. Of the other reports, 16 were not considered suitable for 
publication and 9 were denied publication by governments. The problem here 
is that governments tend to object to the publication of documents containing 
frank and objective comments on their policies, even when, as in the case of 
the recent basic report on the Ivory Coast, the general tenor of the report is 
highly complimentary. The Regions are understandably concerned that the pos­
sibility of publication should not prejudice their access to confidential 
information, the quality of their economic dialogue or the candour of the 
reports. There may still be ways of minimizing the conflict among these 
various objectives, and we are continuing to explore the matter. 

15. Conclusion. We propose to continue to keep the quality and adequacy 
of the Bank's country economic and sector work under review and report to you 
periodically on Its effectiveness. We expect that the review mechanisms that 
we are now putting in place - especially the across-the-board functional 
review of key development Issues - will give us a firmer basis for assessing 
the quality of country-specific economic work In the future. In the longer 
run, we feel that country economic and sector work should receive the same 
sort of impartial evaluation that Is being developed for economic research. 

Attachments 

cc: Mr. J. Burke Knapp 
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Mr. Roberts. UcNamara 

Hollis il. Chenery 

April 8, 1977 

You will be interested in the attached, if you 

have not already seen it. 

Attac.nment 

i.i:i3Chenery: di 
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WORLD BANK/ INTERNATIONAL FINANCE CORPORATION /,/ 

OFFICE MEMORANDUM 
TO: Mr. Hollis B. Chenery, Vice President, DPS 

FROM: Jo W. Saxe, Chief, EPD/IF ;.,,../S 

DATE: April 7, 1977 

SUBJECT: Foreign Lending Activities of U.S. Commercial Banks - The U.S. Treasury View 

-
Here is a copy of the Treasury release of Assistant Secretary 

Bergsten's testimony before a sub-committee of the Committee on Banking, 
Finance and Urban Affairs of the House of Representatives on April 5, 
1977. 

The essence of it is in the excerpt below: 

"Financial intermediation between lenders and borrowers, which 
has become a familiar phenomenon within the United States (and 
some other countries) and had already reached sizable 
international dimensions before 1973, has now become a central 
element in the world economy as well." 

"Some observers have raised concern over this evolution 
of events. They have suggested that foreign loans may be 
inherently riskier than domestic loans, with consequent risk 
to the stability of our own -- or even the world's -- banking 
system. There has been talk of an "overexposure" of U.S. 
banks in foreign markets." 

"We believe that these concerns are greatly exaggerated. 
Alarms have been raised about international banking from the 
very creation of the Eurocurrency market in the early 1960s. 
Fears were voiced, primarily by individuals unfamiliar with 
the operations of the international economy, after the sharp 
increase in oil prices in late 1973 • . These fears have proven 
to be largely unfounded, and we believe that they continue to 
be greatly exaggerated." 

The main policy action suggested is: 

"Consideration of augmenting the resources available to 
the Jl.!F, and perhaps other international institutions, to 
provide adequate official financing for international balance­
of-payments purposes and thereby to backstop the private system 
where necessary." .., 

The rest of it is very interesting reading too. I'm having 
copies made for you. 

Attachment. 

cc: Hrs. Hughes 
Mr. Karaosmanoglu 
Mr. McPheeters 
Mr. Ohlin (o/r) 

JWSaxe:ks 

Mr. Woods 
Mr. Eccles 
Mrs. Hardy 
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·, ~SHINGTON, O.C. 20220 TELEPHONE 56S-2041 , . .. 
i. 
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FOR RELEASE UPON DELIVERY 

' STATEMENT OF C. FRED BERGSTEN 
ASSISTANT SECRETARY FOR INTERNATIONAL AFFAIRS 

U.S. 'l'REASURY DEPARTMENT 
BEFORE THE SUBCOMMITTEE ON FINANCIAL INSTITUTIONS 

SUPERVISION, REGULATIONS AND INSURANCE 
OF THE COMMITTEE ON BANKING, FINANCE 

AND URBAN AFFAIRS 
U.S. HOUSE OF REPRESENTATIVES 

APRIL 5, 1977 

The Setting 

Mr. Chairman, it is a great pleasure to appear before this 

Subcommittee to discuss the various issues raised by the foreign 

lending activities of U.S. commercial banks. I will first 

address the dramatic changes in the world economy which have 

led to the sizable increase in international lending by 

U.S. banks, and then turn to the role played by the banks and 

the effects of their activities on the U.S. and world economies. 

Since the massive increase in the world price of oil in 

late 1973, the OPEC countries as a group have been running 

surpluses in their current account positions -- their trade 

in goods and services -- of $40-65 billion annually. Only 

two fundamental r~medies to this situation are possible: 

cutbacks in total energy consumption by importing countries, and 

increased use of alternative energy sources. President Carter's 

B-153 
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energy program, to be announced ·later this n~nth, will pursue 

both objectives for the United States, and we will be urging 

other countries to take similar steps. Implementation 

of such programs will take time,\ however. Hence the OPEC financial 

surpluses -- which are now concentrated heavily in Saudi Arabia, 

Kuwait and the United Arab Emirates, whose own llTlfX)rts will increase only 

slowly--will probably continue, with a gradual decline for several rrore years. 

The Needed Response 

Two issues are thus raised for the rest of the world: 

how to share out its OPEC-induced current account deficit, and 

how to finance that deficit in the most stable possible manner. 

The recent expansion of international activity by U.S. banks 

relates directly to both. 

Many commentators have focused on the sharing out of the 

OPEC-induced deficit between (a) industria~ized countries and 

(b) developing countries. I do not believe that this is a 

useful distinction. A number of industrialized countries have 

in recent years experienced extremely weak balance of payments 

positions, exacerbated by -- but going well beyond the 

problems caused by higher oil prices. At the same time, a number 

of developing countries have adjusted effectively and rapidly 

to the new situation and have maintained strong external positions. 

Attention needs to be focused on the positions of individual 

countries, whether "industrialized" or "developing," to see 

whether they are playing their proper role in sharing out 

··- ' 
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the OPEC-induced current account deficit of the rest of the 

world. 

For example, some of the strongest national economies 

notably Germany, Switzerland, ~he Netherlands and Japan -­

have continued to run sizable current account surpluses. 

They thus intensify the pressure on other countries, which 

is already formidable because of the OPEC surpluses, by perhaps 

another $12 billion this year. If these stronger countries are _____ , __ .... ____ ..... ..,_----...... -...._--.,.. 

unwilling to help share out the OPEC-induced deficits, the 

problems of adjusting and financing the international payments 

balance are rendered much more difficult. 

It is thus the policy of the United States to urge these 

/

,countries to take measures which will have the effect of 

reducing their surpluses and, indeed, to bring them into curren­

account deficit. The United States itself has already taken 

such measures. We are encouraged that some of these countries 

have recently taken steps in the proper direction; further 

action by them will help assure a stable international payment 

picture. 

On the other side of the ledger, countries with excessive 

current account deficits must also adjust. Some countries, 

in both the industrialized and develoging world, developed 

sizable deficits because they chose to ride out the world 

recession of 1974-1975 -- maintaining their planned rates of 

economic growth, and borrowing abroad to cover the external 
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deficits which resulted from the weakening of the largest 

industrialized markets for their exports of both commodities 

and manufactured goods. H.~nc_EL:t.h.ey have.-.had.....t.0,....adj.11st in 

1976-19~2_~_ wh.:.:1: ... '?..t.~.e:1:'_ ~o~~~~~-~-~-- jsl:~.~- ~,:>-~ United States) 

were recovering from th~ recession. To scm~ extent, this pattern •· •• -• - • ·-·• ~·· • -··--w ____ --

has produced an image of economic weakness for some countries 

which is, rather, a simple matter of the timing of 

their adjustment to the massive change in world economic 

conditions since 1973. 

Nevertheless, it is essential that such adjustments 

take place. The United States has urged individual countries 

to do so. We have strongly supported the efforts of the 

International Monetary Fund to help both industrialized and ----·--------
developing countr~es find sustainable adjustment paths, and -------·--~-..--.. ----.·----··---·----------
indeed believe that the Fund should play a central role in 

supporting the evolution of a sustainable international payments 

picture. Private bank lending to an individual country is of 

course rendered much more likely, and much more likely to 

achieve its purposes, when that country has adopted effective 

adjustment measures -- especially when those measures have 

received the imprimatur of the International Monetary Fund. 

Financing the Imbalances 

A central premise, however, is that the non-OPEC 

world is going to continue to run a sizable current account 

deficit for several more years. Hence there will continue 

to be a need for sizable international financing of surpluses 
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and deficits, in two di~ections: (a) between OPEC and the 

rest of the world and (b) to a lesser extent, among the 

non-OPEC countries themselves. 

We know that the OPEC countries, and other surplus 

countries, will export sufficient capital t6 provide the needed 

financing. There is simply no other way for them to invest 

the proceeds of their current account surpluses. But 

two key questions arise: 

will this financing be distributed to the specific 

countries which need it to finance their deficits? 

what will be the ch~_nnel_§__through whi.c.h___s_µch financing 

----t~, and who will thereby take the risks 

associated with this (as any other) type of lending? 

The Role of the Private Banks 

Private banks, in the United States and throughout the 

world, have played a major role in the response to both questions. 

They have accepted deposits from the OPEC (and other) surplus 

countries, and then relent to the deficit countries which needed 

capital inflows to balance their positions; they and others 

J
in the private financial markets have provided about 75 percent ------.-.-------·-·-----------..____ ____ -· -~·---· - ---- -

of the total funds raised from external sources during 1974-1976. 
~ 

Financial intermediation between lenders and borrowers, which 

has become a familiar phenomenon within the United States (and 

some other countries) and had already reached sizable international 

dimensions 

&1,;--
,w become a central element in the 

----
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world economy as well. 

Some observers have raised concern over this evolution of 

events. They have suggested that foreign loans may be inherently 
\ 

riskier than domestic loans, with consequent risk to the 

stability of our own -- or even the world's -- banking system. 

There has been talk of an "overexposure" of U.S. banks in 

foreign markets. 

We believe that these concerns are greatly exaggerated. 

Alarms have been raised about international banking from the 

very creation of the Eurocurrency market in the early 1960s. 

Fears were voiced, primarily by individuals unfamiliar with 

the operations of the international economy, after the sharp 

increase in oil prices in late 1973. These fears have proven 

to be largely unfounded, and we believe that they continue to 

be greatly exaggerated. 

Losses on foreign loans have been small. In fact, loss 

experience has been better on foreign loans than on domestic 

loans. Governor Wallich, in his testimony before this 

Subcommittee on March 23, noted that during 1971-1975 the 

loss ratios on international loans of the seven largest U.S. 

banks were about one-third of their total loss ratios. 

John Early of the FDIC concluded, in his testimony before 

this Subcommittee, "that recent commitme nts to LDC's pose 

no real danger to the overall stability of the U.S. banking 

system." 
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In fact, there are only two major differences between 

domestic and international lending. First, it may be more 

difficult for American lenders to acquire adequate data and 
.,--...-__ - _ ... -.,- .... ---- - -- .--..._ .• ,_,, .... • --.... • . ··-·-- ~r . ...-••--~-----

other information on foreign t~an domestic bo~rowers. Our 

own Federal Reserve Systero is working with the central banks of 

other countries to improve this situation, as indicated recently 

by both Chairman Burns and Governor Wallich. In addition, there 

may be a greater .r.a.le-1.oL-th_e_ :t_n_J:e_r...na tiQ_n9-_l__MQ!}~~Y Fund to play 

in.__r_e_d_uc i~ _ any __ kn ow 1 ed_g__e_ g-ap ___ tha.Lma Y-- exis-t - - - a matter which 

we are now considering with some care. 

Second, lending to another country entails judgment about 

the credit position of the entire country as well as of the 

specific borrower. An individual borrower, no matter how 

creditworthy, might be unable to repay as scheduled if its 

government was forced to adopt restrictions on such payments 

because of problems in its overall external accounts. 

We believe that the remedy to this potential problem is 

four-fold. First, as just noted, more information is 

needed. Second, surplus countries -- both in OPEC and elsewhere 

must reduce their surpluses to reduce the burden on deficit 

countries. Third, deficit countries,which even begin to 

approach having a debt service problem nust undertake decisive 

adjustment programs of their own, with the assistance of the 

IMF where appropriate. Fourth, there should be adequate 
countries so 

official financing available for deficit/ as to (a) minimize 
--- _______ .. --~----- --- -... --

-, 



-8-

the need for private lenders to assume undue risks and 

(b) induce deficit countries, as a quid pro quo for obtaining 

access to such finance, to adopt the needed adjustment measures. 

With regard to the latter p~int, we believe that prudence 

dictates consideration of a further increase in the financial 

resources available to the International Monetary Fund, the 

central official component of the international monetary ?ystem. 

There are a variety of means by which such an increase could 

be achieved, and several alternatives are now under consideration. 

At the same time, there has been discussion of augmenting the 

availability of official funding through other international 

bodies, such as the proposed Financial Support Fund at the ---... -·~--------.. ·-- ....... ~--... -...... _____ .. __________ _ 
Organization for Economic Cooperation and Development (OECD). 

- ..... "~~---.... 
We are expioring all of these possibilities with other countries, 

and believe that it will prove possible to move over the next 

few months toward assuring the continued availability of 

sufficient official financing to meet the needs of the system. 

Some Specific Issues 

Individual countries can, of course, find themselves at 

times in situations where their external debt burden is too 

great to be met without policies which are unduly restrictive, 

from a domestic or international point of view. Such situations 

have occurred occasionally and there have been about thirty 

instances in the postwar years in whir.h multilateral negotiations 

with creditor countries were needed to reschedule existing 

debts to official lenders. Remarkably, the pace of 
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such reschedulings has actually declined in recent years despite 

the massive shocks to the world economy from higher oil prices 

and world recession. 
\ 

When such cases do arise, there are well developed inter-

national mechanisms for arranging the needed reschedulings. Any 

such steps are of course linked to adjustment measures which 

will ensure that the fundamental problem of the countries 

involved will be resolved in an orderly fashion. Hence no 

systematic problem would result even if individual country 

problems were to emerge occasionally, as they have in fact 

already done throughout the postwar period. 

Concern has also been expressed in some quarters that 

domestic demand for bank credit will at some point dangerously 

reduce the amount of credit available to other countries --

or, conversely, that "excessive" loans to foreigners will 

drain needed funds away from our own economy. Neither outcome 

is at all likely. 

The danger that our domestic economy would suffer from 

inadequate funds as a result of excessive capital exports is 

minimal. If capital in the U.S. becomes scarce, interest 

rates will tend to rise; U.S. funds will be employed at home, 

and indeed funds will flow in from abroad. 
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If our economy is expanding more rapidly than that of 

other countries, or if we are approaching capacity utilization 

of our resources, our current account deficit is likely to 

grow and the net inflow of fundJ to the United States will 

increase. At the same time, such an increase in the current 

account deficit will mean that there is a strong U.S. market 

for the exports of other countries--strengthening their current 

account position and reducing the need for them to borrow in 

the first place. There might be less borrowing, but .there 

would be less need for such borrowing. 

At this time in fact, there is a net inflow of foreign _ ....,. ____ "'-.,......._~--~-
capital to the United States. Except for 1975, when special 

-"··· ---- -· -·--···-·,-· ,-.... ~"'-- .. ~.....---u.,, ~ 

circumstances dictated, the United States current account has 
---·-- -----------------..-··-··-~-...... --... --......-...; ----·· 

been in deficit since the increase in oil prices. Hence we 
._.... .... .,, --~ ..... ..... --, .... - .. ·--

have imported capital to balance our international accounts. 

The risk to our domestic economy of inadequate funds is minimal. 

Conclusion 

Mr. Chairman, we reject the view that the international 

lending activities of American banks are posing grave risks to 

the American economy or banking system. We believe, to the 

contrary, that thev have been remarkably successful in plaving 

a vital role in heloing to finance an unprecedented level of 

international trade, capital flows and payme nts imbalances 

and that they continue to enjoy such success. We can find 

~-·J...r 

I'c (; I/,: A\MJ; 

-
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no adverse effects of their activity on our own economy, the 

soundness of our banking system, the availability of credit for 

domestic purposes, or the entire world economy. 

To assure the maintenance\of such stability, the United 

States has adopted a six-fold approach: 

(1) A new energy program, to be announced by the President 

on April 20, which will help reduce over time the 

magnitude of the payments imbalances which must be 

financed between OPEC and non-OPEC countries. 

(2) Urging the non-OPEC surplus countries to take 

measures to adjust their positions, to reduce the 

financing needs of the deficit countries. 

(3) Urging the deficit countries to adopt prudent adjustment 
r 

measures, so that individual countries will not require 

an undue proportion of the total financing which is 

needed. 

(4) Support for the development of a system to provide 

more complete data on the economic and financial 

conditions of individual countries, so that lending 

by both private and official entities can be made on 

the basis of fully adequate information. 

(5) Consideration of augmenting the resources available to 

the IMF, and perhaps other international institutions, 

to provide adequate official financing for international 

balance-of-payments purposes and thereby to backstop 

the private system where necessary. 

. ' 
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(6) Debt rescheduling for individual countries when 

there is no other way to deal with their immediate 

problems. 
\ 

Within this policy framework, Mr. Chairman, we are 

confident in the continued stability of international lending 

by American banks. 



TO: 

FROM: 

SUBJECT: 

WORLD BANK/ INTERNATICt~AL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara . l.-1? ./7 / 

Bela Bal~~sa (through Mrl -<t~e~ 

Club de Dakar -- 3rd Plenary Meeting 

DATE: April 7, 1977. 

1. The enclosed English translation of the Final Documents of the 
3rd Plenary Meeting of the Club de Dakar, received with considerable delay, 
contains the conclusions reached at the meetings of the Club held last 
December. This memorandum briefly reports on the activities of the Club 
and the main resolutions contained in the document, which are deemed to be 
of interest for t.he work of the proposed Brandt Conunission as well as for 
the Bank. 

2. According to its Constitution, the Club de Dakar aims at finding 
practical solutions to problems arising in the relationships of developed 
and developing countries. Its guiding spirit is Mohamed Diawara, the 
Planning Minister of the Ivory Coast, and its membership consists largely 
of officials of Western African countries, and officials, economists, and 
businessmen in developed countries, with considerable concentration in France. 

3. The deliberations of the Club de Dakar differed from many 
North-South meetings in that there was little animosity expressed towards 
the developed countries and unreasonable demands, such as the indexation 
of commodity prices, received little support. The resolutions adopted 
reflect the view that the developing countries could best prosper in the 
framework of a growing world economy. This purpose would be served by 
liberalizing trade in the developed countries and by encouraging the transfer 
of labor-intensive activities to the developing countries, also involving 
foreign direct investment. 

4. In the course of the discussion, the main conflict appeared to be 
between resource-poor and resource-rich countries rather than between 
developed and developing countries. This conflict found expression in 
various demands made in the resolutionsof the Club, directly or indirectly, 
on the oil exporting countries. The relevant provisions include increasing 
non-reimbursable official aid to 5 percent of the export earnings of non­
industrial countries with financial resources (in practice, the main oil 
exporters); compensating developing countries for the increase in oil prices 
on the quantities they imported before the oil crisis from an equalization 
fund to be set up from contributions of all oil-producing countries; financing 
research on new sources of raw materials and their possible substitutes 
from the proceeds of a tax on the production·and consumption of raw materials, 
including oil; and reaching agreements among developing countries, possibly 
on a regional basis, on the sharing of part of the proceeds of raw material 
exports, again including oil . 

... 
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5. Bringing non-reimbursable official aid to 5 percent of the 
export earnings of the main oil exporting countries alone would represent 
a substantially larger proportion of their GNP than the 1 percent target 
for the developed countries. This target has been reaffirmed, extending it 

for the first time -- to the centrally planned economies. 

6. The resolutions of the Club de Dakar also called for the stabiliza-
tion of export earnings. In the discussions, emphasis was given to the favorable 
experience of the Common Market's STABEX scheme while it was recognized that 
stabilizing prices does not necessarily lead to the stabilization of export 
earnings. This may explain that UNCTAD's common fund scheme received relatively 
little attention at the meetings. 

7. While the resolutions dealt with issues on the world level, they were 
formulated with the interests of the small countries of Western Africa in mind. 
This orientation of the Club will be accentuated in the future, with the 
additional expansion of membership concentrated in countries in Western Europe 
other than France and in the Middle East, which latter may coptribute to the 
industrial expansion of the countries of Western Africa. 

8. The immediate problem facing the Club de Dakar is that of financing. 
While its annual budget is relatively modest ($400,000), contributions 
provided by the governments of the Ivory Coast, Senegal, and Tunisia cover 
only a part of it. Yet, the Club is worthy of support as, in eschewing 
demagogy and impractical schemes, it attempts to contribute to the economic 
development of small African countries. 

cc: Messrs. Knapp, Cargill, Chaufournier 

BBalassa:nc 



~ 
' 

-
INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 
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TO: Mr. Robert s. McNamara DATE: Apri~ l~\i/ ;f 
FROMJ 'liollis B. Chenery rJ./(. (";Xi_.XJ ,1.) 5'). 

SUBJECT: "25 Years of Development" y, ~ ~~ 

a paper reviewing J4_J ~ 
from a poverty 'l{l~~ 

1. I am enclosing a first draft of 
the experience of 25 years of development 
oriented viewpoint. 

2. We will of course be reviewing the paper, and it 
will be revised in due course. However, this is a subject 

(~~ 

on which a consensus seems less important than a fresh and - ~ 
yet comprehensive view, and we are therefore presenting it, /~ 0 
although it is still rough in form. You might like to read/1--vf :;· 
it now so that we can elaborate on any themes you wish to ' 
use in your speech to the Governors. _j_. '1 

• 

~L, ~ ..,-v ..._-

Attachment 77~ 11/ < vv~~-( 

cc: Messrs. Karaosmanoglu, Haq, and Mrs. Hughes f)
1
/:; < ?( Lt--) 
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TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara 

Hollis B. Chenery \ ~ 
DATE:March 29, 1977 

Report on the Status of the International Comparisons 
Project (ICP) 

1. I am attaching the "Second Status Report on the 
International Comparisons Project (ICP)" which we wish to 
send to the Board for information. This note was prepared 
by the Economic Analysis and Projections Department in 
response to requests from several Executive Directors 
for information on the current status of the project. An 
earlier report (No. 919) in similar format was circulated 
to the Board in November 1975. 

2. The report describes the work which has been 
done in "Phase II" of the project. This includes: the 
addition of six countries (including four developing 
countries) to the ten countries covered in Phase I; up­
dating the benchmark estimates of all the countries to 1973; 
and beginning the work on expansion of country coverage by 
less costly methods. The objectives of the final phase of 
the project, targeted for completion in 1978, include 
addition of 20-25 countries and further work on cheaper 
means of expanding the country coverage. 

3. The likely evolution of future work on interna-
tional comparisons is expected to take the form of a 
permanent program within the United Nations Statistical 
Office, with the support of a technical advisory group in 
which the Bank would participate. Several ways in which 
the Bank might contribute to this work, including research 
on some of the methodological problems involved in expanding 
country coverage, occasional data collection as a by-product 
of Bank economic mission work, and occasional publication 
are then suggested. 

4. You will recall that Professor Kravis and I held 
a seminar for the Board following the publication of the 
Phase I Report. We propose to wait until the Phase II 
Report is published late this year to decide whether 
another seminar should be held. 

Attachment 

HBChenery/HHughes:nff 

cc: Mr. Karaosmanoglu 
Mrs. Hughes 
Mr. McPheeters 

... 
). 
,!, /,.)0 
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I. Introduction 

1. This is the second report to Board of Executive Directors 
on the status of the InterI:!atim~al Comparisons Project (ICP). In 
the first report /1, emphasis was placed on the origins of the work 
on international comparisons, the development of the methodology 
adopted for the ICP, and comP.arison of the preliminary results 
available at that time with other ~stinating procedures, particularly 
those used in the World Bank Atlas. Circulation of the first status 
report was followed by a semipar on the ICP for Executive Directors 
on December 4, 1975, conducted by Mr. Hollis B. Chenery and 
Professor Irving B. Kravis, technical director of the project at the 
University of Pennsylvania. The occasion of the first status report 
and seminar was the publication by the Bank of the results of the 
first phase of the ICP, referred to hereafter in this note as the 
"Phase I Report." /2 

2. The purpose of the present note is to inform Executive 
Directors of the progress in the ICP during the past year and, in 
response to a number of inquiries, to identify some of the issues 
still outstanding in the work on international comparisons and to 
consider briefly how some of them might be approached. Thus, the 
emphasis in this report shifts from the past to the future. 

3. For the s~ke of convenience, work. on the ICP has been divided 
roughly into three phases. The first phase, which began in 1968 and 
came to a close in 1975 with the publication of the Phase I Report, 
was devoted primarily to the development and testing of the ICP 
methodology and its application to a limited group of ten pilot 
countries for the year 1970. In Phase II the number. of cou..>1tries coircred 
bas been expanded to-16, the original data revised and updated (to 1973), 
and work begun on the methodology required to expand both country 
coverage and coverage over time. In Phase III some 15-20 countries, a 
majority of them developing countries, will be added to the project 
and the entire set of benchmark comparisons will be updated to 1975. 

/1 "International CcmpP.risons of Income and Prod~.ct, Report No. 919, 
circulated to the Board under SecM75-809, November 21, 1975. 
/2 Kravis, Kenessey, Heston and Summers, A System of International 
~mparisons of Gross Product and Purchasing Power, Baltimore, Johns 
Hopkins University Press, 1975. 
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4. A preliminary draft report on the second phase of the 
ICP has been completed and is under review by the Bank and other 
sponsors. Al though it is not yet in fj_nal form and will not be published 
until later this year, a brief summary of some of the results is 
included in the second section of this tlOte. Sections three and four 
of this note take up in somewhat more detail two of the main problems 
which must be faced as the ICP itseJ.f draws to a close: developing 
methods to extend the cover2.c;e of the ICP to non-benchmark countries 
(Part III), and organizing future work on international comparisons 
(Part IV). The final Eection outliaes some of the ways i~ which the 
Bank might contribute to this work. Annex I contains a list of 
countries which have been or will be covered by the ICP, Annex II is 
an updated statement of the project's financial status, and Annex III 
shows the table of contents bf the Phase II Report to be published 
later this year. For the information of readers, Annex IV contains a 
brief overview of the ICP methodology as described in· the first status 
report to the Board, together with a simple illustration of both 
binary and multilateral comparisons. 

II. Phase II of the ICP 

5. The second phase of the ICP was introduced as an interim phase. 
It was designed to extend the country coverage of Phase I, to produce 
a revised and expanded set of benchmark comparisons, and to begin the 
development of a general methodology for updating these benchmark 
comparisons. Preliminary consideration was also to be given to the 
problem of finding less costly means for expanding the country coverage 
of the project. 

6. The collection and compilation of data for Phase II was 
completed during the~first half of 1976; analysis w~s completed 
during the second half of the year, and a draft report was circulated 
to sponsors in January, 1977. The draft was considered by the World 
Bank Publications Committee in February, and it was decided that the 
Phase II Report would be published late this year by the Johns Hopkins 
University Press in a format similar to the Phase I Report. f..1.. 

7. The Phase II Report contains revised 1970 and new 1973 estimates 
for the 10 Phase I countries, /2 and both 1970 and 1973 estimates for six 
new countries - Belgium, Iran, Korea, Malaysia, Netherlands and the 
Philippines. For all 16 countries and the two reference years, comparisons 
are presented for GDP as a whole, for the three main components of GDP -­
consumption, investment, and government, and for 36 subaggregates. The 
aggregated data, expressed in per capita terms, are shown below in Table 1. 
(Current price data from the appropriate World Bank Atlas for each of the 
two years are included in the table for reference.) 

J..1.. The table of contents of the Phase II Report is reproduced ir~ 
Annex II for information. 
j_g_ See Annex I for a summary of ICP country coverage • 

.. 
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Table 1: GNP / GDP pe r Q_µpit a , Atlas and ICP 
(Current U. S . ~i ) 

GNP Per GDP per capita Exch. Rate 
Capita Exchange Deviation 
(Atl as) Rate ICP Inc1.ex ------------ ·--'-----------------

Kenya 
India 
Philippines 
Korea 

Colombia 
Malaysia 
Iran 
Hungary 

Italy 
Japan 
United Kingdom 
Netherlands 

Belgium 
France 
Germany 
United States 

Kenya 
India 
Philippines 
Korea 

Colombia 
Malaysia 
Iran 
Hungary 

Italy 
Japan 
United Kingdom 
Netherlands 

Belgium 
France 
Germany 
United States 

(1) (2) 

150 
110 
210 
250 

3110 
380 
380 

1,600 

1,760 
1,920 
2,270 
2,430 

2,720 
3,100 
2,930 
4,760 

170 
120 
280 
400 

440 
570 
870 

1,850 

2 ,1150 
3,630 
3,060 
4,330 

4,560 
4 ,5110 
5,320 
6,200 

143 
100 
187 
265 

338 
397 
4o4 

1,036 

1,722 
1,897 
2,195 
2,431 

2,634 
2,7~0 
3,072 
4,854 

184 
129 
259 
379 

440 
628 
917 

1,598 

2,525 
3,764 
3,140 
4 ,1102 

4,608 
4,777 
5,535 
6,240 

1970 
( 3) 

303 
335 
572 
593 

858 
915 
975 

2,045 

2,326 
2,833 
3,027 
3,293 

3 ,3411 
3:483 
3,738 
4,854 

378 
404 
763 
932 

1,126 
1,185 
1,79'( 
2,796 

2,889 
4,022 
3 '7112 
4,239 

4,5 38 
4,695 
4 ,'789 
6,240 

(4) 

2.1 
3.'i 
3.1 
2.2 

2.5 
2.4 
2.4 
2.0 

1.4 
1.5 
1.4 
1.4 

1.3 
1.2 
1.2 
1.0 

2.1 
3.1 
2.9 
2.5 

2.6 
1.9 
2.0 
1. 7 

1.1 
1.1 
1.2 
1.0 

1.0 
1.0 
0.9 
1.0 

Sources: Column 1 - 1972 a nd 1975 Atlas; Colunm 2 - ICP f rom U.N. 

' 

Monthly Bulletin o f St atistics; Column 3 - ICP; Colu.."!L.~ 4-Column 
3 ...:. Column 2. 
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8. Ranking the countries by GDP per capita clearly reveals the 
systematic relationship between the ICP estimates and figures derived 
from a straight exchange rate conversj_on. The ratio of real to 
exchange-rate-based GDP per ca.pi ta, referred to in the ICP as the 
"exchange rate deviation index, 11 falls as real per capita GDP rises. 
As the exchange rate deviation index indj_cates, the 1970 real GDP 
per capita of the other 15 countries relative to that of the United 
States ranged fr~m 20 percent higher than indicated by the exchange­
rate-converted _figures in the cases of France and Germany, to more 
than three times as great in the case of India. 

9. The depreciation of the dollar vis-a-vis European currencies 
between 1970 and 1973 brought European/U.S. exchange rates into closer 
alignment with purchasing power parities; the exchange rate deviation 
index for all the European countries is closer to one in 1973 than in 
1970. The same is less uniformly true for the five lowest income 
countries in Table 1. For Korea and Colombia, two of the four countries 
with currencies that depreciated against the dollar, the exchange rate 
deviation index is higher in 1973 than in 1970. The large changes in 
exchange rates between the two years underline the unreliability of 
comparisons based on exchange rate conversion. The exchange-rate­
converted figures in the case of Germany, for example, suggest that 
per capita GDP relative to that of the United States rose from 63.3 
percent in 1970 to 88.7 percent in 1973. In fact, Germany's real per 
capita GDP (i.e . , rnea.sured in international dollars) declined slightly 
relative to that ~f the United States, frqm 77.0 percent to 76.7 percent. 
The latter result is much more closely in accord with the relative growth 
of the real per capita GDP (i.e., as measured in constant domestic 
prices) between the two years in the two countries. Real GDP per capita 
increased by 9.5 percent in Germany and 11.6 percent in the United States. 

10. The variation in the exchange rate deviation index from country 
to country means that the relative per capita income levels of the 
countrie s cannot be inferred from exchange-rate-converted GDP per 
capita. For only one pair of countries, however, does the ordinal 
ranking of the countries change when international prices rather than 
exchange rate conversions are used to value quantities. In both years, 
the use of international prices produces a higher per capita GDP for 
India than for Ken:·a, which is the opposite of the result obt ained when 
exchange rates are used to convert the countries' GDP to U.S. dollars. 

11. Readers of this note and the Phase II Report will notice some 
differences between the results of the work in Phase II and those 
reported in the Phase I Report for 1970, even though the sources of 
data and the methodology remain the same . These differences are due to 
several factors, but they fall essentially into two categories. First, 
there have been revisions to the basic national accounts of several 
participating countries, as well as improvements in the estimates for 
various components of the data as a result of the availability of new 
data or the correction of errors. Although these revisions have not 
been large in the aggregate, they underline the importance of constant 
review and strengthening of the data. base, particularly if the results 
are to be used for operational or analytice.l purposes· 



12. Second, the estimates of some of the data for the orie;inal 
ten countries have changed l iec s.use of t he inclusion of data for six 
new countries in the calculation of in t ernational prices. This 
problem was referred to in t he Phas\:! l Report ( see paragraph 3, 
Annex IV of this note, below), and bas been given more attention in 
Phase II. In particular, with the s.dci.tti8n of four developing countries 
to the sample covered by the ICP, a more disaggregated wei ghting 
structure becomes feasible for use in compensating for the effects of 
countries not included. In Phase I, a three-tier breakdown (very high, 
high and low) was used to provide aggregate weights for approximating 
the effect of excluded countries. /1 In Phase II this structure has 
been expanded to a fi ve..:.tier breakdown, in which each of the "super­
countries" represents a more .~ol!loe;enecus group of excluded countri es. /2 

13. As already noted, in addition to expanded country coverage and 
continued refinement of the ICPmethodology, Phase II had as an objective 
the examination of procedures for updating the benchmark comparisons. 
The Phase II report deals extensively with this issue as a methodological 
problem, and also contains a preliminary analysis of some of the results. 
With a complete set of benchmark data for two years (1970 and 1973), and 
additional data for 1967 for six countries, the ICP has estimated a time 
series of per capita GDP indexes for the period 1965-75. These estimates 
are shown below in Table 2. 

1'able 2: Approximate* Indexes of ReRl GDP ner Canita, 1965-75 

1965 1966 1967 1968 1969 1970* i971 1972 1973* 1974 1975 

Kenya 5.3 5.6 5.5* 5.6 5.8 6.2 6.2 · 6.1 6.1 6.3 
India 6.9 6. 6- 6.8* 6.6 6.7 6.9 7.3 6.7 6.5 
Philippines 11.5 11.6 11.3 11.3 11.3 11.8 12.0 11.9 12.2 12.8 14.o 
Korea 8.6 9.1 9.5 10.2 11. 7 12.2 13.1 13.3 14.9 16.3 

Colon.bi a 17.1 16.6 16.5 16.5 16.8 l'{. 7 17.9 18.0 18.0 19.1 
Malaysia 18.9 18.5 18.2 19.0 20.1 
Iran 15.5 15.4 16.4 17.3 18.2 20.1 22.4 25.0 28.8 
Hungary 34.3 35.1 37.3* 37.7 39.8 42.1 43.l 43.6 44.8 49.l 

Italy li1.1 41.0 42.8 43.8 45.3 47.9 47.2 46.1 46.3 48.6 
Japan 41.6 42.9 47.3* 5Cl. 5 54.7 58.4 60.6 62.4 64.5 64.6 67.0 
U.K. 63.9 60.7 60.5* 60.0 59.4 62.4 62.0 60.2 60.0 62.0 62.5 
Netherlands 60,5 58.2 59.7 61.0 63.4 67.8 69.1 68.3 67.9 71.3 71.4 

Belgium 61.6 59.8 60.8 61.2 64.o 6E-.9 70.1 71.4 12. ·r 77.2 
France 62.8 62.4 63.7 64.2 61.6 71.8 74.1 74.6 75.2 79.5 
Germany 69.8 67.4 65.S 67.9 71.6 77.0 77.3 76.2 76.7 79.1 80.7 
U.S. 100 100 DO 100 100 100 100 100 100 100 100 

• All 1970 and 1973 figures and the 1967 figures marked 'lolith an asterink rcpr!:'ct:nt f'Jl2. 
scale IC? esti~a~es. All other fi£ures are approximations derived by extrupolations 
and interpolations. See text. 

fl. See Phase I Report, P. 71 ff. 
1.£.. In addition, the base for calculating supercountry weichts has 

' been updated from the 1972 World Bank Atlas to the 1975 edition. 
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14. At the aggregate level, one updating method considered in 
Phase II is analoc;ous to tha.t used in the World Bank Atlas and 
elsewhere to link time series and to move estimates forward from 
an established base year or period, i.e., the use of real (constant 
price) growth rates or indexes. The Phase II Report points out, 
however, that this approach, while satisfactory for measuring 
rela.ti ve changes in real output , ove1·lcoks the effects of changes in 
the terms of trade, which would have to be taken into account if the 
measurement of income were the objective. This, in turn, requires 
measurement of relative changes in.purchasing power parities. For 
this purpose the ICP has used relative changes in GDP deflators at the 
aggregate level; it was this approach which was used to estimate the 
indexes shown in Table 2. A similar procedure is now being introduced 
into the calculation of GNP peT capita in the World Ba.cl: Atlas and 
lending program guidelines in order to adjust exchange rates after a 
devaluation. The Phase II Report recognizes that such adjustments 
should be made at a aisaggregated level given the rapid changes in the 
structure of international prices in recent years. However, aside from 
a brief consideration of the data requirements, analysis at a more 
detailed level is left to Phase III. In linking the benchmark estimates 
for each country with two or more observations, a forward extrapolation 
was made from the earlier year and a backward extrapolation from the 
later year. After weighting the years closer to the benchmark years 
more heavily, an average of the two extrapolations produced the 
interpolations for the intervening years. 

15. Work on cheaper means for extension of the country coverage 
of the ICP began during Phase II. While early results appear 
promising, they are still too preliminary to report in this note. A 
consideration of some of the problems which must be overcome is in­
cluded below in Part III. 

III. What Remains to be Done 

16. The third phase of the ICP actually began late in l974, when 
discussions leading to the participation of additional countries were 
undertaken with national authorities. In Phase III, 20 to 25 countries, 
a majority of them developing countries, will be added to the project, 
and a new round of benchmark comparisons centered on 1975 will be 
prepared for all participants. With the completion of Phase III, now 
targeted for mid-1978, what has always been thought of as the "research 
phase" of the ICP will be concluded and work on international comparisons 
will assume a different character. There is little doubt that upon its 
completion the ICP will have accomplished its original objectives, and 
that it will prove to be a major contribution to economic thought and 
understanding. The project represents the culmination of more than four 
decades of continuous effort to find more reliable and theoretically 
acceptable means of measuring comparative incomes. While further 
improvements and refinement will undoubtedly be ma.de over time, the 
essential tenets of the ICP methodology are now well established and 
empjrically tested. 
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17. With the basic methodology established and tested, with 
a time series of benchmark estimates prepared, and with initial 
work on linking these benchmark c.ata for updating purposes well 
in hand, there remains one major area to which attention must be 
turned as the ICP itself draws to a close. Specifically, if the 
knowledge and experience bained from the project are to be applied 
to the wide range of operational ~nd research requirements of the 
international community, methods must be found to extend the coverage 
of the comparisons to countries outside the ICP sample, and regular 
updating must be undertaken. This is not to say, of course, that 
the final ICF results will not be of great value·even if no further 
vork were done. On the contrary, the methodology is already being 
put to use for operational purposes, /1 and it is likely that the 
detailed data developed in the course of the project will provide the 
raw material for years of research in both theoretical and applied 
economics. 

18. For more general purposes, what is required is a set of 
comprehensive annual comparisons covering all or most of the countries 
of the world. The expansion of the system to a large number of 
countries by the present methods will at best take a long time, and 
it is not at all certain that the resources will be available to do 
the job. Even with the most optimistic appraisal of the future for 
work on international comparisons, it is unrealistic to believe the_,; 
the methods used for the ICP sample can be applied to all countries; 
some will be unable to supply the requisJte data, others may not be 
willing. The question that arises now and which will still be with 
us for the foreseeable future is whether the experience' and data of 
the ICP can be used to produce better estimates of real GDP per 
capita than exchange rate conversion for countries for which benchmark 
ICP estimates are not available. We will be in a b_etter position to 

· · answer that question at the end of Phase III, when there will be 
comparisons for 30 or more countries. Already it is clear from the 
data of the 16 Phase II countries that pairs of countries with not 
too similar per capita incomes can be compared more meaningfully 
using adjustment factors based upon ICP data tt.2.J:1 on exci1ange rate 
conversions. 

• 

19. In the absence of a comprehensive set of annual comparisons of 
real GDP per capita, there have long been efforts to fill the gaps by less 
expensive and time-consuming methods. These methods normally have fallen 
into two general cate~ories: the "reduced infon:,Etion II approach, and the 
"short-cut" approach. As the name implies, the reduced information 
approach tries to carry out ICP-type price and quantity comparisons 
with less data than the approximately 400 prices and 152 expenditure 
categories required in the present ICP approach, and/or with more easily 
acquired data such as those in published sources. There is a wide ranGe 
of possibilities, extending from a full scale approach based on a somewhat 

/1 An example is the work currently under way in FAO to apply the 
ICP methods to a new system of global agricultural production indexes . 
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smaller number of price observations and a less detailed breakdmm 
of expenditure on GDP, to the us e of a very much reduced set of 
price and expenditure data someti!lles covering only consumption 
rather than GDP as a whole. 

20. A major difficulty in k!lowing what to make of the comparisons 
produced by the different versions of this approach is that there has 
been no adequate standard against which the results could be assessed. 
With the availability of the ICP results, however, it becomes possible 
to make some systematic comparisons between the full scale results 
and results obtained from a data set less complete than that used in 
the ICP comparisons. For example, in Phase II some limited· experiments 
were performed for the ten Phase I countries in which expenditure 
categories were aggregated into 29 categories and only half the prices 
~ those with the highest frequency of country representation -- were 
retained. When this reduced information was used to make binary 
comparisons, the resulting Fisher quantity indexes for 1970 were 
within 10 percent of the full scale binary comparisons, although the 
relationship between pairs of countries not involving the United 
States were not always so close. Nevertheless, the reduced information 
results are much closer to the full scale results than the comparisons 
based on exchange rate conversions. 

21. The encouragement to be derived from these results is, 
however, diminished bJr doubt that the econo!!!ies gained b;y this d-= e;ree 
of data reductio~ would be substantial enough to meet the problem in 
most of the countries that will not have been covered by the end of 
Phase III. Just halving the number of prices still necessitates a 
distribution of the price comparisons over the entire range of GDP, 
including capital formation and compensation of government employees. 
The former is an area for which statistical offices- usually find price 
collection very difficult, and the latter one in which there is often 
a surprising paucity of nationwide (central and local) data on 
compensation by occupational category. Reducing the burden on the 
expenditure side by seeking a less detailed expenditure distribution 
would save only a relatively limited amount of time on the part of 
national statistical offices. These reductions do not go far enough 
for small countries with little statistical capability, and it seems 
unlikely that such halfway measures will prove to be worthwhile in 
large and complicated econo~ies such as those represented by most of 
the Ph~sc I countries. Even if the larger margins of error for GDP as 
a whole prove to be tolerable, the errors can be expected to increase 
with disaggregation and thus to diminish the usefulness of the comparisons 
for major components of GDP. As the real problem will be mainly at the 
low income extreme, even more extensive reduction in information 
requirements may turn out to be necessary, especially for economies 
that are small and simple as well as poor. Plans are being formulated 
for further experiments with reduced information methods during the 
course of Phase III. 
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22. In view of the fore goin~ , the other approach -- the so-called 
"short-cut" method -- takes on added significance. It may well be 
that, at least for aggre gate GDP, the only feasible method for 
obtaining purchasing powe r parity estimates covering most countries 
of the world in the foreseeable future will be some sort of short-
cut procedure. Several such methods were outlined briefly in the first 
status report of the ICP . /1 Work on short-cut methods generally 
falls into two categorie s:-( 1) estimate s based essentially on monetary 
indicators (such as exchange-rate-converted GDP), and (2) estima~es 
based on physical indicators (such as steel production, fcod ~onsumption, 
or stock of telephones). David's "rule of four-ninths," for example, 
is typical of the monetary approach. /2 Income comparisons among the 
countries of Eastern and Western Europe carried out by the U.N. 
Economic Commission for Europe are among the more elaborate physical 
indicators studies. 

23. Until now two basic problems have seriously hampered work on 
short-cut methods. First, as noted above, there has never been an 
adequate set of benchmark comparisons. While the OEEC studies of 
Gilbert and Kravis in the 1950's were the best produced before the ICP, 
they dealt for the most part with more developed countries, and the 
results were alnost certa.5.nly distorted to some degree by the fact 
that data collection took place while many of the participating 
countries were still rebuilding war-damaged economies. Second, although 
most of the f1,11da.rn.ental concepts have been wit h us for a. long time 
and are well und~rstood, there has never. been a thoroughly satisfactory, 
empirically tested system for explaining the difference~ in prices 
which exist among countries. 

24. The ICP will, for the first time, provide the necessary 
benchmark data for countries over a broad spect rum .of relative: 
incomes. In additi~n, work is currently under way in the project 
to examine some of the theoretical requirements of short-cut methods, 
and to test the results against a gradually expanding base of solid 
ICP estimates. In this work both monetary e.na. physi cal indicators 
are being used, with initial emphasis on the relationship between 
real (ICP) and nominal (exchange rate) GDP, and the degree to which 
this relationship is influenced by the openness or isolation of the 
economy relative to the rest of the world. Early results of this work 
appear promising and it will continue in Phase III. 

IV. Institutionali zing th~ Work on International 
Comparisons 

25. Pulling together some of the issues already discussed in 
this note, it is clear that to convert the momentum generated by the 
ICP into a longer range , more operationally oriented effort there are 
four primary tasks: 

/1 See Annex I, parac;raph 5-7, and the bibllography. 
/2 In a widely read article which appeared in the Economic Journal 
in 1972, P.A. David postulated a rule-of-thumb which states that the 
difference between the U.S. und the other country's real per capita 
income is only about four-ninths of the difference as expressed in 

, nominal (or exchange rate) terms. 
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a. The system of benchmo.rk estimates shouJd be 
expanded r;ruclu~ll:r to co,re:r a J :,rr:;er .,;unplc of 
(' . ' , .. ' 

b . Concn:-Lc: 1:,ctl10c1...; need to ;.:,c establisl1cJ and 
[,Ut i nto 07icra.ti on to CXl)G.11<1 COl ntnr COVCrl::.fC 
bcvoncl the: benchmark :::; 3J 1ple usiur; less cxpensi ve 
procedures . This will i!lvolve &n oncoinc: research 
effort. 

c. The set of benchmark estimates will have to be 
kept up to date through repetition of full ICP-type 
comparisons from time to time ; a rotating system in 
which each country would be updated at intervals of 
five to ten years has been suggested. 

d. A system of annual updates, at least for aggregate 
GDP, will have to be instituted covering both benchmark 
countries as well as those for which estimates are 
derived by other methods. 

26. In other words, the "project" will have to become a "program." 
In essence, this is what the United Nations has proposed, with the 
:::oncurrcncc, in principle, cf -the Wo:rld B::mk and othe:r spo:iscrs. v.Thile 
it will take som~ time to work out the dGtails, the general outliDes 
of such a program are already taking shape. First, the~e is almost 
universal agreement that the best location for a permanent international 
comparisons program would be within the structure of the U.N. 
Statistical Office, headquartered in New York. There are several reasons 
for t his, a.r:1ong the:n the facts that ( l) the u,'JSO has already acquired 
a great deal of experience in the substance of the work, ( ~) such 
work would complement and benefit from other UNSO programs in national 
r,.ccounts and prices, and (3) the UNSO is the only competent agency with 
tlce necessary ma::.:c,te to collect statist ics from all cour:tr ies of 
t h~ r.~orlc., incJ l'. ~ ,,c:; those with centr:.. .lly-plannec. econor.:iecs . The 
UWSO has inc ll,c~cd a request ~::Jr c~-~Ji-::.ic:,2.l post s in its 1978- 79 budcet 
to establish the necessary core staff at U. N. headquarters, and the U.N. 
will be approachinc; several developed ccun-f:ry mer:ber c;overnments for 
additional funding of some $1.5 million to enable the ICP to be fully 
integrated into the UNSO work program. An advisory group of technical 
experts would assist the UNSO during this phase. 

21 . Another ele1,1ent of the pr0grru11 w1der consideration wi thin the 
Unitf'd N:i.t:i.ons is the need to further develop thP. wo r l~ on j nternati onal 
co1!,1;ari:3011s on a l'l:~;iou:.tl l>::wis . This will crit., :·,.il [,l'i.':..t~:c..:· reL·ocni Lion 
' .. ""'f 1·t 1 .'"io11:,.~ 1·~..,,:ui.·.,, .. ··:1L..:> ,.n,1 cjr1.~~er~star1L·~:; jn t,~1t· ~ ... ;oJ>C: [.i.'!.l contt,nt. 
o:~ t.!J' ,.-,,1·'·: , :11:d : _:;:·:-i>1 :r al :-:o L;:c' dcv,-..:01w:~'nL of rc ;, jorn;l 11ro/TU1"':· . . 
11

·, 1 i'-: L,.":. : ~.~l:: 1 .t' v~· 0x:1·1.~.;.j1 __ -,!1 oC t.11t: ,.:11·1:. in t 1·1 is dircc1 Inn wi.11 be 

L:1cc,uc.il c0l) }'l~1-.'.1Lil'rl ,,i. 'vh the U. :I . rc~;_-:ion:i.l c<.:ouo:d c con:lllis:~j un:, anci Vie 
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re5ional development b::mks. Work on intcrn2.tional comparisons has 
been under way for some time in thf-~ LaLin J\merican r eGion , when~ 
both the U .N. Economic Cornrnis::;ion for Le.tin faJUerica and the Inter­
Americ::tn Development .Ga.nk have taken an interest. Similarly, the 
U.N. ECE, the CMEA, and the Common Market Commission h::i.ve been 
involved in sor.i.e :J.spccts of the ICP work on European countries, and 
re6ional organizo'.ltions in other p::i.1--cs of the world have expresscc.. 
an interest in the project. 

28. The U.N. Statistical Office intends to undertake a review 
of national and internationalrequirements for informat ion of this 
kind, taking into account the procedures and methodology established 
and the results achieved by the ICP. On the basis of this review, 
detailed proposals for a permanent international comparisons program 
will be drawn up for consideration by the Statistical Comrr..ission of 
the United Nations at its twentieth session early in 1979. The 
Commission has strongly endorsed the ICP since its inception, and 
approval of the UNSO proposals is expected.~ /1 

V. The Future Role of the Worli. Bank 

29. Since the beginning of the project in 1968, the Bank has 
been a ~teady supporter of the ICP. As indicated in Annex II, by the 
completion of Phase III the Bank will have contributed more than 
$600 ,000 to the project budget (auout 24% of the total cost); in 
addition, Bank staff have made contributions from time to time in 
coordinating the project, and arranging for staffing, fund raising, 
and editing and publishing the ICP reports. Th~ role of the Bank as 
a major sponsor is generally considered to be a significant factor in 
the success of the ICP. 

30. The Bank's direct, financial support of the ICP has been 
funded primarily through the research budget. However, as the 
research phase of the ICP comes to a close and the transition to a 
permanent U.N. program be~ins, dependence on this type of financing 
,::.. ll no lonber ·he ap_prorJriate , and o"ther support is therefore being 
scught as already indicated . The Bank ' s general contribution to the 
IC:? ,ii.2.1 tb.l-~e the form of me:r.ibership in the techr.ical advisory group . 
In addition, the following specialized participation is envisaged: 

a. Research . There will be a continuing nc2c for 
research on international co~parisons, both in the 
methodological area (short-cuts, etc.) as well as in 
the ar,~lication of the results to other areas of 
econo~ic analysis and development pol icy. So~e of 

loi,:;ically be carrie: <i. out in- 1101;.s~ "-.Jy P.-::-:n.t econ,Jnic 1.1.nd. 

/1 In its report to the Economic and Social Council on the 
nineteenth session, held in New Delhi in November , 1976, the 
Statistical Commission "expressed very strong support for contin­
uation and expansion of the ICP, the results to date being considered 
most useful." 
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and statist i cal staff. Other aspects will be more 
theoret i cal j_n nuture and would be ent irely appropriate 
i'c,r r,,'.:r·:,n ·:: liurl:·,;t ; ·1,nd j n 1'. . 

'b . :r:~1::10_c0_;1_1_,~..:t;j 01':. . I n t h0 C'0U r f'C o: norr:tal ope:r:· i.ti ons 
Dc.1.nk s LLl. .i.. l' v i,.;i t. vir :,,rnlly e·r2ry 1:1e:, .':.ic r country eve ry year 
c,r so . A co'l;"mon ob,jec ti ve o -:· eve ·;·f economi c mi ssion is 
upd:.... t,ing t r,e .S:.1.nk ' s info:rmation on membe r countr i e s ' economi e s ; 
fr equently , specialized statist ical staff ar e assi ~ned to 
econonic n,iss ions e~<clusi vely { 'or thi s p Ul'lJO~e . Un,:0r 
certain circunistances it could be feas ible to expand the 
data coll ection mandat e uf Ballk s t aff to i nclude collection 
of data r equired f or updating or strengthening the inter­
national comparisons data base. In some cases this wolLld 
require little additional effort by Bank staff but would 
provide a major contribution to the comparisons work. 
A trial mission in one country will be undertaken this year. 
The success of this approach will depend to some degree on 
the development of a simplified data collection manual, which 
is one of the objectives of Phase III. 

c. Publication. The Bank has been the publisher of the 
major ICP report s to date, and would probably want to 
continue par t icipation in this aspect of the work, both in 
order to contribut e to the :prog!'e.rr.. a.YJ.d to ensure the wi d.est. 
possible dip s emination of the results to the development 
community. In addition, it is likely that a t an a:;,pr~;='.·r'i.:'.te 
stage the Bank will wish to begin publishing annual I CP- "~:--pe 
estimat es in conj unction with other i ncone data i n such 
docmnents as the Atlas and the Worlc. Ta~)l es . 
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Annex I 

ICP country Cover~e by ·Phase and Region· 

Phase I Prw.s e II 

Developed Countries: 

France Belgfom 
Germany Netherlands 
Italy 
Japa.n 
United Kingdom 
United States 

Centrally Planned.: 

Hungary 

Develcpi~~ Countries: 

Africa. Kenya ---

America Columbia 

Europe 

Asia India Iran 
Korea 
Malaysia 
Phili£pines 

Total by Phase 10 6 

Cumulative 'l'otal 10 16 

/1 Discussion initiated w:ith national authorities 

J.1. Strong prospect for inclusion. 

' 

f'h; ,. ,_. TIT - --- - - - -----~-

Firm Posi:;jt, J c/1 

Austr:ia 
Denmark 
Ireland 

Poland 
Romania 
Yugoslavia 

Ghana/2 Cameroon 
Malawi Ivory Coast 
Zambia Madagascar 

Tunisia 

Brazil Argentina 
JeJTJaica.l?. Peru 
f.'cxico St. Lucia 
Uruguay 

Spain 

Pakistan Indonesia 
Sri Lanka Iraq_ 
Syria Jordan 
Thailand 

18 10 

34 li 11 



.!_ntC'rn:1U'."ln:1l C<?r.1pn_7.::j,;on Project 
Expcnditun' n1 1d Funrbn '.~ , F'Y l9 G8 --7S 

(Thousands of U.S. dollars) 

I , ~ - : I • . \ ~: '._ ' : :· .! 

,\nn c•:·; 1) 
(Revised) 

Tot:11 

--- --- --------·- --- -~-- . -- ---··---··--- - - . . - ----·----

CC'n tr:il Sta :f 

UN Statistical Office 
'l.'..:.i t ;:;. l 

Data Collection 
ICP St aff 
Technica l Services /2 
Country Surveys 

Total 

Computing and Overhead f..l. 

Total Expenditure 

FUNDI?JG 

International Agencies 
I.B.R.D. 
U.N. 

Total 

C;.y•~nTr'·-1P..nts 

1: c~ t.11 ·2: · l 2 1 · ~: ~~; / L, 
·--

rn :i. :: eel St ... ~ t0.3 

OLiler s i f. 
Total 

I -I .J 

Private Or~anizations /7 

Total Current Funding 

i~o t t.!\'._: i l.::l,le ~lL\)Qr.:lt._~I:1 . 

P ; rs, _­

v l..J .. . • .) 

* 
;':. 

160.3 

144.4 

1,187.2 

212.6 
261.5 
474.1 

150.0 

151,. 6 
21.0 

325.6 

390.0 

1,190.6 

07. 'l. 

25.(-

47 .1 

28. 2 

238.9 

90.2 
36.5 

126.7 

20.0 
61.0 

Lf0. 0 
13.0 

134.0 

260.7 

86 . 3 
111.1 

?S . S 
Gr· ,-

0 , 0 

1 2 . 0 
106.2 

55.8 

359.5 

130.0 
37.5 

167.5 

53.5 
64.0 
22.5 
40.0 
].{.. s 

194.5 

362.0 

J 31. () 

21 . 7 
2. c::~ . . ' 

21 . 0 
150.5 

41. 3 

406.8 

90.0 
39.9 

129.9 

44.1 
67.1 
67.0 

(40.0) 
30.3 

248.9 

0n .er 
l!J).1 
' l ,.., ,..., 1 
, ~ _ ) '; • ..J.... 

'"''· r: ; . _, 

t 1 . G 

86.1 

40.7 

356.9 

90.0 
Lf 2. 7 

132.7 

44.0 
70.7 
28.6 

(lf0 . O) 
4.5 

187 .8 

378.8 320.5 

u(K; , ? 
8 8(). !; 

-. ,..( l ,, 

_. _ ' • ... : l.• ., • t 

550.2 

310.4 

612.8 
lf1 3 . J. 

l,03G . 9 

162.0 
412.8 
118.1 
Jllf. 6 
\~~ • .'3 

1, (J: C. ,_, 

390.9 

/1 
Ti 
/'!, 

P.:irti.:illy cstina tcd; cic t: 5 • ,_r; c· ;· t: 1 .:ire not avo. ilab le for al l years prior :.c ;'' J ''7:) . 
Includes consultants a nd direct cos ts of field experts and in-kim1 u,nc c: l ,. : ; ,·1: 

Tncluc r:: notr cst:ic tr.:-1v0], trnn,d.:1ti0n S('r'.'1.CC'<":, office r:1\ ')')0rt and other nv,·:.·l!( 

I • 1 ! , f· .. , ' . I ._ :_' .; :·: . : .. • rl J [-.", 1 i' : :_,. ,_: 

/5 Excludes in-kind contributions FY1968-74; assumes continuation of present annual 
commitment. 

/() TncluctC's Dc>nmnrk, Httn".:irv , Non:;iy . 
// 1\ ':·J :' ,, 1":,'. .1:.lnn ( J.~ -"1. <: ) ,'nJ St1c L1 l Sc j,· nc~ J:c~;t_•::rcli Counci l (G.O). 
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1. The ICP comp arisons arc carr ied out in teros of final cxr cnditurc on 
G:lP 
, -
I• - • ./ • C' ~ :_· -:.i :- __ .: : ( :. _: ~· I1 ~- _: =~ ·: - ~ -~ .: ..J, . ._::: ... \ : ., - 1- ·~r \,)' c,. : . . t • ,. 

c... _· l.=:J <lcLaileG. c c1te~ ... o rie!J , is e.stablis:.ec . 1-J_nL:J C!:: 1c'r:L:iru~~c 1 er E·c!.c i~ cuL!! tr: 

i11cl t!(:cd i s nllocc:. t cJ t o t ~:c.~se TC~-:, c ~ t e ;·o rics . i or r.ost Le !_ .:..i.:_ec.! c :1Le ,. cn·Le!; , 
the procedure is to compute the purchas in; power p.J. rity based on from one to a 
do~~n representative ite~s in c c nsu~~t i on , and t !1en t o c btai~ n quan t ity 
conpa rison for the catezory by dividinr tl1e PPP i~to the exn cndi t~re r .J. t io 
( fa:- c;ic.:1 c our .. tr y c o:.-.? ~r-e~ "-it!1 t he 1;·ni t c 1...~ Stc:t e.:>) . ': lit: r e.sulls o[ pr~c.c 
and quantity comparisons o f t he 153 detailed categories are then a gcre0 at ed 
into 3!, " s ur:mar/' c a tc ~ories (sue', as ,-c.:-'.: , t r :1nsport e qui pnent ), t he t ' irce 
eai::. a ;_;f r ezat es (cc ns u,:~tion , c :-·,:: ::. &l fc :-:-·c,::Lcn, and governnent), and C'iJP i t­
s (::_:- . 

2. ~::e ICi' presents results both of the traditional binary comparisons 
:::_. £ • • b2. c-.1e en pairs of countries -- and of new multilateral cor1parisons in 
,;.;:_:..:._: all countries are considered simultaneously. Binary comparisons involve 
conputation of two quantity indices, one based on the first country's weights 
(or quantities) and the other based on the second country's weights (or 
quantities), at a comr:ion set of prices. Usually two such comparisons are 
made, one using the first country's prices and the other the second country's. 
As these will ordinarily be different the geometric nean of the two results, 
Fisher's "ideal" index, is also given. Binary comparisons are relatively easy 
to understand, and their results are not affected by the presence of a thiro 
country. However, for international institutions such as the World Bank, the 
multilateral comparisons are more useful as they compare all ,the countries 
included simultaneously. They require developing a single set of weights 
representing a group of countries which are then used for all comparisons, 
thus avoiding the ambiguity inherent in the binary comparisons. 

3. For multilateral cpmparison, the ICP has established a list of critical 
tests and, after experimenting with many possibilities, has adopted a system 
which yields two sets of figures: purchasing power parities for each country's 
currency, and "international prices" for each commodity (or group of cor..modities). 
With these prices direct comparison of PPP between two countries gives the same 
result as a comparison of the ir PPP's relative to that of a third country (which 
is not true of a simple binary system). The resulting comparisons are thus 
said to be transitive, or circular. However, there is still another problem. 
The i nternation3l prices are averages of the country relative prices for each 
commodity category, weighted by each country's quantities. Without any cor­
rection of these weights, the international prices and therefore the estimates 
of r cr capita GDP would depend on whic11 countries har, pen to fall in the SP t. 

Therefore the ICP has modifi ed t hes e "ei; hts in an e f fort to m::i.ke the countr:;_es 
included represent the various countries in the world that are not included in 
the set. These representative countries , referred t o in the ICP a s ''super­
countries'', each carries as its weight an equal share of the tot.J.l GDP of the 
excluded countries assigned to its income group, or tier. Total GDP of th e 
tiers (three in l'ha s e 1, five in Ph:.ise II) is oht:i i ncd from d.'1t::1 publis hed in 
the \:o rl cl J;:1111 : .\t J .1s . 

' 
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An Illustration of Binary and MuJ t.j J 'lternJ Cor.rparisons 

1. Introduction . 'l'hc purpose of t:1is note is to illustrate 
purchr:~;: r.c. pc·,;er pccrHies (PPP) /1_ with }::,'pothctical data. 
binary PP~'s ; Section II presents the Geary- YJ1<J.!nis procedure 
cor:parj son; 2.:-d Section III sw;,.mari zes the results. Let u s 
theticc.l world of three countries, A, Band C , and only tvo 
and bread, with prices and quantities as presented b elo,.r in 

the corn1:u.tr~t.5 on c,f 
Section I deaJs with 
of r!;ul til;:i.t,:-n:J 
b e~in with a hyro­
c o1:unodit i cs , ?11·~2 .. t 
Table 1. 

Table 1: Basic Data 
. 1 

Country A Country B Country C 
Quan- Pesos Quan- Fran cs Quan- Dollars 
tity Price Exp. tity Price Exp . ·tity Price Exp . 

Qa Pa PaQa Cll) Pb ?h(;'!) Qc :Oc ? c Qc 

Meat · l 10 10 2 5 10 4 3 12 
Bread 10 1 10 12 1 12 15 1 15 
Total Expenditure P 20 F 22 $ 27 

I. Binary Comnarisons 

2. To obtain the binary co1::parisons, we nceo. to compute each country's 
expenditures at er,ch other ' s pric~s . They a::-e prcc:·cnted below in Table 2. 

Table 2: Total Expenditures at Each Other's Prices /a 

Quantities 
Qa Qb Qc 

Pa 20 32 55 (pesos ) 
Prices Pb 15 22 35 (francs) 

Pc 13 18 27 (dollars) 

/a For exarnple , the total value of the quantities of A at 
pric( s of :l , ft.<~.1 = 15 fre.:1cs; ?c.Qc = S5 pesos ; 
PcQb = 18 dollars, etc. 

3. We apply the various definitions of the binury f'PP r-.r1u p~·c:seni. the 
r csul ts in r::i!'t A of 'l\:li] e 3 . f1.,1·t B of 'l'o.bJ c 3 ~-)irn,; s the cx-r,,,:,dj turr :::; o f 
c c,u:,~ 1·v 1\ ~-nd !3 j n tci·:·t:~ c:' the ·c1trre1.ey n f connt rJ C, c:o lJ :~r~., u:~in r-: v: 1~·io::::-: 
L't""n\·~"' ~'", ~i;..~L ~ .. :~"-·tc ~· .. , . r~,;!t.: 1..·,.:..;t cc.~:.t!~ 1n , (.:~·=c~~;,~:r~.e r· '.t( · (1,,vjatior: indc-:-: , j~: 'l 

n!cu.-urc o~~ distortion crc:lted by use uf c:-:ch:u,,'.C rate when cc1q .·t1·cd wi LL tl.:' 
11 idc;:i.J. " FPP . 

f1... l'urch:1::in(, l\,,.,,.:r l 'a r1 ty j :; d,-~fi11-x1 :1:; 
11 Ll1c numhcr of unj ts of nni.:i onc>.l 

,c-u1T,· ncy n.'~u.i.rrJ. to h uy f~cods eriu i vn.lcnl to tho:..;e wld ch can be hou1:i1'., 
.;i lh one unit of t!tc: bm;c cu:Tcncy ". 

• 
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PPP (A/C) 

~able 3: A - Purchasiris Power Parities 

Base 
Country 
Quantity 
Weights 

(1) 

PaQc 
, PcQc 

Own 
Country 
Quantity 
Weights 

(2) 

PaQa 
PcQa 

- 20 --

Fisher "ideal" 
J (1) X (2) 

(3) 

\/ 2.037 X 1.538 

Market 
Exchange 

Rate 
(4) 

Annex IV 
Page 3 

Exch. rate 
Deviation 

Index 
(3) + (4) 

(5) 

3 + 1.770 
, (Pesos 

per 
dollar) 

= 22. 
27 

= 2.037 

13 

= 1.538 = 1. 770 3.0 = 1 . . 69 

" 

PPP (B/C) 

/ 

(Francs 
per 
dollar) 

PPP (A/B) 

(Pesos 
per 
_franc) 

/ 

PbQc 
PcQc 

= 35 
27 

= 1.296 

PaQb 
PbQb 

= 32 
22 

= 1.455 

PbQb 
PcQb 

= 22 
18 

= J..222 

PaQa 
PbQa 

= 20 
15 

= 1.333 

V l. 296 x 1. 222 2 + 1.259 

= 1.259 2.0 = 1.59 

V 1.455 x 1.333 1.5 + 1.393 

= 1.393 1.5 = 1.08 

B - Expenditures in Country C's Currency (dollars) 

.A,t Country C's At Own At At Exchange Rate 
Quantity Quantity "ideal" Market Deviation 

·Weighted Weighted PPP Exchange Index 
Prices Prices Rate 

Country A 20 + 2.037 20 + 1.538 20 + 1.770 20 + 3 11. 30 + 6.67 
= 9.82 = 13.00 = 11.30 = 6.67 = 1.69 

Country B 22 + 1. 296 22 + 1.222 22 + 1.259 22 + 2 1 7 . 4 7 + 11. 00 
= 16.98 = 18.00 = rr .47 - · 11.00 = 1.59 

4. Binary comparisons depend on the choice of a base country. If we have 
n binary PPP of pesos per dollar anQ another binary PPP of francs per dollar, 
' ' . can we infer the binary PPP of pesos per franc? The answer is no. 



.. 

,_ 

For example, taking 

(a) PPP(A/C) 

(b) PPP (B/C) 

(c) PPP (A/B) 

But 1.770 + 1. 259 

(a) + (b) 

"ideal" PPPs (from Table 3) 

= 1. 770 pesos/$ 

= 1.259 francs/$ 

= 1.393 pesos/franc 

= 1. 406 f. 1. 393 

,/ { C) 
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i.e.,PPP(A/C) + PPP(B/C) :/ PPP(A/B). 

This result is referred to as lack of tra.nsitivity or circularity or base 
country invariance of the binary comparisons. 

II. Geary-Khamis Multilateral Comparisons 

5. Using the same basic data as in Table 1 above, the Geary-Kha.mis 
method involves the computation of: 

(1) "International prices" for each commodity; 

(2) Purchasing Pbwer Parity {PPP) for each currency. 

But (1) cannot be computed without (2) and (2) cannot be computed without 
{l); hence they must be determined simultaneously. Mathematically, it 
involves laying down conditions to be satisfied, setting up a system of 
equations, and then solving~the system. 

6. Conditions to be satisfied: 

Ca) For each commoditv: 

{i) Divide expenditure at national prices by national PPP to get 
adjusted expenditure. 

{ii) Add adjusted expenditures. 
(iii) Sum should equal total quantity multiplied by the international 

price (international price is the quantity-weighted average of 
PPP-adjusted national prices). 

(b) For each country: 

(i) Use international prices to get expenditure for each commodity 
at these prices. 

(ii) Add to get total expenditure at international prices. 
(iii) Sum should equal total expenditure divided by PPP (PPP is the 

ratio of total expenditure at national prices to total expendi­
ture at international prices, i.e., the expenditure-weighted 
average of the ratio of national to international prices). 

,· 
, · 

.. 

• 
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7. Equations. Denote: 

( i) 

(i i ) 
(iii) 

'l'o 

To 

intcrnntion:i.l pri ces by Pl , P2 for conunodities 1 anJ 2 
(mc..:ot nml bread ) ; 
PPP' s by P.!'P.::: , ITPb, FPT-'c fo r cc,mtrics A, B and C; 
Reciprocals of PPP 's by Ka, Kb, Kc; 

satisfy condition ( a ): 

lOKa + lOKb + 12Kc = 7Pl (1) 

lOKa + 12Kb + 15Kc = 37P2 (2) 
, , .. 

satisfy condition (b): 
, 

Pl + 10P2. = 20Ka (3) 

2Pl + 12P2 = 22Kb (4) 

4Pl + 15P2 = 27Kc (5) 

One of these equations is redundai,t . This is e::_ ily seen . Ac.d ( l) 

,. 

and ( 2). 
Also add, ( 3), ( 4), ( 5). The two sums are the sLlnG . So c.~·.::p e:,.·.:: c·e:u::.-:.:. ic!'l. 
However, since PPP I s ar.e ratios, we can use one country as 1:c:_::-.e,·c.ire . I"ut 
Kc (say)= 1. We then have four equations and four unknowns Pl, P?., KA, Kh. 

8. Solution: 

Pl = 3. 6781 (international price of meat, in dollars) 

P2 = 0.8192 ( international price of bread, in dollars) 

Ka = 0.5935 (PPP A/C = 1. 6849) 

Kb = 0.7812 (PPF B/C = 1. 2801) 

Kc = 1 (PPP C/C = 1.0) 

9. Revised accounts. To satisfy condition (a) at national adjusted prices: 

Count r y A Countr;y: B CountrJ C 
Total EX.E_. Adj. Exn . Ad.i . Exo . Adj. fxn . 

Me at 25.75 5.93 1.81 l?.00 
Bread 30 . 31 5.93 9.37 15.00 

:>G . oG 11 t,;;-
. • 0 I n .19 2'{ . CJO 

• 



I • • -

To satisfy condition (b) at international prices: 

Country A Country B 
.Total Ex:p. £'.!.. Vvp . Qb ~ 

Mea.t 25,75 1 3.68 2 7.36 
Bread 30.31 10 8.19 12 9.83 

56.06 11.87 17.19 

Annex IV 
Page 6 

Country C 
Qc Exp . 

4 14.11 
15 12.29 

21.00 

10. Price structure. National price structures can be compared with the inter­
national price structure by dividing the national prices as adjusted (NPA) by 
PPP by the international price (P): 

Country A Country B Country C 
p NPA Ratio NPA Ratio NPA Ratio 

Meat 3.68 5.94 1.61 3.91 1.06 3.00 0.82 
Bread 0.82 0.59 0.12 0.78 0.95 1.00 1.22 

11. Circularity of Geary-Kha.mis. In contrast to the binary results, the 
Geary-Khamis PPP is "circular" or "transitive" or "base-country invariant". 
To see this we recompute international prices with country Bas tne numeraire. 
Then 

Pl= 4.7076 in francs 
P2 = 1. o48o in francs 
Ka = . 1596 (PPP (A/B) = 1. 3165~ 
Kb = 1. 0000 (PPP (B/B) = 1. 0000) 
Kc = 1.2798 (PPP (C/B) = .7814) 

These new PPPs and interuational prices (P's), denominated on Country B's 
currency (francs) would also satisfy conditions (a) and (b) in paragraph 6 
above. The new round of calculations gives us PPP (A/B), pesos/per franc, 
which was not given in the first round. But for Geary-Kha.mis, it was not 
necessary to go through the second set of computations, since PPP (A/B) can 

• be computed from PPP (A/C) ana PPP (B/c): 

(i) PPP (A/C) = 1.685 (pesos/$) From computations with Country 
(ii) PPP (B/C) = 1.280 (francs/$) C as muneraire. 

(iii) PPP (A/B) = 1.316 (pesos/francs) From computations with Country 
Bas numeraire. 

But (iii) is also equal to: 

PPP (A/C) + PPP (B/C) = PPP (A/B) 

or 1.685 + 1.280 = 1.316. 

III. Summary of Results 

12. In Table 4, we present the various PPPs and express each country's 
expenditure in a common currency, dollars. The ICP uses line (d) in preference 
to o.11 others. 

\ r•- - .. ~ """'"""'~t"T"' • -.,. • \. _.,.. . ' 
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.. 
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Table 4: Total ~zpcnditur.:..£§_ 

---- ·- ·-----
(', l':; •. : · : ·-- ;:.., :_! ~ .• :~.' ~j Cc.1"...: ... ., .... . r 1: - - -·· -··-- _ __... _____ - ·--·-· - ------- -· -- -·--

DolJ c,rs ?-;:::~cc::11.. LJolle.r ,-; ~ e r cent no11 .3,·c; l'f'rc,·nt -----------

(a) At country C's que.ntity 
wej :~htcd prices 9. 62 36.4 16.98 62.9 27 100 

(b) At own ~U.3.nt ity ,;eiGhted 
prices 13.00 48.1 18.00 66.7 27 100 

(c) At Fisher "ideal" PPP 11.30 41.9 17.47 64 .7 27 100 
(d) At Gcary- Khruni s PPP 11.87 h4.o 17 .19 63 .7 27 100 
(e) At mart:.ct cxche.nge rate 6.67 2Li . 7 11.00 40. 7 27 100 

I 
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TO: 

FROM: 

SUBJECT: 

WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara, Preside~!.,/' 
Through Mr. Hollis B. Chenery 'Jr ., ; 
A. Karaosmanoglu, Dir., Dev. Policy !} II . 

The Adequacy of International Liquidity 

DATE: March 29, 1977 

On the basis of a conversation with Mr. E. Sturc, 
I reported to you in February that the IMF was preparing 
a review of the liquidity needs of the world. I also 
reported that it would have a five-year perspective. 

Attached is a summary of the paper referred to which 
came out last week. As you will see from the summary, 
the final version does not contain a long-term perspective. 

Attachment 

AKaraosmanoglu:mb 

cc: Mrs~ Hughes 
Mr. P. Wright 



Suanary of IMF Document SM/77/62, March 21, 1977 

The Adequacy of International Liquidity 

1. This paper assesses the adequacy both of credit facilities which 
are available from the IMF to its members and of reserve assets which 
heve been or may be needed by its members. Despite its guarded language 
this paper makes some far reaching proposals -- that quotas in the 
Fund be increased up to one-hundred· percent -- that SDR allocations of 
up to $9 billion per year be made beginning in 1978 and -- that access 
to the Fund's facilities be considerably liberalized. The arguments 
used are persuasive. 

2. The Fund's facilities are available to its members in more or less 
fixed proportion to their quotas. Consequently, what is involved is the 
judgement of t h e staff about the adequacy of quotas. This is in effect 
part of the Seventh General Review of Quotas which must be completed by 
February 1978. Another question is whether additional reserve assets 
should be created by the Fund by an allocation of SDRs to its members. 
If he believes that an allocation will be necessary during the five year 
basic period 'beginning January 1, 1978' the Managing Director may so 
propose. His proposal must be made no later than June 30, 1977. 

3. The paper deals at some length with the relative advantages of 
credit facilities, which are conditional and must be repaid, and "owned" 
reserve assets, which are freely at the disposal of the country which owns 
them. Generally IMF credit facilities give rise to charges only when 
used and the charges are modest. Holding reserves entails an opportunity 
cost, and, because they are mostly held in short-tern1 instruments, the 
return on them can be expected to be lower than the opportunity cost. 
But the paper relegates these consideration to the backgr·ound, pointing 
out that both credit facilities and reserve assets are required. The 
central argument about reserves is that they must be large enough to en­
able members to avoid policies which are likely to be damaging to them or 
to others when confronted with "the payments disequilibria that inevitably 
arise." But t:he need for reserves can be reduced if (conditional) credit 
is available in "adequate" amount. Adequate amounts are defined as 
amounts which would induce members to accept the Fund's conditions. 
At present, t he amounts of credit to which members have access are not 
believed to be so. 

4. With very simple statistics the Fund staf f argues that even though 
credit facilities have increased relative to quotas, quotas have declined 
so greatly in relation to imports and payments imbalances that there is 
a strong prina ! acie case for an increase in 1978 (see annex 1). The 
paper suggests that an increase in quotas of 75 - 100 percent (over the 
level which will be in effect at that time -- when the increase decided 

\ 

.I •' 
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in the Sixth Review has been made) would be desirable. This would be on 
the order df $35 - 45 billion. It also concludes that access to credit 
should be increased (i.e., liberalized) and says that a paper is being 
prepared on this subject. 

5. The estimate of need for the creation of reserve assets is less 
precise. The paper suggest that reserves at the end of 1977,which is 
forecast,would be "reasonably adequate" and should grow with the growth 
of world trade. Using a "base" for world trade of the equivalent of 
$173 billion (during 1977, as forecast in the recent World Economic 
Outlook), growth of trade within the range 5 to 7 percent would suggest 
annual allocations of SDRs in the range of the equivalent of $6 - 9 billion. 

6. A recurrent theme in the discussion of reserve creation is the 
desirability of making SDR' s "the principal reserve asset'.' in the inter­
national monetary system. Another theme is the need for adjustments to 
imbalances which are as little disruptive as possible of the country . 
which is obliged to make them and of its trading partners. 

7. The paper also argues that the availability of private credit has 
permitted governments to obtain reserves by ..borrowing from commercial 
banks and using the borrowed funds to increase their official foreign 
exchange reserves. It points out that the extent to which "non-oil" 
developing countries have done so in 1976 and are ey:pected to do so in 
1977. In this and otl1er ways, these countries have "maintained their 
aggregate rates of reserves to imports better than the developed countries" 
(see annex 2). Nevertheless, it would be preferable, the Fund staff con­
cludes, to substitute new "owned" assets (by the creation of SDRs) for 
these "borrowed" assets in the future. In addition, very considerable 
increases in IHF quotas and more liberal conditions of access to IMF 
credit facilities would create a more stable environment which would 
reduce risks which are inherent in increased use of connnercial credit. 

8. Finally, the paper suggests that special arrangements to borrow 
might be made in order to assure members that the Funds resources be 
sufficient to their needs pending final, formal agreement on all of these 
matters. 

JWSaxe/as 
3/25/77 

_.,. 



Annex 1 

I m p o 
Ratio of quotas to 

rt s Payments imbalances: 'l:./ ..._ ______ _ 
World total 78 members 78 members ----------

1956-60 10.4 11. 9 1/ 135 1/ 

1961-65 10.5 11.4 '};_/ 168 !/ 

1966-70 9.6 10.0 139 

1971-75 5.9 6.0 55 

\ 
" 

\. 

1/ Refers to 60 countries for which data are continuously 
available from 1956 on, and which were Fund members from 
at least 1961 on. 

!:./ Sum of balance on current and capital account,and errors 
and omissions. 
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Annex 2. 
y 

Ratio of Reserves to Imports, 1966-75 

(In per cent) 

Other Major Other Less 
Industrial Developed Oil Developed 

World Countries Countries Exporters Countriesl/ 

1966 37 40 31 43 27 
1967 36. 38 . 29 46 28 
1968 33 34 30 45 28 
1969 30 30 30 43 28 
1970 29 . 28 28 43 29 

1971 32 33 33 52 28 
1972 33 37 48 63 32 
1973 34 31 47 59 34 
1974 26 21 29 78 25 · 
1975 28 22 26 . 93 23 

Source: The figures are those given in Il1F Annual Report, l97€ (Table 16) • 
1/ Reserves are centered quarterly averages for the years shown. 
2/ The figures for "other less developed countries" in this table inciude 

a number of nonmembers for which aggregate imports are substantial but reserves 
are negligible. The ratio for lcEs developed Fund members alone (excluding 
major oil exporters) is several percentage points higher in each year than 
that shown above. 

.. J 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
y't- :,/ , ~;,h 

TO: Mr. Robert S. Mc~ ra 

FROM: Hollis B. Chenery ~ 
SUBJECT: Debt Study 

DATE: March 25, 1977 

1. Peter Cargill and I have discussed the debt 
paper, and we propose to prepare a revision that will take 
his concerns into account with his help and that of his 
staff. 

2. As we would like to incorporate the findings of 
a current B.I.S. survey of OECD bank claims on developing 
countries, we propose to delay the presentation of the 
study to you for up to 4 weeks, when the B.I.S. has 
indicated that initial results will be available. If the 
B.I.S. results are delayed, we will proceed without them. 

HHughes:nff 

Cleared with and cc: Mr. Cargill 

cc: Messrs. Haq 
Wood 
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TO Mr. Robert S, M~~~CE MEMQRAND~~• 1::::. ~ ~ 
FROM: Hollis B. Chenery ~ /u Pf: c ; 

~~ SUBJECT: Issues Paper on Rural Non-Farm Employment 

The paper examines ways in which the Bank's operations can be 
brought to bear on the question of increasing the economically productive 
employment and earnings opportunities open to rural people. There are 
four main points that I should like to draw to your attention. 

1. 

2. 

3. 

The paper documents the quantitative importance of 
non-farm work, in both peak and slack seasons, as 
a source of employment and earnings for rural people; 

Rural non-farm activities are shown to provide a wide 
range of goods and services essential for agricultural 
development and for increasing living standards in 
rural areas; 

The paper examines how various policy instruments-­
infrastructure, vocational training, technical 
assistance, banking and credit, and marketing and 
other services--can be used to stimulate the develop­
ment of rural non-farm activities; 

4. The paper concludes that non-farm rural activities 
should not be treated as a separate sector for 
lending operations. Rather, it is recommended 
that the better approach is through (a) greater 
attention to non-farm components in "new style" 
rural development projects, (b) support for small­
scale enterprises in rural towns as part of the 
lending program outlined in the recent DFC paper 
on this subject, and (c) increased emphasis in Bank 
lending for infrastructure investments in rural areas and towns . 

At the PRC Staff Level Review of the paper this approach received 
general support. It was also agreed that analysis of the magnitude and 
significance of non-farm rural activities which the paper provides will 
be useful to the operating departments in the formulation of lending 
programs and the design of specific projects. 

Since the conclusions of the paper do not pose major questions 
for overall Bank policy it may not be necessary to schedule a formal 
discussion of the paper by the Policy Review Committee. I would recommend 
that it be distributed for information to members of the PRC and subse­
quently to Executive Directors. 

DAnderson:MWLeiserson:mf 



Mr. Robert S. McNamara 

hollis B. Chenery 

AID Comments on Bank Research 

March 23, 1977 

I think you will be interested in the state­
ments beginning on page D-57 of the attached AID report 
to Congress, which comments on the Bank's work on income 
distribution. 

Attachment [Socio-Economic Performance Criteria for Development, 
February 1977, AID; to be returned to HBC] 

HBC.i.1enery: nff 
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Mr. Robert S. McNamara February 16, 1977 

l!ollis B. Chencry 

25 Years of Economic Development and "Prospects 1977"_ 

25 Years of Economic Development: A Review of the Exr.erience 

1. The outline for this Review is attached. I will 
review the draft in early April and forward it to you by 
l.pril 18. 

2. We will suggest an:<l further work that may be required 
on this subject at that time. 

3. We propose a paper of 20-25 pages covering the 
meuiura term outlook (in contrast with but complementary to 
the Fun~ short term Outlook), and outlining the principal 
policy issues that arise out of changing global perspectives. 

4. A draft format of tables will be prepared by Paul 
Meo and submitted on May 2. 

5. A Department draft will be completed by May 31 and 
will go to you on June 7. A detaileu timetable, taking account 
of the time when firm 1975 data becomes available, and when 
1976 data can be incorporateu, is attached. 

6. I suggest that the final form that this paper should 
take be aecided after we receive your reactions to the draft. 

HBChenery/HHughes:nff 

Attachments 

cc: Messrs. Karaosmanoglu 
Haq 
Shilling 
A. Schwartz 
Meo 



REVISED OUTLH1E 

Twenty-five years of econo::.ic d~ve~opment: a review o: 

the exped.enc1:. 

I. Aim 

What has been the experience of developing countries with economic 

development over the past quarter-century? Has development "succeeded" or 

11f ailed11 ? The aim of this paper is to take a first cut at. assembling and 

evaluating the evidence bearing on these questions. 

The paper does pot attempt : 

(a) to survey the history of ideas about development (Paul Streeten's 

recent paper doeD this); 

(b) to identify patterns of development or structural change (Kuznets 

and Chenery-Syrquin have done this). 

II. The Changing Objectives of Develo.£.!!lent (this section will be brief, but 

documeuted) 

To evaluate the developwent experience, it is first necessary to 

examine the objectives to which development efforts have been directed. 

Largely as a result of changes in p~rceptions in the developing countries 

themselves, since the early 1970s there has been_,a radic~l shift in the literature 

of economic development. It is now considered that the conventional focus on 

maximizing G~P per capita is too narrow and that: j t ought to be rr:odifi2d by 

incorporating other objectives related :o poveity reducticn -- improving income 

distr1bution, increasi1:g employment, fulfilli.ng "basj c needs 11. Some obsf':rve>rt, 

argue that the "discovery" of these .1.dditional objec,ivcs js :tn fncl tl 



. " 
- 2 -

rediscovery of issues which were quite central in the early objectives of 

economic development. Seen in this historical context, the recent increase 

in concern with poverty reduction is the central concern of development. 

III. The Evidence on Development, 1950-1975 (this will be the bulk of the 

paper) 

In the light of the above remarks, evidence will ~e presented not 

only on GNP growth rates, but also on income distribution, employment, and 

basic needs. 

.. 

A. Internal objectives 

1. Growth of GNP, GNP per capita and population control. 

2. Improving income distribution. 

·3. Decreasing unemployment. 

'•. Fulfilling "basic needs": 

(a) nutrition 

(b) water supply 

(c) shelter 

(d) literacy 

(e) health care 
\ 

(f) clothing 

B. Internati~nal objectives 

1. Diminishing the gap between rich and poor countries. 

2. Decreasing dependence ~nd increasing self-reliance. 

(a) relations with rich countries 

(b) concentration on few cor.unodities 

(c) dependence on few markets 

(d) foreign assistance 

(e) debt 



... 

For each section (S) in Part III an attempt will be made to cover 

the following sub-sections: 

S.1 The data 

S.-1.1 Cross-section (problems, findings) 

S.1.2 Time series (pro~lems, findings) 

S.2 Conflicts between this objective and others 

S.2.1 Theoretical problems 

S.2.2 Empirical evidence (regressions etc.) 

S.3 Alternative ways of achieving the objective -- uhat has 

been done re cost-effectiveness, feasibility, etc. 

S.4 Implications for the future. 

IV. Conclusions and Imnlica.tions 

,Are t.he poor better .off than they were 25 years ago? Absolute pcvcrty --

numbers, shares; relative poverty? Success in some countries and regions, less 

in others. Today's prospects for the future as compared wi.th those of 25 

years ago. 

D. Morawetz/H. Hughes 
February 15, 1977 

\ 

.; 



February 28 

March-April 

April 29 

... 

PROSPECTS 1977 - TIMETABLE 

Decisions on composition and regional grouping for sample 

panel; on universe, and on table output forms for sample 

panel and aggregations. These are to be summarized in a 

memorandum from Hughes/Shilling to Chenery. 

a) Preparation and updating of Sample Panel models, 

including contact with Regions. 

b) 1975 will be the base year as all debt and World Table 

data; updating to 1975 for the Annual Report will be completed 

by the beginning of April. 

c) Historical time series will be merged with projections 

so that summary tables for each country and for aggregations 

~~-11 be ready in 1975 dollars. 

d) Revisions of SIMLINK and initial parameter estimates. 

(Shilling/Schwartz) 

A full set of merged tables will be available as a basis of 

analysis. 

a) Format of final tables to be submitted to you on Hay 2. 

(Meo) 

b) Review of data and revisions where necessary; final data 

to be produced for Sample Panel countries by May 23. 

c) Final estimate of SIMI.INK parameters to be completed 

by May 23. 

d) Analysis and policy implications: 

First draft 

Department draft 

(Hugh es/ Shilling/ s·chwart z) 

... 
' 

May 15 

May 31 
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June 7 

June-July 

August 1 

~ . 
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"Prospects 1977" draft to you. 

a) 1976 data will be used to update wherever available. 

b) Further drafting as necessary. 

Final Department draft. 



. ' ' 

j 

TO: 

FROM : 

SUBJECT: 

II -r. ~ ii 
.y I I y ,, Y~. ~ J)rt l.v4J. 

AS SOC I AT I ON RECONSTRUCT I ON AND DEVELOPMENT CORPORATION 
INTERNAT I ONAL DEVELOPMENT I I NTERNATIONAL BANK FOR I INTERNAT I ONA L FI NANCE -

OFFICE MEMORANDUM ,-5;_,A~,~~ 
v .. ]"~r 

Mr. Robert S. McNamara DATE: February 10, 1977 

\ IL1 ''\\ ~ 
Hollis B. Chenery \...rvv ~ 

Review Panels on Research -1{___,JJ,. "];>"..._....._. 

1. I have periodically discussed wit~ he des1~a ~ y·~....,,, 
of having groups of outside experts review Bank research and 
policy in major areas, and we have agreed to move in this 
direction at an appropriate time. This proposal is given a 
concrete form in this year's Annual Report on Research 
(paragraph 1.33) where we state that the most fruitful way, 
not only of evaluating research per se but also of observing 
the interrelationship between research and operations, would 
be to evaluate a group of completed projects on similar or 
related subjects en bloc. We further state that at some time 
during calendar 1977, when the first such bloc would be ripe 
for review, "it is intended that the research output under 
the selected heading would be reviewed by an outside panel, 
somewhat on the lines of the external advisory panel on 
population projects and research". This memorandum concerns 
the implementation of this proposal. 

2. There appear to be four main issues: 

(a) The scope of each panel's work. 

(b) The composition of the subject panels. 

(c) The need for an overall advisory group 
concerned with development research and 
policy as a whole. 

(d) The selection of subject panels for the 
next 12 months. 

The Scope of the Panel's Work 

3. For most f~elds of Bank research I would propose a 
narrower scope than that of the Berel~©n panel, focussing 
on research in relation to operations and policy rather than 
on all the Bank's activities including research. This more 
limited objective may not, however, be suitable for all 
sectors. In education, for example, the CPS has under 
consideration the possibility of a more comprehensive review, 
along the general lines of the Berelson panel. There is 
clearly no point, in such sectors, in having both. 

r ._ 1-7 
• .... J"t 
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Composition of the Subject Panels 

4. The Berelson panel had five members, which seems to me 
a good size. The chairman should be a person of unquestioned 
stature who can find sufficient time to devote to a serious 
study. The success of the population panel can be attributed 
to the fact that the chairman fitted this description. 

5. Two other attributes should be considered in selecting 
panel members. There ought to be at least one member whose 
experience is mainly on the policy rather than on the research 
side. It is also important to have at least one member who 
has a reasonable working knowledge of the Bank. We are not 
concerned solely with the merits of the research undertaken, 
but also its relevance to Bank operations and policy. 

The Need for a General Advisory Group 

6. The idea of an outside review of all research undertaken 
by the Bank as put forward, at least implicitly, at last 
year's annual meeting on research. A review of all the Bank's 

• research activities and their relationship to the Bank's opera­
tions would be -an extremely formidable task. I think it is 
almost out of the question to ask highly qualified people to 
undertake such a task in advance of reviews of particular 
subjects. I therefore think that this possibility should be 
ruled out. 

7. A second option would be to appoint a small group of 
"wise men" who would oversee the work of the subject panels. 
The terms of reference and the composition (or at least the 
chairman) of the subject panels would be discussed with them. 
The findings of the subject panels would be transmitted to 
them and their comments would be invited. Ultimately, they 
would be asked to participate in a more general review. 

8. While this is a more attractive option than the first, 
I think there are several things against it. First, I would 
envisage a cycle of review panels of at least three years. It 
will be hard to obtain a commitment over such a period from 
any group of the stature that we would want. Secondly, we 
should consider the first several reviews as experimental. We 
may well wish to change the procedure as we go along. Moreover, 
as pointed out earlier, some panels might combine a review 
of both operations and research. In other words, we should 
not foreclose the possibility of an eclectic approach nor of 
changing our approach as we go along. 
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9. My preferred option is to leave the question of a 
general advisory group open for the time being. If it were 
decided in a year's time that such a group would be desirable, 
very little would be lost from their not participating in the 
first two or three subject panel reviews. If we decide that 
there are more satisfactory ways of fulfilling these purposes, 
we would have avoided creating a superstructure which it would 
be embarrassing to dismantle. This option is all that is 
proposed in this year's annual research report. The Joint 
Audit Committee in its meeting on January 28 expressed a 
favorable opinion of the idea. 

Schedule of Panels 

10. A subject which would be a good candidate for a review 
panel this year would be income distribution and employment, 
which are closely related. The first phase in income distribu­
tion research in the DRC--data collection and preliminary 
analysis--will have been largely completed by September 1977, 
together with a number of other studies in the field. While 
the identification of a comparable stage in the work on employ­
ment in the Development Economics Department is not so clear­
cut, a number of studies in the employment field will have been 
completed by that time. I would tentatively set October 1977 
as a time for this group to meet. 

11. We are discussing two other possible candidates with 
CPS. The most promising is the field of public utilities. A 
number of studies on investment, design and pricing issues have 
been completed and there are some under way in the electricity, 
water and telecommunications sectors. A review of this field 
would be a desirable complement to that on income distribution 
and employment. A second possibility would be a review of 
transportation, which would probably include both operations 
and research. 

12. These appear to be the best possibilities for 1977. 
Once the general lines along which we are to proceed are 
agreed, I propose that Mr. Baum and I prepare a schedule for 
this year with preliminary suggestions for extending it into 
1978. 

BBKing/HBChenery:nff 

Cleared with and cc: Mr. Baum 

cc: Mr. B. King 
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TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE. MEMORANDUM 
Mr. Robert S. McNamara DATE: February 10, . 1977 

Hollis B. Chenery ~ 
Visit by Mr. Beltrao of the International Coffee Organisation 

Mr. Beltrao is visiting you at 6:30 p.m. on Friday, 
February 11. His main purpose is to brief you on the world 
coffee situatio~. He may also mention his need for Bank 
staff advice in connection with an appraisal of the world 
situation which the ICO Secretariat has to prepare for its 
Council session in September 1977. 

Current Situation 

World supply and demand were already in tight 
balance and stocks were low when the 1975 frost in Brazil wiped 
out a large part of the 1976 coffee crop and reduced the 1977 
prospects. Events in Angola and, to a lesser extent, Uganda 
also affected the flow of coffee. The result has been that 
coffee is now in somewhat short supply and prices are over 
$2 per pound. Fears are being voiced that they may rise 
further, particularly if any of the major producing countries 
experiences bad weather. Presently, prices in real terms 
are close to the peak reached in the early SO's. 

U.S. Interest 

A Congressional Subconunittee, chaired by Benjamin 
S. Rosenthal (D-L, N.Y.), has scheduled hearings on coffee 
prices for February 22 and 23. Among other things they wish 
to know if prices are being manipulated in any way by vested 
interests. Bank staff (Conunodities and LAC} have provided 
available information to the staff of the Congressional 
Committee. Our judgement is that high prices have resulted 
from the tight supply situation. 

Bank Assistance to ICO 

Mr. Beltrao has requested Bank staff participation 
in a meeting to discuss the analytical framework for their 
proposed study on world supply and demand outlook and the 
long range effects of high prices on production and consumption. 
We propose to accept because these issues form part of our 
regular work and the ICO study will be useful in connection 
with our forecasting work. We may also offer pooled informa­
tion from the country economists that the Commodities 
Division compiles annually. However, we do not intend 
(nor is ICO asking) to embark on a joint study on the subject. 

... 

.. 



Mr. McNamara - 2 - February 10, 1977 

. Mr. Shamsher Singh will be available to take notes 
of your meeting with Mr. Beltrao, if you so wish. 

cc: Mrs. Hughes 
Mr. Shamsher Singh 

. _ _,; 

SSingh:HBChenery:di 

,• 
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TO: 

FROM: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

~ 
INTERNATIONAL FINA~..._Cf...___. __ _ 

CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. Mc~ra 

Hollis B. Chenery \~ 

DATE: February 1, 1977 

SUBJECT: Debt Data Coverage 

A. Public Debt 

1. The Bank's Debt Reporting System (DRS) reports in 
detail borrowing of more than one year's maturity which is 
public or publicly guaranteed by the borrowing country. It 
covers member countries which are currently borrowing from 
the World Bank or IDA. The information obtained is carefully 
checked against DAC lending country data. 

2. The resulting data base provides a firm basis for 
debt and debt service analysis and projections. It is made 
ava~lable annually in the World Debt Tables (last issued on 
October 31, 1976). Country data---rs-updated as it is processed, 
and updated country sheets are made available to Bank staff, 
lending agencies, banks and similar interested institutions 
to widen the information available on developing countries' 
debt. 

3. The staff of our External Debt Division assists 
developing countries in the collection and analysis of debt 
information. Annex Table A indicates the missions carried 
out in FY75 and FY76. 

B. Private (non-guaranteed) Debt 

4. Since 1971, the DRS has also included a requirement 
that private borrowing be reported, albeit in less detail. 
Since this is sensitive information, only 16 countries provide 
or publish information (see Annex B), and it is not sufficiently 
detailed to permit us to make debt service projections for the 
future. 

5. To fill this gap, we have been making estimates of 
private non-guaranteed debt by computing the difference between 
net public borrowing (as reported to the DRS) and total net 
borrowing reported to the IMF in balance of payments sub­
missions. We also use national sources of information about 
Argentina, Brazil and Mexico. This approach has provided sound 
total estimates of private non-guaranteed debt for the princi­
pal borrowers. These are included in our forthcoming study 
of the indebtedness of developing countries, which gives 
estimates of developing countries' total debt by category 
through 1976. 
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6. With the increasing importance of private non-
guaranteed borrowing, we consider this estimation process 
inadequate. We have therefore begun a study of the feasi­
bility of extending the DRS to include private non-guaranteed 
debt. To evaluate the costs of various approaches we are 
investigating the degree of detail required in the coverage 
and the extent of technical assistance to reporting countries 
that will be necessary. Some of these costs can be absorbed 
by increasing the efficiency of the DRS system in dealing 
with public debt. It will not be possible to avoid some 
additional staff time and travel costs, particularly in the 
early years when our start-up costs must be met and when 
countries will require a great deal of technical assistance 
to place their private non-guaranteed data on a firm basis. 

7. The design of the extension and our consultation 
with the principal reporting governments will be completed 
during 1977. This will in itself add to our information and 
enable us to proceed to regular reporting. 

Attachment 

HHughes:nff 

cc: Mr. Cargill 
Mr. Knapp 
Mrs. Hughes 
Mr. Saxe 
Mrs. Paulson 



TO: 

FROM: 

SUBJECT: 

WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mrs. Helen Hughes, Director, EPD 

Jo W. Saxe, Chief, EPD/IF J\...JS 

DATE: January 31, 1977 

Private Borrowing by Developing Countries - Extension of the DRS 

1 . The basic requirement of our debtor reporting system (DRS) is 
for very detailed reporting, transaction by transaction, of borrowing abroad 
by any member country which is currently borrowing from the l{orld Bank 
or IDA. This requirement for detailed reporting applies only to borrow­
ing with an original maturity of more than one year, which is public or 
publicly guaranteed. The instructions for reporting to the DRS include 
a less explicit requirement that private borrowing be reported but only 
in broad aggregates. This requirement was incorporated in the revised 
instruction issued to reporting countries in 1970 in the hope that it 
would bring useful information into the . system. But the aggregates 
which have been reported (by sixteen countries)l/ cannot be incorporated 
into the more detailed information we receive about public borro~ring. 
For example, the aggregate information on private borrowing is insuffi­
cient to permit us to make· projections of service payments due in the 
future. Moreover, we have not had the resources either to enforce the 
existing requirement or to help member countries to meet it as we do in 
the case of reporting on public debt. 

2. Until recently, we have made do with ad hoc e.stimates. These 
have been made by computing the difference between net public borrowing 
reported to the DRS and total net borrowing reported to the IMF in 
balance of payments submissions. In addition, we have found usable 
national sources of information about private borrowing in three 
countries .Jj 

3. These estimates and national sources are useful but are 
insufficiently reliable for the increasingly dE!'tailed analysis of external 
debt which we have been making. However, during recent years, a number of 
countries with the assistance of the Bank and Fund have increased their 
capacity to collect and report information on debt and on capital flows.1_/ 

4. Consequently, we came to believe that we should make a thorough 
study 0£ the extension of the DRS by the inclusion of borrov.1ing from 
private sources wit:hout a public guarantee in sufficient detail to make 
it compatible "rith the main body of information in the system. Some 
developing countries may have mixed feelings about reporting on private 
borrowing to the Bank. For this reason alone, a study and carefully 
conducted discussion with them are an essential first step . Because it 

1/ Listed in Annex A. 
2/ Argentina, Brazil and Mexico. The estimates appear in the draft of 

The External Indebtedness of Developing Countries. 
1_/ A list of thE:' countries which have r eceived assistance from Bank staff 

during 1975 and 1976 appears in Annex B. 
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can be shown that the inclusion of this information in the DRS is in 
the interest of the borrowers, we do not doubt that most of them will 
agree to take the next steps. 

5. The extended system would provide full information about 
external debt and debt serv1c1.ng. Projections of service payments 
could be made for all external long-term debt. In addition, as a result 
of recent improvements in IMF balance of payments statistics, this 
extension of the DRS would permit the use of the two systems in tandem. 
Reports to the DRS and to trhe IMF could be improved and reconciled. The 
result would be a balance sheet with a full account of external long-term 
liabilities along with a detailed account cf transactions during any 
period. This would greatly improve the analysis of external debt which 
we now make as well as the balance of payments analysis made by Bank and 
Fund staff. The additional information would be useful not only to 
borrowers themselves but to other lendin~ institutions, official and 
private. 

6. In November 1976, we began a feasibility study to ensure that 
the system we adopt balances completeness and cost effectiveness. It is 
being made country-by-country, and consists of three steps. 

7. The first step, now underway, is a thorough examination of the 
differences between reports to the D~S and the ]}fF mentioned above, followed 
by examination of very detailed IlIF balance of payments reports (which 
are not: published and which have only recently become available). We are 
also reviewing the detailed files of the External Debt Division to retrieve 
all of the information about private borrowing which is to be found in them. 
We are also extracting from these files and those of the IlfF all the 
information they contain about systems of. registration and control of 
external borrowing in each borrowing country. 

8. Step two, has begun. It consists of discussions between the 
consultant who has been recruited to make the feasibility study, and staff 
members in the Bank and Fund. In this way, additional information is 
being obtained so that he will be in possession of all the information 
available in both organizations before he begins Step three. This will 
be missions by the consultant to a number of countries, the first being 
in the Latin America and Caribbean Region, where we believe the amount 
of private borrowing to be appreciable. These missions will supplement 
our information about the systems in place and enable us to reach informed 
judgments about extending the DRS. They will also permit the carefully 
conducted discussion with the authorities there, which is described above. 

9. The Consultant, Mr. Robert Sammons, a very knowledgeable and 
experienced former member of the staff of the Federal Reserve Board, 
became available to us during the week of January 17, part time . It took 
us some time to find him because this assignment requires unusual 
professional experience and judgment based on intimate knowledge of 
systems for collecting and interpreting data of this kind, as well as 
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the diplomatic skill necessary to secure the cooperation of the governments 
involved. We expect that he will have completed his appraisal of the situ­
ation in five to seven countries in the LAC Region by mid- to late-April 
and will make a report on this part of the· feasibility study by Iilid-May. 

10. His work will be followed by that of another consultant in a 
number of East Asian countries during the late spring and early summer. 
By September, wi.th his report in hand and with the results of the desk 
work here, which will continue throughout that period~ we e}.--pect to· be 
able to make a firm _recommepdation on how the DRS should be extended. 

11. The principal issue of substance is the degree of detail of 
reporting that is to be required. This apparently technical ~atter is 
of great importance. It is in the nature of private borrowing that a 
large proportion of transactions consists of individually small loans 

. where aggregate amount is also small. Conversely, a large proportion of 
total borrowing tends to be composed of a · small number of large trans­
actions. The mechanical application of the present DRS requireEents that 
each transaction be reported in great detail might well result in the 
imposition of inordinately expensive statistical or other requirecents on 
member countries, which might, in some cases, be vexatious or unduly 
restrictive. An overly elaborate system would also impose large addi­
tional costs on the Bank. We have asked Mr. Sammons very carefully to 
examine the potential costs and benefits of feasible reporting requirements. 
I hope that his recommendations will help us to simplify these requirements; 
for example, by asking for full detail only on transactions aboYe some 
minimum size, and possibly by eliminating some of the detail in reports of 
past transactions. 

12. I am aware that these months of preparation may seen over-long 
(like this memorandum), costly and cautious. But we are considering an 
important and costly extension of a complex system into a sensitive area. 
These preparatory steps are being taken in order to minimize the costs 
and risks involved. 

Attachments. 

cc: Mrs. Paulson 
Mr. Sammons 

JWSaxe:ks 
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• ANNEX A 

Assistance to Member Countries 

1975-1976 

(by the External Debt Division) 

Latin America and.the Carribean 

CABEI & Costa Rica 
Chile 
Colombia 
Guyana 
Haiti 
Uruguay 

Europe, Middle East and North Africa 

* A_f ghanis tan 
*Egypt 

Syria 
*Yugoslavia 

East Asia and the Pacific 

*Indonesia 
*Korea 

South Asia 

West 

East 

*Bangladesh 
Sri Lanka 

Africa 

Chad 
Congo 
Guinea 

*Sierra Leone 

Africa 

Sudan 
Tanzania 

*Zaire 
Zambia 

' 
ote: The time spent in briefing 

* More than one mission. ,.egional staff to perform similar services 
~y EDD and IFD personnel, while considcr­
~ble, cannot be precisely estimated. 

\ .. .. 

1/31/77 
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ANNEX B 

• Countries Which Have Submitted R~I:.£_E_ts on Private 

External Borrow~ to the DRS 

Country 

Latin America and the Carribean 

Colombia 

Costa Rica 

Dominican Republic 

Honduras 

Panama . 

Paraguay 

Uruguay 

Europe, Middle East and North Africa 

Finland 

Iceland 

Turkey 

Yugoslavia 

East Asia and the Pacific 

.. South Asis 

·, 

China 

Indonesia 

Korea, Rep . of 

Thailand 

India 

Latest report received 

12/31/75 

12/31/73 

12/31/74 

12/31/70 

12/31/69 

12/31/73 

12/31/75 

12/31/75 

12/31/75 

12/31/74 

12/31/75 

12/31/75 

12/31/72 

12/31/75 

12/31/75 

03/31/76 

• 
Note: Information is collected and publ.ished for Argent~na, Brazil and Mexico. 

- ....... !" -. .... - ..... - .. -- • - - -..- ----· .. ----- . ........ ·---....... -~·----- .... ·-·"*'·~-.~, ... ~ -·· ·~· ·-·-- \ ·- "'""t ··:r•• ,.. . .,.... _ ..... -.>··-- · ---··--· -- ... - ~ 



TO: 

FROM: 

WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara 

Hollis B. Chenery /~ 

DATE: January 6, 1977 

SUBJECT: Review of Bank Group Research Program 

Attached is the draft of the fourth annual review 
of the research program. If it meets with your approval, I 
propose to send it for printing on Monday, January 10, in 
order to circulate it to the Board on January 13. The Board 
meeting is on February 15. 

Attachment 

BBKing:di 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT , CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Roberts. McNamara 

FROM: Hollis B. Chenery \~i1c'.../ 

SUBJECT: Research on Basic Needs 

DATE: February 1, 1977 

One of the most valuable contributions of Bank research 
to the understanding of poverty and basic needs is the recent 
publication by Reutlinger and Selowsky, Malnutrition and Poverty. 
Their monograph was favorably reviewed in Science (attached), 
it has been made required reading in AID (200 copies purchased), 
and the authors have been invited by the Rockefeller Foundation 
to arrange a conference at Bellagio on nutrition policy this 
summer. 

This research originated in the small-scale portion 
of the Bank's research and policy program which we identify 
in our current research report as "Departmental studies." 
The authors are from the Development Research Center and the 
Development Economics Department. The original version was 
prepared during 1974 as one of a number of contributions to 
the Bank's task force on Urban Poverty (see also page 51 of 
the Report on Research, January 13, 1977). The conception 
and implementation of the research phase were entirely theirs. 
The total cost was on the order of one year of staff time 
(10 professional, 2 assistant), and about $2,500 in other 
expenses. 

Other examples of valuable "Departmental studies" are 
scattered through the Research Report. In new and difficult 
areas of research--such as the implementation of the "basic 
needs" approach--the first requirement is imaginative people 
who are provided enough resources to test out some of their 
ideas. Larger scale applications--reviewed by the Research 
Comrnittee--can then develop the ideas that seem most promising. 

Attachment 

cc: Messrs. W. Clark 
J. Duloy 

HBChenery!di 

D. Avramovic 
M. Haq 
A. Karaosmanoglu 
S. Reutlinger 
M. Selowsky 
B. King/0 ~ Grimes 



forces rcmammg after a nuclear ex­
change. Among the scicnti~h and aca­
demic experts who have lie1:omc in­
volved on either side of the i,,ue arc 
Leon Goure. of the University of ~liami. 
Richard Garwin of the IBM Corporation. 
and Wolfg,mg Panofsky and Sidney Drdl. 
both of the Stanford Linear Accelerator 
Center. 

The Soviet civil defense issue, already 
controversial, shows !ligns of heating up 
in the next year. Those who feel the 
progr.im is extensive, such as Jones. 
even predict the end of Western civ-

iliz;-iti11n . S:iys one ofiicial ,nun:c ... \Ve a ~ccn:t intcr:1!,!CIIC\. rep,,n c 1111d11d,·J 
h;l\c ac1:iJcnt ,illy Ji.,covere<l a ,a,t ef- .. The n:ccr.t ,t uJ\' or'S,,~ic t ..: ,, ii 1kkthc 
fort to protect Soviet defense industr.· h;,i, not rc,e.,kd . ,11\ tr , 1,il 1.:k,ngc\ in 
and an c,traordinary eth,rt to shelter the S,,\ICT rr,•;.:r: ,m ~,n,c .1h1111 1'171, nnr 
their population .... In my judgment the J,,e, it ,u;.:·!!.:,t :i cr;1~h pro).:r:1m . Rather, 
U.S. strategic forces today arc incap:1tili: the So,·u.:h h;1\'C tieen prrn.:eeding gr.,d11 -
of inflicting the lc•,cl, of damage pre- ally tiut ~tc:,dily to implement Jec,.,.on, 
viously a~sumcd hy higher authorities in i:vi<lcntly taken previously." 
the United States . .. Apart from all the bickering, the proh. 

. But another official counters. "this 1cm seems to have caught the in-
whole thing has become a joke. The anal:. tclligence commun.ity napping. Sever.,! 
ysis just ha!>n·t hecn Jone to ju~tify any · .. sources say that CIA, for c:1.ampk. h." 
conclusions at all-let alone the end of• had only a few analysts s!lldying So\'iet 
civilization." On a more elevated pl.me, civil d::fense on a part-time hasis in recent 

Briefing ___________________ _ 

Inequality the Main Cause of 
World Hunger 

A revolutionary new view of th 
food eroblem as een produced in that 
unrevolutionary organization. the World 
Bank. 
An analysis· prepared by two World 
Bank economists, Shlomo Reutlinger 
and Marcelo Selowsky, arrives at the 
following conclusions: 

• Previous studies have under­
estimated the extent of malnutrition by 
about 30 percent. 

• When allowance is made for the un­
even distribution of food between rich 
and i:,oor. it is estimated that 75 percent 
of the population of underdeveloped 
countries (some 1030 million people) re­
ceive diets with less than the recom­
mended number of calories. 

• The extent of this deficiency 
amounts to 400 billion calories a day, the 
equivalent of 38 million tons of food orain 
a year. this 1s a mere 4 percent of the 
world's cereal production. 

• In other words, it is not so much the 
absolute amount of food produced, as 
the way it is distributed among rich and 
poor, that is the main cause of malnutri­
tion. 

• Yet even •if incomes in under­
developed countries increase as project­
ed, the poor will not be able to buy them­
selves a substantially better diet for the 
foreseeable future. Thus malnutrition will 
not disappear in the ordinary cour:,e of 
economic development, unless special 
steps are taken to address it. 

• Such steps should consist of food 
stamp or income transfer programs di­
rected to the hungry. The cost of food 
eq~ivalent to the calorie deficit is only 
about ~, billion, blli bP.causP. of lhP rl ifft-

"l.!dfnurrilion dnd Poverty . Johns Hopkins Un111er,1ty 
Press . Baltimore. $4.75. 
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culties of getting the food only to those 
who need it, much larger quantities 
would in fact be required. 

The study was released last month to 
the sound of numerous djsciajmers that 
the World Bank was responsible for any­
thing in it that anyone might find con­
troversial. 

it 1s based not on any new data but a 
reinterpretation of old data. Previous sur­
veys have taken the total calorie con­
sumption of a country or region , and if it 
exceeded the minimum calorie require­
ment times the number of inhabitants, 
have assumed there was no hunger prob­
lem. The approach followed by Reutlin­
ger and Selowsky is to assume that food 
within a country is distributed not accord­
ing to need but according to income. 
They concede that their data, being 
based on a mathematical model, are only 
approximate.-N. W. 

Glomar Explorer Said 
Successful After All 

Contrary to previous reports, the deep­
sea salvage vessel Glomar Explorer suc­
ceeded in its mission to retrieve a found­
ered Russian submarine carrying nuclear 
weaponry. So says Time magazine on 
the basis of information attri:>u!ed to a 
"senior U.S. Navy officer." The Timo sto­
ry, if true, corroborates what was already 
clear from study of the ship 's operating 
manua!. that previous accounts were full 
of inconsiste11cies , and that conceivably, 
"the Glomar Explorer has been declared 
surp!u:::. because she scooped up almost 
everything her designers intended her to 
garner" (Science . 25 June 1976) . 

When news of the Glomar Explorer's 
venture fire;! brok':' in Ma.rc'l last year, 
most newspapers earned a vers1011--.al­
most certain ly put out by the CIA-ac-

cording to which the mission was a very 
limited success. The Russian subm9rine. 
as this version had it, was raised in one 
piece from a depth of 17,000 feet, but dur­
ing ihe ascent two thirds of the wreck 
broke free of the Explorer's grapple and 
plunged back ·to the ocean floor, never to 
be recovered. The piece that came up 
contained no missiles, no code room ano 
no nuclear torpedoes-in fact nothing 
that might be the cause of public humiit­
ation for the Russians. 

The general thrust of this account has 
not been seriously challenged, although 
it. was unlikely from the start that the 
Russian submarine would have survived 
intact its plummet to the bottom. The 
story seemed no more plausible in light 
of the facts in the Explorer's operating 
manual, made available earlier this year 
as a part of the government's attempt to 
lease the ship. Neither the Explorer nor 
her associated barge could have accom­
modated the full length of the submarine. 
The whole system was custom-designed. 
as if the submarine was to be salvaged 
in pieces, of which the largest did not 
exceed the dimensions of the Explorer's 
well or moon-pool. And the Explorer 
seems in fact to have spent enough time 
at the site. some 750 miles northwest of 
Oahu, Hawaii, to have sent its grapple on 
as many as five separate journeys to the 
bottom and back. 

The Time story now reports that the 
"entire wreck . .. was recovered virtually 
intact, .. . wh ich is puzzling in that it implies 
the whole submari11e was recovered in 
one piece. Be that as 1t may, the booty 
included "three SSN-5 surface-to-sur· 
face ba!!::,tic missiles armed with nuclear 
warheads and several torpedoes. ·· There 
is no mention of what would have been 
an equally significant prize-the commu­
nications systems, code machines and 
ciphers . A!so left ha,...g:rg !S '.he q :;eS '. !O ,... 

of wr.y we are being to ld all this now. 
-NW. 

SCIENCE. VOi.. J'>.t 

J)(l t ,,,,, ~,);7tf11 l ( 



TO: 

FROM: 

SUBJECT: 

IJTER1'JATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: January 28, 1977 

Hollis B. Chenery ~ 
IBRD Policy Vis-a-Vis Higher Income Countries 

1. Attached is a policy paper on "IBRD Policy Vis-a-Vis 
Higher Income Countries" prepared by the Policy Planning and 
Program Review Department. The paper incorporates extensive 
comments received on an earlier draft from Messrs. Knapp, 
Adler, Alter, Bell, Goodman, Krieger, Stern, Wapenhans and 
others. The major policy conclusions have also been 
reflected in a note prepared at Mr. Knapp's request for 
inclusion in the Board paper on the "Future of the Bank". 

2. I suggest that this paper should now be reviewed 1/y<r 
by the Policy Review Committee. If you agree, I will ask 0 / 
Mr. Haq to circulate the paper to PRC members for discussion LJ .J... 
at a time convenient to you. ~ 

Attachment - PM..<. 
HBChenery:nff 

cc: Messrs. Knapp 
Cargill 
Karaosmanoglu 
Haq 

~~ 
If/,. j;.._,.j, . 

fti,.-.v (',.r, 
'/~1 ) 



Mr. Roberts. McNamara 

Hollis B. Chenery 

DPS Work Program for CY77 

January 19, 1977 

1. Attached are the outlines of ten policy and issues 
papers planned for completion in the next six months. These 
outlines have been prepared in the light of the discussion 
we had with you on December 23, 1976. 

2. While the papers on trade, global targets and ODA 
flows will be finished before June, we expect to continue 
our work in the areas of "outlook for developing countries" 
and "basic needs •1 beyond that time. It is for this reason 
that the outlines of the papers in these two areas remain 
somewhat tentative. In view of the staff limitations, we 
are engaging an outside consultant to prepare a preliminary 
paper on °the lessons of the last 25 years." 

At taclunen ts 

cc: Messrs. w. Clark 
Stern 
Karaosmanoglu 
Haq 
Avramovic 

.::-1:J~. Dulcy 
Mrs. Hughes 

SJBurki/MHaq:di 

.. 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

; l v1 -r; J) It'.~ 
INT~NATIONAL FINAN~ E 

COR~~t;-« ~~~ 
January 18, 1977 

,,.
11 
~ J?-tt;;-J.,J.-r>.C/,<.-:f -f-,?-L 

Ec~,H;-yut , kd/c-/~--- OFFl~E MEMORANDUM 
-1-.-.- Iv , ( Al O /'1 C N ~.,£, ,.,..._,, ...-,A,. 

TO: Mr. Robert s. McN ar a DA TE: 

FROM: Hollis B. Chenery \~ 

SUBJECT: Revised Monthly World Economic and Social Indicators 

1. Attached for your review is a draft revised version 
of the monthly World Economic Indicators, which we would 
like to put into production in April. The major changes 
embodied in this revision, and the reasons for them, are 
summarized below. 

2. Layout. Because of the volume of data included in 
the Indicators and the size of some of the tables, legibility 
has been a problem in the present layout. We therefore propose 
an Atlas-type layout, together with a rearrangement of the 
tables to conform to standard paper without excessive reduction 
of type size. 

3. Format. To simplify updating, processing and produc-
tion, we propose to divide the Indicators into two sections: 

Part I: 

Part II: 

Current Statistics, containing monthly 
and quarterly data which will be updated 
and revised on a monthly basis; 

Annual data, containing time series and 
indicators available only on an annual 
basis, which will be updated once or 
twice a year as new data become available. 

4. Content. To make the Indicators a self-contained 
reference document for both current statistics and comparative 
economic and social data, we propose to supplement the present 
version with: 

a. Information on borrowing in international capital 
markets (Table II) 1 additional information on 
external debt (Tables VII 1-3), and a broad 
range of economic and social indicators by country 
and by geographic and income group (Tables VIII, 
and XI-XIII). Income groups will conform to 
current lending program guidelines, and will be 
revised with them each year. 

b. Graphs and charts illustrating the principal 
features of each table. 
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c. A quarterly survey reviewing major develop­
ments in the world economy and other topics 
of current interest. 

5. We plan to introduce the new Indicators in stages. 
The first stage will consist of tables with layout, format 
and content revised according to the attached draft, beginning 
in April 1977. The first analytical survey will be included 
with the July 1977 edition. Graphic material will be added 
as development of processing capability permits. Eventually, 
when preparation of all tabular and graphic material is fully 
computerized, we propose to convert the entire publishing 
process to computer photocomposition. 

Attachment 

RMcPheeters/HHughes:nff 



TO: 

FROM: 

SUBJECT: 

WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: January 11, 1977 

Hollis Chenery 

Bank Research on Population 

1. As requested·, I am sending you a report on our research program 
on population. It is in two parts. 

2. Part One describes the current program, including both ongoing 
research projects and those on which some preparatory work has started. 
It then discusses the choices that need to be made ab9ut the future size 
and direction of the research program, under the assumption that it would 
be unrealistic to request a major increase in staff. 

3. Part Two offers an overview of the whole field -- both with 
respect to research priorities and to the activities of other institutions 
in the field. This provides the background necessary to assess the 
adequacy and direction of the Bank's mm program and future options. 

4. An earlier draft of this paper was discussed with the Population 
Projects Department and changes and additions have _been made in response 
to their comments. Within the time available and in view of the need to 
complete a set of parallel tasks, however, it was not possible to carry 
the discussions sufficiently far to arrive at a joint research program, 
nor to obtain the views of the Research Committee. We plan: 

(a) to complete the· formulation of a joint research program 
within the next few weeks, and subsequently to consult 
regional staff; and 

(b) to devote the February 18 meeting of the Research 
Committee to population research. 

All these steps could be completed and the final proposal 
prepared for your cqnsideration by March 15. 

Enclosure 

.--:. · " 

TKing/DAvramovic/yvw 

cc: Messrs. Baum 
Kanagaratnam 
B. B. King 
PHRD Staff 



Hr. Roberts. Mc:Raaa't:'a Januuy 10,, 1977 

Warren C. Baum, VPCPS and Hollie B. CheuerJ~ VPDPS 

1. A policy paper on "'hall-Sule Enterprise (SSE) llevelopmaut11 

wa• aubmitte.d to you O!l November 29 along with • ...,randum fr01t 
Mr. Chernick (copy attached). ln that 1N110ranc:b,a Mr. Q\endck noted 
a mmber of quntion• still rotain1ng. whieb call for further consid­
eration. You then rahed the que•tion whether these te•uu ahould be 
cona:f.dered before th• p•per W48 diecue.eed by the Poltcy ·Re•i• 
Committee. · 

2. 'l'h• CPS and DPS uniu con.ceraed have r«Yieved the matter. 
aud ara 1n agreeMDt tut while the qaeatioD.a ra.19ed are lesttiute, 
• 4o n.ot at preaent htft auf ftcd.nt knowledge to pron.de fully 
aati.af.actory arunrer• to tha. Tbe1 propoae,. aad wa con.cur, that. 
these and otb• que•tiona ehould contime to 'be •tudied, and dult 
vi.th by one O'l' more follow-up paper• to 'be produced, aay. • year fttoa 
now. bl the meant!•, the Ba'llk aholJJ.d condnue to d_..lop ite SS 
operat1oua, preparation of vhlch ahould al•o roduce eome taagible 
feedback for thue papers .. 

l. Accordingly. ,.. recommend that the nc reri.., the pape-r in 
its pTeHllt foftl while the usu" ra1aed 1D. ~ ?>J'S ~raudua of 
hwaeber 29 should be included ta the poltc:, vork pTograa of the DPC 
Department. collabffating vitb otbu iutereat.ed deparawuta. It you 
appro.e. the Policy Pl•m:tina and Progras JteyJ.ev DepaTtment will dutri­
bute the pa-per to 'PltC fer review later thia moa.tb. 

Cl.eared with and cc - Muu:a. Gordon 

SBurki:l>LGordoo:ja 

van de1: Tak. 
Haq 



TO: 

~OM: 

SlJ!jJ t:CT: 

OFFICE rv1EMOHA1\Juu1v1 
Mr. Robert s. McNamara 

· "Lt 
Sidney E. Chernick, Acting Director, PP & PR"{l'·' 

DATE: 

Pol:i.cy Paper on Employment and Small Enterpri s e Development 

November 29, 1976 

1. The policy paper · on "Employment and Smal 1-Sca le Enterprise 
(SSE) Development" prepared by the Development Finance Companies 
Department is attached, t ogether with the minutes of the staff level 
discussion of an earlier draft. 

2. The paper contai~s a large amount of very useful informa-
tion, theoretical and empirical, on the subject of SSE-development. Its 
main recormnendation is a greatly expanded emphasis on ass is ting SSEs on 
the grounds that (a) past policies and institutions have discriminated 
against this sector and in favor of larger firms, (b) this sector has 
been neglected by the Bank, (c) a vigorous SSE sector is believed to be 
necessary to help create productive employment and to improve incomes for 
the urban poor at a reasonable cost. 

3. I should like to draw your attention to a number of questions 
that remain regarding the role of SSE: 

(i) The paper is inconclusive with•regard to the actual 
scope for an expansion of SSE without incurring a loss 
in overall factor efficiency. 

(ii) The paper does not offer specific operational criteria 
as to which SSEs should be supported. 

(iii) It is_ not clear that small firms are neces.sarily more 
capital-saving for any given product than large firms. 

(iv) While on the average the small firms economize in fixed 
capital, the inclusion of working capital requirements 
would tend to reduce or might even eliminate this advantage. 

(v) While a convenient first approximation, "labor int ens ity" 
should .not be a separate investment criterion; it i gnores 
the efficiency of all factors of production together, 
present jobs may be expanded at the expense of future jobs, 

· and it does not consider the distribution of incomes generated. 
To ass ess the overall return 1equires a more comprehensive 
social cost/benefit analysis . 

(vi) Large and small firms co-exist in part because interest 
rates· arc low for the fon11er and wage rates (and incomes 
from self-employ-rr.cnt) Rrc low fur the latter. Giving small 
business greater access to credit at reasonable i11tcrcst 
rates could increase the capital-intensity of small firms 
rather than induce them to expand employment . 



l ··,. 

Mr. Rober t S. McNamara November 29, 1976 

- 2 -

I suggest that these questions, in particular (ii) and (vi), be further 
considered in the light of ongoing operational research in the CPS. 

4. We would recommend that a PRC review should be held on 
this paper so as to have an adequate feedback · on the direction of policy 
and further work in this field. · 

Cleared with and cc: Messrs. Gordon 

Attachments 

van der Tak 

cc: Messrs. Chenery 
Baum 
Karaosmanoglu 
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