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TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATIOMN dall

OFFICE MEMORANDUM

iy . Tdward V.K. Jaycox, Chairman, Urban Toverty
Task Grou
7 "p: 34 4 P
E. Bevan Waide, Chief Economist, ASNVE e?kfﬂwyw

D.r"\\TE'

Urban Yoverty Program Implementation

Ls Having come to this subject after making policy prescripticns
for the urban poor of Northern Fngland, T found it of great interest.
The background papers and your draft "Status Report and Request for
Confirmation of Certain Plans'' advence a variety of new ideas, yet

I am uneasy as to whether the steps thzv have been tcken or are
reconmended are along the rieht lines. The thrust of this note 1z to
suggest that (if I have ctated the Bank's objectives corvectly) it
would be better to approach the joint igzues of (a) country strategy
for yeliewing urban poveriy, and (b) an uvrban poverty lending strategy
for the Bank, from different starting points from the cnes you propese.

i. The Bank's Objective:

~~
T

2. 1 take it that, in accordance with the spirit of Article I
the Lank is committed to the view that increasing welfare in its mecber
comntries requires that the goal of more equitable Fucoue distribution

be pursued, along with incoms growth; & country's developwent STYRTELS

skould have such goals, and if redigtribution measuras ave imperiqct,
as ig likely, the Jot of the pcor should be ipprov by consciovwzly 826
te improve their output and employment nprospects. The Bank is

usinz its resourcese Lo help member goverumanis achieve such goals LT
accentahle to the Government and techniecalily feasible) in rural arcas,

¥

and wishzs to be eure it is doing the same Tor urban artss.

F. Management becisions for the Bank:

B If this is the goal then Lank management hao presunably Lo
ansver four questicns:

(a) dis countyy X puvsuing a stratepy which 1 ey PRI
(along with the achisvement if other obiscil i 2
veduction in the numbere f or lucrsas h1: o !

the urban poor 2d with what could ol

{(ty is the Rank making = coasonable contributfon to thut
strategy given the counitry's own € anad thosa
of other dornors? If the answer o0 s we,; Lhet

(e¢) does the Bapk Know of a better stratepy and 1S it wsiug
jte best efforts Lo hLave it adopted? T the answer

(b} is no, then,

Decepber 23, 1976



Mr. Jaycox -2 = Dec.ember 23, 1976

(d) what increases in the lending or technical assistance
effort should be made?

(a) Assessing the Country's Strategy

4, Measuring progress, or the likelihood of progress, means
identifying (i) the numbers of urban poor, i.e., the "target group",

and (ii) their incomes and assets, and assessing whether policies and
programs now in use or planned will reduce (i) and/or increase (ii).

The size of the target group has already been estimated, but so roughly 1/
that as an indicator of progress it will produce valid results only over
a long interval: Incomes of the target group - the best indicator of
progress -~ have not been measured, but they will need to be, city by
city, using adequate existing techniques for making replicable house-—
hold sample surveys of money and non-money income and assets. 1If the
Bank is serious about monitoring progress, then ultimately it will be
essential to have the incomes of the poor measured, and not only their
numbers or the proportion they form of the urban population.

5, Assessing whether a given strategy will succeed in helping
the urban poor is a comple question. The answer will differ country
to country and even from city - region to city - region. It may be

that a labor-intensive agricultural and public works strategy is the

best way of helping the urban poor, over time. The political economy

of urban areas also cannot be ignored: it might be necessary to

change the workings of the urban labor market, by reducing the relative
bargaining power of organized wage-earners through collective zction on
the part of the urban poor. This cannot easily occur if urban work-force
can be supplanted by migrants from rural areas - which is a further
reason for linking a strategy for the urban poor with that for the

rural hinterland (which, in the case of a small nation, could be the whole
country). These arguments could be supplemented at length, but for

the present the point is that any successful strategy for tackling

urban poverty is likely to have a variety of related components, and
maybe we need to be sure we understand what these are before committing
additional Bank resources.

(b) Assessing the Bank's Contribution

6. Your memo recommends that the decision rule be: the ($)

1/ for example, given the large numbers of people in South Asia just above or just
below the poverty cut-off point, a small measurement error gives
magnified differences in numbers. L
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proportion of urban poverty projects in urban lending should be at

least as great as the proportion of the urban poor in the urban
population.l/ Estimates of the latter ratio turn on the definition

of "urban poor" and "urban population" which are imprecise. The

former ratio depends on the definitions of "urban poverty project"

and "urban lending". "Urban lending" does not seem to be defined

but earlier papers suggest that it comprises the proportion of the
cost of all projects corresponding to the benefits accruing to urban
dwellers, directly or indirectly, and whether as consumers or producers.
This definition is not compatible with caveat (i) below. The definition
of an "urban pverty project" is discussed at length, and emerges as any
urban project in a given country whose capital/employment ratio is less
than twice the national GDI/labor force ratio. (Why twice?) The capital/
employment ratio is to be calculated by discounting costs, and fifteen
man-years of employment generated, respectively, at some (unspecified)
discount rate. A disarming caveat is entered to the effect that if this
arbitrary ratio does not produce the desired end-results, the ratio will
be dropped or supplemented.

7. The recommendations are surrounded by various other caveats:
(1) the urban poverty program should not compete for Bank resources with
the rural development effort, (i1) the target implied by the decision
rule should not "overly constrain" programming at the country or even
Regional level, but be a Bank-wide target, and (iii) urban poverty pro-
jects must meet all existing criteria by which Bank lending is justified.

8. Caveat (ii) makes this proposed decision rule inoperable for
any one country or Region. If other donors, or the country itself,

are making reasonable efforts in this field, then clearly the Bank need
not edge its way in. A judgment on this, as for every other sector of
_operations, can be made in the course of normal country programming,
given theresults of assessments under question (a) above.

9. As a decision rule for the Bank as a whole, its reliance on
various arbitrary measurements and the lack of demonstration that

either borrowers as a group or the Bank as an institution would be better
off if the target were to be achieved, makes it of limited value.

(¢) 1Is there a better strategy for the urban poor?

1o, The arguments of paragraph 5 above make it pretty clear that

a little caution is in order before offering prescriptions. Although

the rule recommended seems to be the best of those offered (see attached
memo by Per Ljung) it is always doubtful whether the application of a
single  search criterion - in this case, spread capital around and

reduce capital/labor ratios - will produce the best strategy even if

the technological options are open (which has to be proven). For example,

L

1/ Urban projects are estimated to amount to about one-~-third of 1977-81
Bank lending, and the urban poor to be about one-third of the borrowers'

urban populations; so the urban poverty lending target would amount

to around a tenth of Bank lending,
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if management rather than capital is the scarce production factor, high {
capital-intensity may be warranted Such a decision rule can also make ’
it difficult to incorporate external economies and multiplier effects L ﬁ#
into the analysis; the long~run effects on, say, savings, or.institution Y.
building, or technological innovation, or output growth as opposed to L///&J
immediate employment creation, or linkages may tend to be underplayed.

@ There is also a methodological objection in that although
application of the Squire/van der Tak micro-economic methodology

should improve the choice of, or design of an individual project,

there are theoretical reasons for doubting whether a large set of pro- /
jects, so chosen, would be the best set to achieve the long run goal 'V
of relieving urban poverty.

(d) How could the Bank's lendiu; or technical assistance
g
program be improved?

12 The answer to this is subject to the same argunents as (c)
above. There is a sound case for choosing, ceteris paribus, projects
with a low capital/employment ratio, but good project selection and
the ability to make a developmental contribution through a lending
operation would require enough background knowledge of each city-in
the context of its hinterland, to answer question (a). That would
use a lot of staff time.

o Ba Conclusioqg:

13, In sum, the proposed approach, because of the use of
excessively simple and arbitrary indicators and decision rules in
complex situations seems likely to give the Bank gz management tool,
containing the misleading assumption that attainment of the chosen
lending targets would necessarily contribute to reducing urban poverty.
It also would give the Bank staff and borrowers insufficient guidance
in strategy or project design. This in no vay implies disapreement
with the Bank's objective as presumed in paragraph 2 above. The way
ahead, though, would seen to be to follow through the earlier arguments
and design concentrated urban poverty lending programs, in the light

of adequate knowledge of appropriate strategies, in a small number of S ak e
chosen city regioes, and to monitor Progress carefully. The satting LA Y
of Bank-wide lending targets could follow in the light of experience. o
This would alse eénable experience to be gained (as your memo acknowledges) t
in the design of lending channels to labor-intensive projects.

Attachment

cc: Messrs. Stern, Blobel (o/1r), Alisbah, Gilmartin, Piceiotto, Rajagopalan,
Pilvin/Jansen, van der Mel, Ljung, van der Tak
Regional Chief Economists
Urban Poverty Task Yorce
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OFFICE MEMORANDUM

TO: Mr. R. Picciotto, Director, ASPDR BEVE. Bose 55 {a7e
- December 22,

FROM: P. Ljung, ASPIR ";

SUBJECT: Comments on "Urban Poverty Program Implementation" by Jaycox

1. Ahluwalia, Pyatt & Lig;le 1/ propose two search criteria:
@ LR/V za
®» V/ie =%
where L_

I

Total employment

"Cut-off" wage (national parameter)

1t

Value aéded

HH

W
V
K
a

= Capital
= Constant
k; = Constant
: ; 2/ : it
2y Jaycox & Stone = propose only one search criterion:
il & g

where .. = Constant

3. By rearranging and substituting we find that all projects

fulfilling criteria 1 (a) and 1 (b) also must fulfill the following
criterien: )

e

AV ok
%/, & 2= {(=2a%)
/L e N
& Consequently, if the value of ¢ is chosen in a suitable

manner, all projects/sectors that fulfill ecriteria 1 (a) and 1 (b)
will also fulfill criterion 2.. However, the opposite is not always
true. The two different formulations are shown in Figure 1.

=1 * What surprises me in the memorandum. by Ahluwalia et al is
that they have not drawvn the full conclusions from their argument
about social analysis. They state that the V/K ratio is close to the

}/ "Urban Poverty Program Implementation", memovandum to Mr. E.V. Jaycox
from M.S. Abluwalia,' G. Pyatt and I.M.D. Little, dated November 4,1976.

2/ "Urban Poverty Program Implementation", memorandum to Regional Urban
) & l 3 e
Poverty Program Coordinators from Edward V.K., Jaycox, dated
December 6, 1976,
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rate of return when the shadow wage-rate is zero. If we assume that all
benefits accrue to the private scctor in a relatively simple manner, we

get the following measure of social benefits. (disregarding effects on public
income) :

B = LW rnee (V-\.U‘u)u/s

6. If we disregard distortions in economic prices, we can establish
a welfare criteria that is close to the socia] rate of return:

W 5 e (anp) ¢ o

Rearranging this, we get the followlng we]farc index:

W (ompyed a (B L)

T's This is a hyperbollc function of the same gencral shape as
criterion 2 (see figure 2). Consequently, if we are searching for a
criterion that closely approximates a social welfare function, the formula-
tion by Jaycox & Stone should be accepted.

8. I totally agree with Jaycox that the movement into labor inten-
sive sectors is more important than finding the right labor intensity in
each sector (Jaycox, Para. 14). Furthermore, within a sector there is

usually a large variation in capital intensity (typical example: textiles),
but the out-puts of the various sub-sectors are usually not substitutes.
Consequently, if Ahluwalia's approach is followed, we would have to
establish criteria for each sub-sector (for example: hand looms).

Qi In conclusion: As a rough search criterion for urban poverty
projects, I think that the one proposed by Jaycox & Stone is the most
suitable. However, I doubt that any of the criteria are useful for ex post
application. If they are used at an early stage for projoct identifica-
tion, they might have some merit, but don't we know a priori that nuclear
power plants are less labor intensive than handlooms? T think that a
number of other considerations, such as the institutional set-up for .,
assistance to a certain %ector, are more important for a proper project
identification.

c.c.: B. Walde, V. Rajagopalan, M. Nguyen

e e
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TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCGE CORPORATION

OFFICE MEMORANDUM

Mr, E.V.K. Jaycox DATE: December 23, 1976

7
Willem C.T. Bussink f.é%ﬁ%
‘..._.-/-.

Urban Poverty Program Implementation

1. I refer to your draft memo to OVP's on the above subject. In this
memorandum I am reiterating briefly some of the points which have already
been made informally to you by those in the Region who have been involved in
the discussions thus far. I am also mentioning some further points which I
believe are likely to be made —- among others -— once the whole subject has
been fully considered by the RVP and others in the regional office. T am
grouping my remains under general comments, reactions to specific points in
your memo (including confirmations requested) and proposals for a more
country-specific approach.

General Remarks

2. We do not in the slightest degree question that the Barnk should
make maximum efforts to get the developing countries to attack the problem

of poverty, urban or rural, and to shape their development efforts in such a
wanner as to achieve, not only the highest possible growth of aggregate income
and welfare, but also the greatest possible degree of increase in the income
and welfare of the poorer sections of their people. Ve also fully recognize
that given this cbjective the Bank management and staff need to identify what
specific investment or other actions in the developing countries contribute
to the zchievement of this objective and, furthermore, need to be able to
measure the extent to which such specific actions are in fact being taken.
However, measuring the extent to which Bank loans are urban-poverty-related
is by no means synonymous with measuring the extent to vhich our borvowing
countries are taking specific actions to reduce urban poverty, nor is it even
more than a partial and crude indicator of the extent to which the Bank is
contributing to such action on the part of the countries. Very simply, the
Bank lending program in any country is rarely a mirror image of the country's
investment program. The fact that some proportion of our loans is urban-
poverty-related does not preveat the country from devoting a much larger or a
much smaller proportion of its resources to the relief of urban poverty.
Neither does an increase in that proportion in our loans in any way guzrantee
that the proportion of the total resources available to the covntry devoted
to this purpose increases. This fact suggests that we need to focus on the
country efforts and not on our lending operations if we are to judge and
measure what is being done to meet the basic objective. It suggests also
that we run the risk of deluding ourselves and endangering our credibility if
we naively take and represent our lending to be a true proxy for action by
and in the countries. We can, we suppose, take some comfort from knowing
that the resources we provide are in some growing part devoted to the objec~
tive, but we should not misunderstand or misrepresent the significance of
this nor, and this is even more important, be satisfied, whatever these
lending figures show, that they represent an adaquate effort cn the part of.
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the Bank. Should we take great satisfaction from the fact that we have
financed a slum improvement program in some city while we passively observed
the simultaneous expenditure of much greater resources on the building and
servicing in the community of large numbers of $200,000 homes?

3. There is also the danger of overemphasis on the direct and short-
term readily measurable consequences of investment and neglect of the dynamic
and sometimes longer—~term effect on urban (or rural) poverty of particular
investments. To illustrate with an extreme, should an investment (e.g., in
petroleum production) which will yield fantastic returns which can be saved
and invested to relieve urban poverty (with a little time-lag) be eschewed in
favor of one which more directly and immediately but to a much more limited
extent relieves poverty? In other words, while the idea that one has to
spread investment resources has a certain intuitive appeal, care should be
taken that this does not occur at the cost of weakening activities which pro-
vide the primary impetus to the economy. This, as well as the preceding
point, underscores the need for country-specific analysis.

4. Your memo proposes criteria to distinguish urban poverty lending,
and also discusses the urban poverty lending program for 1977-1981, suggest-
ing that this program has been identified on the basis of the proposed
criteria. However, it looks to us as if the Regions have, on their own, gone
through a very rough labeling exercise, applying criteria loosely and dif-
ferently, and that the results are therefore not very meaningful.

Specific Comments

3. {Para 7) We agree to the proposal to use the present poverty
estimates.l/ I do not think that "upgrading" the data can be given even
"gome" priority. On the other hand, "updating" (if new data become available)
should of course be done.

6. (Para 9) We agree with the approach taken toward the provision of
basic urban services. We are unsure about projects which provide low cost
basic mass consumer goods. This opens the door tec virtually any project

which involves greater efficiency in the production of such goods or services
and furthermore is dangerous as long as there is no specific prescription on
how to take account of major indirect effects (e.g., a negative effect on
employment in the "informal" sector if economies of scale are realized through
mass production of consumer items).

7 (Paras 10-13) We continue to have major problems with the employ-
ment-cum-capital-cost part of the proposed approach. I have not yel met
anybody in this Region who quickly grasped the logic or the meaning of a ratio
of total investments to the total labor force. It scems that there is only a
tenuous connection, if any, between this criterion and the actual amount of
resources available for new job creation. We find it very difficult to accept
a criterion that does not take into account the number of new jobs to be
created, either to reduce existing un- or underemployment or to absorb current
labor force growth. We feel it equally difficult to ignore the fact that

1/ To me, the language of paras 4 and 6 does not seem to do full justice to
the large contributions which at least this Region made to the estimates
of poverty lines and numbers in poverty.
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structural changes required may dictate allocations very different from those
characteristic of the past in any one country and very different among
countries. .

8. (Para 15) The rationale for the derivation of the target urban
poverty lending is unclear. In principle, it should be recognized that no
"scientific" or "objective' ecriteria exist, that any target is therefore in
essence arbitrary and can (or should?) be set arbitrarily. If that is done,
much work to determine (alsc rather arbitrarily) how much lending is urban,
can be avoided. A target of 107% of total Bank lending seems as appropriate
as any other.l

9, (Paras 16, 17) VWhile, formally, only one Bankwide target is being
proposed, there is a strong suggestion that there will be, in fact, regional
targets. Will the next logical step not be country targets? And would it be
reasonable to derive these on the basis of general criteria? Our feeling
would be that this would be highly inappropriate, but that, on the other hand,
a country-specific approach which would derive country-specific goals and
targets would be much more productive than any general targetsetting as now
proposed.

10. In view of the above, this Region is now ccnsidering to propose to
make a concentrated effort on one or two countries in this Region over the
next 18 months. As a first step, "poverty briefs" should be prepared for
these countries, discussing the extent, distribution and main causes of
poverty, the Government's attitude toward the poverty problem and its ongecing
policies and programs to deal with it, changes which appear possible and neces-
sary, and the Bank's possible role in alleviating poverty. The briefs would
propose a specific Bank operational program on these subjects for the next
several years, as well as methods through which it could be effectively woni-
tored. Ylans for specific poverty-related lending, and its rationale in a
wider country context would form a specific part of the preposals and would
also be monitored. This Region is considering to include resources for these
activities in its FY78 budget, but clearly substantial support from CPE/DPS
will also be necessary if this experiment with a country-specific approach is
to succeed.

ce: Messrs. Bell, Kirmani (o/r), Votaw, P. Hasan, Howell, Sandberg,
Hawkins, A. Stone

WCFBussink:ec

l{ Probably the proportion of rural lending in the total will tend to remain
fairly stable in future, and one does not need to worry too much about
encroaching on rural lending.



WORLD BANK / INTERNATIONAL FINANCE CORFORATION

OFFICE MEMORANDUM

TO: Mr. Edward V.K. Jaycox DATE: December 23, 1976
FROM. Hans Pollan \4/

SUBJECT: Urban Poverty Program (UPP) - Your draft of December 6

i I refer to the draft status report which you propose to address
to Mr. McNamara. '

2. As you know, the essence of this paper particularly the criteria
concerning the classification of poverty target groups and of urban
poverty projects have had considerable discussion. On review within the
Region, we have concluded to go along for the presentation purposes that
you have in mind, the use of the criteria as outlined in paras. 13-16

of your draft, provided however that it is clearly understood that these
criteria are not to be interpreted as an instruction or as a constraint.

3 Secondly, as to the illustrative EMENA program in the draft, 1
need to emphasize that the UPP element, resulting from the recent data
gathering exercise organized by Alistair Stone,dis gquite modest. A
similar exercise which we had undertaken in the Region in the spring
(vide my memo of May 11 to you) came approximately to similar conclusions
regarding aggregate urban-related lending in EMENA. At that time, however,
we were able to identify a UPP element in the FY 77-81 program, which was
over twice as high ($627 million) as the one of $290 million contained

in the present draft. Maybe in the end we may not be able to reach

a figure as high as we had thought last spring but the operating point is
that what is being estimated now is quite low. I therefore agree whole~
heartedly with you,as per your para. 17, that the UPP lending foreseen in
your draft is only a minimal target. We plan to do better in EMENA.

cc: Messrs. Benjenk, Dubey, K. Jones, Maniatis, deCapitani, Russell, Ms. Peterson
EMENA Directors, Assistant Directors and Division Chiefs



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: My, E.V.K. Jaycox, URB DATE: “Decather 20y 1276

s L
FROM: Mr. Ian Little, ECDDR J.CL

SUZJECT: yrban Poverty Programme Implementation

I do not know what were the reactions to your memo of December Gth
to Regional Coordinators which included the Little/Pyatt/Ahluwalia memo.

I still favor our own suggestions - of course. For myself, I

am prepared to lose gracefully. But it is not really up to me whether
the DPS wants to pursue the matter.

I have no useful comment on the present redraft addressed to
regional Vice~Presidents.

IlL:sa

cc: Messrs. Karaosmanoglu, Pyatt, Ahluwalia (o/r)
Avramovic, Stoutjesdijk
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FROM:

SUBJECT:
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON
OFFICE MEMORANDUM
Mr. Dragoslav Avramovic, ECDDR DATE: December 20, 1976

Mark W. Leiserson, ECDER

Urban Poverty Program Implementation

Ls Kim Jaycox's memo of December 6 to Regional Urban Poverty Program
Coordinator probably does not require further extended comment from us.

But since he does speak of a "consensus'" regarding the definition of an
urban poverty target group it might be appropriate te point out the fragile
and limited character of such a consensus if, in fact, any exists at all.

2. As far as I know, the only general agreement there is concerns the
basic approach to defining poverty target groups--which, in principle,
jnvolves establishing minimal standards of consumption levels, both food
and non-food with primary emphasis on the former. This is the approach
taken by the Agricultural and Rural Development Department but it has
proved extremely difficult, in practice, to obtain consistent and reliable
estimates of rural poverty target groups from country economists. And,

my understanding is that jndividual country estimates of urban poverty
have been even more difficult to obtain from the Regions so that the

Urban Projects Department has produced its own (which we have not seen)

and which are not necessarily consistent with the rural poverty estimates
of the Agriculture and Rural Development Department (or agreed to by them) .

s = It seems to me that these definitional issues are likely to be of
more than passing importance in developing a coherent Bank approach to
poverty problems particularly at the country level. Moreover, they are
also of significance in appraising any poverty alleviating effects of
projects selected (as the Jaycox memorandum insists) primarily with regard
to direct employment creation.

cc: Messrs. Stoutjesdijk, FCDDR
Little, ECDDR



TO:

FROM:

SUBJECT:

VORLD BANK / INTERMATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Hens Pollan ”ﬂ1ngecem\er éO, 1976

L I

$ "

¥ulls Nwanerilzwﬂl;\\

Compents on the Urban Poverty Program Implementation

L \z requested, I reviewed the memorandum of Decewber 6, 1976, from
My. B.V.K. Jaycox to the Regional Urban Foverty Program COU?QIY“bO*n o1l
the above subject and have some reservations on the reuommhlmatwous re--

garding criteria to distinguish urban poverty lending.

2 In paragreph 6, the paper correctly 1qcﬂt111eu two approaches to
achieving the obgectlve of inecreasing the income and the consumption of

the target proup. These approaches are (a) reducing the cost of or other-
wise increcsing access to basic goods end services and (b) increasing in-
come earning opportunities and capacity. I believe that the papcr put too
much emphasis on the second and too little on the first of these ap;rocﬁhc”.
This misplacement of emphasis led, in my view, to greater eiiphasis being pub
on a group of projects such as industrial, DFC, tourism and other enterprise
projects. Uhis ig different from the grcup of projects (e.g. public utility
Drojoctc) likely to emerge if the correct emphasis was given to the first
approsch.

3. Frrthermore, the misplacement of emphasis on the two approaches led
to a suggestion of a method of analysis that is theorelically questionshle
and operationally difficult to implement. If the cmphasis hed been on re-
ducing costs of services to the target group, one would avoid most of the
compllCat¢ons dlﬁcu sed in paragraphs T to 16 regarding choice of approp-
riate ratios

L, There are other reassons why the first approach is to be preferred
to the second. TFor example, with regard to the first approach, the direct
benefits to the target population are more certain to resch them. Pub’ic
utility charges, educational fees, hospitul charges, rents on public housing,
ete. can all be made progressive or dependent on income or type of housing

‘occupied in the urban areas. There will be little obstacle on the way for

these savings to be reasped directly by the target population. With regard

. to the second approach being recormended in the papﬂr the dircet benefits

to target population are less certain to reach them because of characteris-
tics of the private sector in developing countrics such as the absence of
effective lebor organisations s, greater tendomey for wonopolistie pricing
and hence high profits and for these profits to be reinvested in less
priority sectors or transferred out of the country. These characteristics
are precisely those being given lower weight in the Squire/van der Tak metho-
dology. Fmphasis on the first approach seems to me to be wore in tone with
this methodology.

ce: Messrs. Knox, Lachman, Thys, A. St
EMENA Files, Divigion File, Chron. File

VCHvwaneri:sm



December 16, 1976

Division Chiefs (WAN):

Urban Poverty Program (UPP)

About a year has elapsed since the UPP was launched and I felt
1t would be useful to take stock of what has been done to date and where
we are going next. Mr. Chaufournier has therefore agreed to put this item
on the agenda of our next regional staff meeting and Mr. Jaycox, Director
of the Urban Projects Department, will speak at our next staff meeting,
Tuesday, December 21.

In order that the meeting may have as much focus as possible,
I am attaching an advance draft copy of a memorandum Mr. Jaycox is planning
to distribute for discussion at a forthcoming meeting of the Operational
Vice Presidents. This memorandum summarizes the main issues at stake
at this time and may help you anticipate some of the questions you would
like to raise on Tuesday.

Since I do not have a list of all the participants in the
regional staff meeting, would you kindly pass this note on to those in
your units who normally attend the meeting.

Louis Pouliquen

cc: Messrs. Chaufournier
de la Renaudiere
Gue
Wright
de Azcarate
Bachmann
Bottelier
Payson



TO:
FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION Lt ac

OFFICE MEMORANDUM 1 2

Mr. L. Pouliqua i ! DATE: December 13, 1976
Luis de Azcarvte ZL?D’

Urban Poverty Program Implementation

1, I find Mr. Jaycox's memo of December 6, on which you asked for comments,
somewhat ambiguous as to the finmal message. The discussion in the memo, and
the related controversy with Ahluwalia, Pyatt, Little (their memo of November
4) is about the best criteria to use for determining the UPP. As such it

is an interesting, potentially useful exercise as far as our work in the
Region is concerned provided it does not end up with another set of guidelines
that we shall have to comply with. This is where the ambiguity lies, for

each part of the discussion on what ought to be done is followed by a few
sentences that say we should remain very flexible. For example on the amount
of urban poverty lending the conclusion is more or less that we can do as

we like provided total such lending for the Bank is (by FY80) some rather
small, and vaguely defined proportion (around 10%). If we do have that kind
of flexibility, and since the definition of urban poverty lending is itself
open to interpretation, I see no problem., Similarly, para 11 following the
discussion of various "search'eriteria heends up by saying that in any case
"sound'" micro-economic analysis of each preject 1is the important thing--as

it has always been. Again, in para 15, the recommended and arbitrary ratio
that would define UP lending (less than twice the national average for K/L
somehow defined) can be modified for "good country-specific reasons'. Fine
also.

2. Leaving aside now the question of what the real message of the memo is
supposed to be, I have some quick comments on the substantive discussion about
urban lending criteria.

3 It is noted first that we have all agreed on urban poverty target
proups. I hope that because we and the other Regions have been able to
produce numbers as requested we are not going to forget too quickly how shaky
the statistical basis is. I am afraid that we will be soon asked to "update"
numbers that are half mythical in the first place and that by keeping on
reprinting updated figures these will subreptitlously acquire some respecta-
ble status. '

4 As to the size of urban poverty lending, I fail to see what is so
"reasonable" about a figure that results from (a) an existing total urban
lending program that was arrived at as the sum total of regional programs
most probably prepared in a very empirical fashion and the certainty of which
is also probably dubious, and (b) the above program as a porportion of total
lending multiplied by the proportion of what we think (on most uncertain basis,
re para 3 above) to. be the proportion of "urban poor'" in the world. DBut, as
noted above the final target is sufficiently small and sufficiently" impreclse
to be agreeable' to everybody I suppose. -
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5 Thirdly, Mr. Jaycox's memo is not quite sufficiently clear in
distinguishing the various purposes for which criteria are to be needed.

This distinction, however, is well made in Ahluwalia et al's memo reffered

to above: "search" or identification criteria; appraisal or choice criteria,;
monitoring criteria. This is a useful classification and as noted in the
paper it is also no doubt desirable that the three set of criteria be
logically interrelated. I would like to note, however, that both Jaycox

and Ahluwalia's memos seem to take it for granted that the van der Tak/Squire
methodology has been agreed upon by all whereas we used to think that we were
still at the experimental stage; I may have been overtaken by events.

& It is most desirable to distinguish among the uses of various criteria
lest we end up with a system of multicriteria analysis of projects. I

realize this is a real methodological problem on which I have no firm views;

my instincts, and what I see here and there in Africa, however, lead me to be
suspicious of project selection based on a multiplicity of criteria because
about any project will pass one or the other of the hurdles and be accepted,
and in the end lead to wasteful use of resources: digging holes is not normally
very good in terms of return on investment but it may be a very labor intensive
activity; more seriously, how many new industrial investments in our countries
are "justified" by nothing else but their "employment effect"? In other words
let's indeed keep in mind, as said in Jaycox's memo (para 9), that "there is

no substitute for proper micro-economic analysis''.

. I am a little concerned about the didea of "spreading" capital (Jaycox
para 6; Ahluwalia et al para 6). If this concept is supposed to apply only
within the urban poverty lending, I would say it is a fairly self-evident one
for if the aim is to reach directly X people (and X is always large otherwise
we would have no urban poor problem) we have to try and spread whatever capital
we have among them. However, if the prescription is a more general one, I
dont' think it can be accepted a priori. In fact the footnote to paragraph 6
says more or less why: how efficient it may be to concentrate rather than
spread investment will vary from country to country; spreading may be a way

to directly reaching more people more quickly but it may also result in lower
long run growth and therefore compromise the possibility of any "trickling down"
effect later. The very example used (para 6) is revealing: is it at all
obvious (in Africa) that spreading resources to ensure that the mass achieve
basic litteracy is preferable to concentrating the education dollar in getting
a very few people through the higher levels of education? I would say it

very much depends on each country (one with 10% litteracy and one with 507%

are different cases in this respect).

8. This example in effect points to a rather fundamental issue that I can
perhaps express as follows. Our current preoccupation with the need to
directly impact on the poor carries the idea that more basic consumption should
be made available to the target group. But we are saying also that the aim

is to give the poor the means to become more productive. In other words we
want to give the poor more consumption goods and more capital goods. As long
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as we talk about food there is no serious difficulty; indeed satisfaction of
minimal nutritional standards is both an act of consumption and an act of
investment. The same for basic health requirement (though these are already
more difficult to define). Education however is a more tricky one. What

are minimum requirements? What are maximum levels not to exceed? From
primary to secondary, and to higher education costs per head increase enor-
mously but as in any other sector the determination of an "optimum" level

and pattern of expenditure cannot be based solely on the criteria of cost per
head (or employment per unit cost). Investment in higher education (if it

is not, of course, to subsidize the pursuit of purely personal endeavors

such as the study of, say, medieval Chinese music) can have powerful multiplier
effects. ' '

¢ N
9. In discussing the possible ratios to use (K/L, K/V, Lw/V) Jaycox
gives preference to national averages that focus on the need for shifting
resources among sectors (say from less to more labor intensive ones), while
Ahluwalia et al would rather insist on intra-sectoral movements toward a
situation of "optimal" K/L ratios. I dont' see one preoccupation should be
preferred over the other a priori. Also the intra-sectoral use of capital has
two aspects which are not clearly separated in either paper: one has to do
with the best use of capital with given technology (avoid wastage of capital,
aim at full capacity utilisation, maintain capital); the other is about the
adaptation of technology to the country's conditions (transfer of technology,
indigenous innovation etc.).

16 To conclude, given the degree of flexibility that seems to be left to
the Region to determine size, composition and even definition of urban poverty
lending, I see no problem with guidelines and ratios of various kinds. It
seems, however, that more than is reasonable at this time is taken for granted
in terms of measuring target groups, appraisal criteria and knowledge of
country parameters such as K, L, V or w (cut-off wage rate). One final
remark: in this as in so many other Bank papers the whole discussion develops
as if no one else but the Bank was in the aid business. In setting targets
of any kind the primary preoccupation, it seems to me, should take account
of what others, including the government, are doing.
cc: Messrs. Chaufournier: Members of Urban Task Force
Gué : |
Bottelier |
Payson
Bachmann |
Schmedtje
D. King E

LdeAzcarate/lm



TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT

OFFHCE MEMORANDUM D
Mr. Edward V. K. Jaycox, |URB DATE: December 9, 1976
K. Kanagaratnam, PNP . / [

Urban Poverty Program

s Following our discussions with you and Mr. Stone, we have
given considerable thought to how we can respond meaningfully to your
requests for information about the extent to which population projects
in our lending program will affect the urban poor. 1 regret to say
that we have not come up with any precise answers.

24 We would estimate that the principal beneficiaries of population
projects are persons in the lower 407% of the income distribution of the
countries concerned. This is partly because the fertility rates among
the higher income persons are lower to begin with, which means that they
already have knowledge of and access to family planning services, and
also because one of the principal delivery systems utilized in population
projects is the public health system which is used principally by lower
income persons.

3 Clearly, there will also be some benefits for persons in higher
income categories. Directly, some of these people will benefit from better
trained personnel being available to provide health services including
family planning services, better equipment for health and family planning
personnel, and easier access to contraceptive supplies. Indirectly, the
reduced population growth will probably result in lower national expend-
itures on health, education, social services, etc. which will reduce the
pressure on general revenue. This would probably have tax implications

for persons in the higher income brackets.

4. It is not possible for us to distinguish precisely which benefits
of population projects go to urban sectors of a country and which go to
rural. Most of our project activities are aimed at rural areas where the
fertility rates are on average higher and the services tend to be less
adequate. However, we also emphasize improving population activities in
urban slums in those cases where national programs have not been effective
in that respect.

5. Many of the activities financed in population projects such as
training, strengthening management and administrative systems, information,
education, and communications activities, etc. have an impact on both
urban and rural areas and usually in ways that will vary over time. We
have not been able to find a reasonable way of estimating how much of our
projects should be attributed to activities in rural areas and how much in
urban areas.

6 An additional complexity of population projects is determining who
a project beneficiary is. Is it the person who comes to a clinic financed
by a Bank loan? Is it a person who comes to a clinic in which he or she
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is served by a medical person trained under a Bank loan? Is it a person
who comes to a clinic in which recordkeeping systems have been improved
through a Bank loan? Is it a person who has heard about family planning
on the radio or who sees a family planning poster? 1Is it a person who
buys a contraceptive from a commercial outlet that sells contraceptives
because of Bank support for a commercial distribution system? 1Is it a
person who learns about education in school when the curriculum reform
adding population education was sponsored by a Bank project? Without
being able to define more clearly who are beneficiaries it is not possible
to say more precisely where the beneficiaries live. The External Advisory
Panel on Population addressed generally the problem of quantifying benefits
and beneficiaries in population projects. The Panel suggested that
existing methodology did not permit precise quantification of benefits

of population projects and felt that our analyses in the past had been more
elaborate than the data underlying them would justify. The Panel also felt
that the explicit statements of demographic impact tended to restrict Bank
activity in the population field because some potential borrowers are re-
luctant to ask for funds if that calculation is required in the appraisal
report. The conclusion of the Panel was that the Bank should continue to
do population projects, but should do less of the specific quantitative
estimates than had been done in the past.

tu I appreciate that this response does not assist your task in urban
programming for the Bank. However, I think you will agree that there are
some particularly difficult problems in identifying the "beneficiaries"

of population projects and the places where they reside. Given that the
number of population projects and the volume of lending for population

are still quite small in comparison with Bank totals, perhaps your planning
and programming exercise will not be distorted if you exclude population
projects.

HWMessenger/rb



TO:
FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Regional Urban Poverty Progr&m Boordinators. DATE:  December 6, 1976

Edward V.K. Jaycox

/ g f'd;z
Urban Poverty Program on

¥ The lively discussion of Mr. Stone's September 14 memorandum
has led to considerable re-thinking on our part and in the Regions and
DPS. Agreement on fundamental points and on most of the features of an
implementation strategy for the urban poverty program has emerged. There
remain, however, some points of confusion and some points of legitimate
disagreement. This memorandum responds to the main points of the discus-

sion and describes the recommendation | will be making to senior management
in an upcoming report.

3 The September 14 memorandum set out to:
(a) define an urban poverty target group;

(b) establish criteria to distinguish justified urban poverty
lending from other justified lending or business as
usual; and

(c) give a reference point for deciding how much urban poverty
lending the Bank should try to do.

| believe we have reached a consensus on points (a) and (c); most of (b) is

also agreed. First, | will discuss the points on which we have reached an
agreement, and then turn to the main point where we have not been able to
agree and where a decision is required. -

3. Target Group. We and Regional staff have now agreed on working
estimates of urban poverty income cut-offs and populations for all countries
likely to be affected. These estimates proved to be difficult to make using
the suggested method as data was often lacking. Nevertheless, reasonable
first estimates have been agreed for working purposes, and | belleve this is

a valuable first step in describing urban poverty in our member countries.
Equally Important is the general agreement to Improve the estimates as
opportunities occur in country sector and project economic work. Mr. Yudelman

and | are preparing a separate memorandum to discuss the updating and
improvement of country poverty estimates.

L, Size of the Urban Poverty Program. We have reached agreement on

what would be a reasonable size of the urban poverty program. First, it is

agreed that the urban poverty program should not compete for Bank resources
with the rural development effort. Therefore, the program should be scaled
as a proportion of urban lending, that is, lending that will directly impact
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upon or benefit urban populations. In the current five-year lending
program, urban lending amounts to about 30-35% of total Bank lending.

The urban poverty program would be a part of that 30-35%. Secondly,

we have agreed that the proportion of urban lending that should be ''poverty
lending' should eventually (by FY 1980) amount to at least the proportion
of the target population in the urban population. This would be roughly .
+25-30% according to our present estimates. Overall then we are talking of
only about 10% of total Bank lending. Thirdly, we have reached agreement
that this target for urban poverty lending should not and cannot be used

in a rigid manner that would overly constrain programming at the country
and even the Regional level. The target should affect programming at all
levels but should be held up as a Bank-wide target, allowing the kind of
flexibility at country and Reglonal levels that is necessary for responsive
operations and relations with our member countries.

5. We now have estimates of the urban poverty lending for each Region.
You have the opportunity to review these and see how they will be handled
in the report to senior mahagement before that report is finalized.

Criteria to Distinguish Urban Poverty Lending

6. Agreement has been reached on a number of fundamental points in

our discussion of this subject. First, | believe the confusion has been
cleared up and complete agreement has been reached that urban poverty

lending must meet all existing criteria by which Bank lending is justified.
Secondly, we have agreed that the objective of the program is to increase

the income and the consumption of the target group. Low income and low
consumption of the basics for a productive life describe poverty. This
objective can be achieved in two ways--by reducing the cost of or otherwise
increasing access to basic goods and services, and by increasing income
earning opportunities and capacity There is wide agreement that a key part
of both of these approaches is the spreading of available resources to
increase the productivity of or serve the mass of the people. 1/ A crude
example: |IM education projects it means that instead of- concentrating the
education dollar on getting a very few people through the higher levels of
education, countries spread enough of it over the mass to achieve basic
literacy. | believe we have reached substantial agreement on this fundamental
point of spreading avallable resources, and on how it would work in distinguish-
ing poverty lending for the delivery of basic goods and services. We have '

I/ This is not to say that we have completely turned our back on the
' potentialities for ''trickle down' effects from concentrations of
resources. These potentialities remain; but the incldence of poverty
suggests they not be relied upon to do anything significant about

poverty in a reasonable time frame,except perhaps at very high overall
growth rates.
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agreed that such lending constitutes ''poverty lending'' to the extent that

it meets existing criteria for Bank lending and delivers direct 1/ benefits
to the target population, that are affordable by that population and/or
otherwise replicable on a scale commensurate with the size of the pcoblem.

7. Increasing income earning opportunities for the mass of the
people also requires the spreading of resources (capital). This is
generally agreed, and our discussions have narrowed to whether a capital/
labor ratio (K/L), a capital/output ratio, a value added to unskilled
labor/total value added ratio (Lw/V) or possibly other indicators would
most effectively direct the Bank to identify and finance projects that
spread capital and also meet existing criteria for investment.

8. We proposed a country-specific capital/labor ratio, based on the
availability of capital and the current growth of the employment problem.

This ratio was then to be adjusted to account for the Bank's capacity to
operate at various levels of capital-intensity, i.e., we proposed to

multiply by two. This proposal drew a lot of fire. Many have expressed

the fear that it is too crude a measure and could divert us from, or be
mis-used as a substitute for, sound micro-economic analysis. Others have

felt that the proposed formulation yields impossibly difficult targets of
labor-intensity and the Bank will not be able to find enough of these projects
to fulfill its overall lending program, let alone its urban poverty targets.

9. There is, of course, no substitute for proper micro-economic
analysis being proposed here, by Mr. Stone, or by those who have proposed
alternative search criteria. Whatever indicator we may finally adopt based
on macro-economic factors can only be useful and pay off on the assumption
that the proper micro-economic criteria are also satisfied before a project
is considered to be justified. We all agree on that point and that the
present practice should continue to be upgraded by the introduction of the
Little/Mirlees, van der Tak/Squire techniques and by their application
earlier in the project cycle, where they can improve project design.

10. The suggestions for alternative distinguishing characteristics

of poverty lending that have been elaborated upon in the Ahluwalia, Pyatt,
Little memorandum to me of November 4, constitute a constructive effort

to help us through a difficuit area. They argue that actual benefits to
the target group are best measured by a formula which directly incorporates
the returns to unskilled labor and propose a formula where Lw/V (L is total
labor employed, w is a national cut-off wage, and V is total value added)
in a given project should determine the proportion of project costs

1/ And indirect if they can be quantified.
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which classify as urban poverty lending. To encourage investments which
spread capital, they would supplement the Lw/V measure with a form of
capital/output ratio, V/K (where K is the discounted capital cost of the
project) which should be greater than some sectoral or national average.
While we recognize that the combination of these two search criteria
achieve much of what we are after, we have practical reservations.

(a) The V/K ratio scaled to national macro-economic situations
would indeed push for capital saving and spreading without losing sight
of the need for high returns to capital. It is really another formulation
of the K/L ratio, assuming both cannot substitute for proper economic
analysis. In our view, the K/L ratio more directly reflects the concern
for employment that is central to the urban poverty program. Frankly, |
do not see the danger that projects staff Is going to lose sight of the
need for a healthy economic return. Scaling the V/K to the macro-
economic situation of individual countries Is also in our view more
problematical than for the K/L ratio.

(b) The proposed use of Lw/V as a method for classifying the amount
of a loan which should be counted towards urban poverty program targets
has much that is appealing since it allows that almost all projects have
relevant employment benefits and it highlights labor Intensity valued at
some appropriate shadow wage. However, we have difficulty with it as a
practical operating rule given our present state of knowledge. First, it
Is by no means obvious what (w) should be: the shadow wage In the economy,
some average unskilled wage, the income cut-off of the target group? Each
has advantages and disadvantages. Secondly, since it is proposed that all
labor be valued at (w), irrespective of actual wages and the skitled or
unskilled proportions, we are uncertain about the relevance of such a value
to the direct benefits, i.e., earnings for the target group in a particular
_project. Finally, the fact that the rule allews that almost all projects
have relevant employment benefits, Is in a very Important sense a draw-back.
We want to adopt rules that promote change in the direction of much more :
direct employment benefits for the target population, and therefére we need
a rule which will distinguish between "new style' projects and business as
usual. :

11 In any case, the various ratios considered are all built on parts
of the basic production function. They are wholly compatible; although

each may emphasize two legs of one three-legged stool, each implies something
about the missing leg. And finally, as a search criterion, each is and

must be viewed as presumptive until and unless borne out by sound mlcro-
economic analysis. ' 3 ,

12, As far as the fear of some as to the impossibility of the targets
is- concerned, | believe the targets will be difficult, but by no means
impossible. In the poorest countries where [t would appear to be most
difficult to find productive operations associated with so little capital,

("
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the facts are that in these societies such labor-intensive operations are : |
commonplacé. In any case, very low capital/value added ratios would be ; g 1
equally difficult to achieve, as would high Lw/V ratios, since they all
amount to the same thing if properly scaled to the size of the capital/ :
employment problem. There is no way that increasing productive earning '
opportunities for the mass that must be employed is going to be easy.

13. A1l things considered, for industrial, DFC, tourism and other
enterprise projects, | am going to recommend that we adopt the Tow capital/
labor ratio, as the distinguishing feature of urban poverty lending. |

can find no one who believes other than that projects which bear this
' feature and meet existing Bank investment criteria will also have low
- capital/output ratios and high value added to unskilled labor/total value
added ratios--i.e., have high positive direct benefits in terms of employ-
ment and income for the target population. The results will be mon| tored

in terms of these direct benefits and If the capital/labor ratfo s not
adequately serving our needs, we will drop it or supplement it as necessary.

14, Apart from the alternative ratios that might be used, much
discussion focussed on whether the ratios should be sector-specific or some
economy-wide average. Sector-specific ratios for each country would be
much more complicated to generate and in my view would not be useful for
our major operational need. Sector-specific ratios would focus on moving
toward more appropriate technology in each sector but would say nothing

- about sector mix. It is my conviction that while capital~saving can take - 7
place in every sector, the new part of what we are here addressing s the ?
movement into sectors where an important part of the labor-intensive :
operations in an economy take place--inter alia the services, small scale Sy
enterprises and informal operations. Capital saving in the sectors we now % .|
operate in is business as usual and we can do better, but this movement =
into new sectors requires more radical change--new types of intermediaries N b
and ways of doing business. As | see It, it Is this latter task that Is 5 5. ¥
the bigger operational problem we face in the Urban Poverty Program. g vy
Therefore, | will recommend to senior management that we adopt the economy-
wide average capital/labor ratio as an indicator rather than any set of

. sectoral averages. ' '

Ty e e o i o e o

R

15. In response to many comments on the exact formulation of the
capital/labor ratio criterion, we have worked out some modifications which
will improve it technically. First, the man-years of employment as well i
as the Investment costs will be discounted over time and counted in man-years
rather than 15 man-year job equivalents. Secondly, the threshold will be
calculated by dividing available capital (GDI) by total labor force rather
than 1/15 of labor force plus growth of labor force. These changes allow

us to eliminate the arbitrary assumption of average economic 1ife of fixed
capital of 15 years and the definition of a job as 15 man-years of employ-
ment. Also, the new formula includes the underemployed in the economy as
well as -the yet to be employed in the group over which available capital

must be spread. The formulation we end up with Is as follows: Any project
or identifiable sub-project for which the discounted costs divided by the

¥
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discounted man-years of employment generated is less than twice the GDI
divided by the labor force, will be counted as urban poverty lending.

Any modifications of the arbitrary doubling of this index for good country-
specific reasons can be considered and agreed. We would be especially
interested to see this factor reduced for the higher-income countries.

A separate mote on this will be prepared shortly.

16, | suggest we meet to discuss this memorandum, and the draft
memorandum for Mr. McNamara and the Operational Vice Presidents {which |
hope will come to you in draft before the end of next week) at lunch on
Monday, December 13, when | shall return from mission.

cc: Messrs. Baum
Ahluwalia
Avramovic
Dunkerley/Churchill
Gordon
Keare
Little
Pyatt
van der Tak
Yudelman

'EVKJaycox/AStone: ncp

1
|




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

Office of the President
December 1, 1976

To Mr. Baum:

Thank you, Warren, for sending the attached note and for your action
in clearing up any confusion between "targets' and "best estimates."

I was disturbed, however, to read iIn the minutes of the meeting a
reference to '"pressures to produce projects." I cannot state too strongly
that there should be no "pressures to produce projects' other than in con-
formity with accepted Bank standards. We should make this point clear to
all Bank staff members.

There is, of course, for each Project Divisbn and Department an oper-—
ating plan prepared by that Division to carry out its responsibilities (and
in the aggregate, the responsibilities of the Bank Group) to help meet the
needs of the developing councries. The appropriate resources (staff personnei,
administrative budgets, etc.) have been provided to carry out the operating
plans. And it is the responsibility of the managers to either meet the plans

~~

or to propose changes in them. But under no circumstances will we permit
achievement of the plan by violation of the quality of the standards on waich
the plan was premised.

I would like you to get together with Jim Kearns and organize a
session with the Regional Vice Presidents so that we can dig into the question

of any real or perceived "pressures to produce projects.”

I an sending copies of this note to each of the individuals receiving
copies of the attached minutes.

-~

,’// g (
47§:Z2?/f\f ’$<;u‘“éin-~h,

. Robert S. McNamara

r

cc: Mr. Kearns
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Department Directors and Projects Advisory November 9, 1976
Staff in Central Projects Staff

Quality of Project Work

, Mr. Baum referred to a recent OED report which had suggested
that, under the pressure of circumstances a "target" rate of return

had been used to justify a project, instead of the staff's "best estimate"

which was much lower. He emphasized once again that, above everything,

management trusted all staff to reflect their professional judgment in

their work.

It was recognized that, by the very entrepreneurial nature of
their work, there was a danger that staff would tend to be optimistic
in their forecasts and underestimate the difficulties and risks involved
in their projects. In addition, it was often very difficult to make
valid estimates of rates of returns, in particular in agricultural
projects, where data on crop production often were averages covering a
wide range of circumstances, and actual results would depend on how

many farmers could achieve the project objectives under variable weather
and growing conditions, and especially how fast., Concern was also
expressed about the possible dilemma of the regional staff when
confronted, on the one hand, with the pressures to produce projects or
substitute projects to meet lending program objectives and, on the

other hand, with their professional standards.

It was agreed that the staff should be made aware that
management unequivocally expects their recommendations to be based on
their best professional judgment, with an indication of the nature
and range of the uncertainties involved and a candid discussion of the
factors on which the outcome depends. Under no circumstances should
projects be made to look better than expected by the use of estimates
that are based on "optimistic' assumptiens. Nor should "conservative'
assumptions be used in cases where projects had a high rate of return
since this biased results in the opposite direction. To do otherwise
would not serve the interests either of the borrower or the Bank,

DISTRIBUTION: Messrs., Ballantine, Fuchs, Jaycox, Kanagaratnam, Lejeune,
' Rovani, Sadove, Tolbert, van der Tak, Willoughby, Yudelman,
' King, Israel, Lee, Lethem, Lithgow, Morse, Raizen, Ray.

cc: Messrs., Knapp, Baum, Bell, Benjenk, Chadenet, Chaufournier,
W, Clark, Krieger, Stern, Wapenhans, Alter, Weiner, Gabriel,
Gordon, Burmester, Finne.

FLethen: lic )l
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OFFICE MEMORANDUM
TO: Messre, Bell, Votaw, Kirmani, Howell, DATE: ©Noveuwber 12, 1876

i Vergin, Hasan, Hawkins (o/r), Ruddy
FROM: Willem €, F, Bussink ,4¢

A fr

SUBJECT: Urban Poverty Lending

As a further contribution to our discussion of CPS' proposed

1/

criteria for urban poverty lending — , I am attaching a brief analysis of

.the application of the criteria to the Indonesia Lending Program.

1/ See my November 9 memo on "Mr. Stome's memo on Urban Poverty Program
Implementation'

ce: PBAP Programs and Projects Division Chiefs

WBussink:ye



Willem Bussink
November 12, 1976

Application of Mr, Stone's Proposed Criteria for
“Urban Yoverty Lending; an Example (Indonesia)

1; At the request of the Urban Poverty Task Group, the Regions have
divided the lending program over four categories: . Rural, Urban, National

and Unidentified, For Indonesia, the attached Table summaries these data

for two groups of two years, Total urban lending as presently defined,

comes to $278 million and $190 million, respectively. Applying Mr. Stone's
proposed urban poverty lending criterion to Indonesia { and given the fact

that zn estimated 55% of Indonesia's urban population has incomes below the
poverty line, the target amounts for urban poverty lending would be_$153 million
and $105 million for the two periods.

Zs JT'rom the Table, the following polnte emerge:

i) The farther ahead one looks, the larger the "unidentified"
category, and therefore the lower the target for Urban
Poverty Lending. It is, however, exactly for the later years
that one can presumably still influence the thrust of the
lending program,

i1) Concentrating further on the more definite FY77 and 78
program, six sectors contribute to urban lending. Of
these, transport (Jakarta port) and power (Jakarta generation)
contribute. 40% of the total amount. It will clearly be
difficult to argue that these proiects directly benefit the urban. .
poor. If they don't, the rest of the program will have to nearly
fully satisfy the urban poverty lending criterion, rather an impos-~
sible target. Two remedies suggest themselves. Firstly, one could
with some justification, relabel these loans national ones (this
indicates how dependent the result is on such labelling). Secondly,
one could indeed do away with such projects, but this then raices
the real question whether that is the desired result of the exercise

iii) Another category of projects consists of DFC and dindustry
(small business development). To satisfy the urban poverty
criterion here, jobs would have to be created at a very
low cost, or production would have to be steered towards
low-cost goods for the poor. It is as yet unclear how
this is to be done, and whether it will be worth the un-
doubtedly large effort needed by Bank staff. On the
other hand, if the effort were successful, there might be
an important demonstration effect, even though the amounts
of Bank financing involved would only come to about 0.5%
of total Indonesian investment.

iv) For the remaining urban and water supply sectors, the
criterion would call for the inclusion ot substantial
components aimed at the provision of services for the poor.
This seems a worthwhile goal, even if its realization in
Indonesia doesn't guarantee that the lower 40% of the popu-
lation is being reached(given the fact that 55% of the urban
populaticn is deemed to be poor).

EJ'St}ictlﬁuspeaking, Mr. Stone's criterion is to be applied to regions,
not countriles., Logically, however, they should then also apply to countries
(see my November 9, 1976 draft comments on Mr. Stone's memo, page 4, footnote).
Attachument



EREAKDOWN INDONESTA LENDING PROGRAM BY SECTOR AND LOCATION OF LENDING ($milliomn)

SECTOR FYs 77, 78 FYs 79, 80

Rural TUrban National Unident. Total Rural Urban Natiomal Unident. Total
Agricu;ture 555 555 570 ' 570
Educ, Population .

Nutrition 59 59 75 75
DFC A 65 65 60 60
Industry, mining 100 20 120 - 25 50 85
Transport 32 _ 80 112 60 50 50 160
Power 80 80 160 145 145
Urban 51 33 35 35
Water Supply 30 30 30 30
Tourism 30 30

TOTAL 655 278 59 160 1152 570 19¢ 125 305 1,190
Target Urban .

Poverty Lending
(55%) 153 105



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. E. V. Jaycox (URB)
’ -"I"..;..R‘___ "
FROM: I.M.D. Little (ECD), Graham Pyatt”

DATE: Nevember 9, 1976
\
RCDR) and M. S. Ahluwalieﬂ%ﬁm)g(

SUBJECT:  Our Memo on Urban Poverty Program Implementation: Errata

1, On reflection, we find that para. 15 of our memo should have carried
the following footnote clarification.

*The use of observed income shares of the urban target group in urban income as
a benchmark for determining the share of value added directly accruing to the
poor raises the question whether the technical limits of urban projects will
provide sufficient eligible projects. Suppose, for example, that the urban
poor are 40 percent of the urban population and receive 12 percent of urban
income and we wish to_double this share at the margin, we need to find enough
projects such that Lwi:V is at least greater than 0.24. In some situations,
it may turn out that this is simply not feasible. 1In this case some adjust-
ment of the target is needed in the light of the technological possibilities
in industry. Note that this is only a particular case of the general problem
of setting sector specific targets, which we have discussed in the memo.

M Bt

MSAhluwalia:jgp

cc: G. Beier (URB)
A. Stone (URB)
H. van der Tak (PAS)



TO:
FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION ¥ 5 2 o =
At oK /

OFFICE MEMORANDUM /7 #4

Yessrs. Bell, Votaw, Kirmani, How011: DATE: November 9, 1976
Vergin, Hasan, Hawkins. (o/r), Ruddy
Willem C. F. Bussink ./, ,

/Zz’/

Mr. Stone's Memo onUrban Poverty Program Implementation

i 58 Herewith T am sending you draft Regional comments on the

above memo, which I have been asked to prepare, Many others have already
conmented: DFS (Karaosmanoglu, Ahluwalia, Duloy, Little, Stoutjesdiijk),
other regions (Cilmartin, Hablutzel, Nowicki) and some ci ovr cwn staff
(Helmers, Mistry, McGarry). I have not tried to summarize all the
arguments, but have concentrated on two which have not beer made forcefully
elsewhere: the "disutility" of applying general yardsticlks, without country
specifics, and the fact that the proposed system puts difficult additional
criteria on lending to the poor countries. If one is to make a serious '
attack on the problem, much more country-specific work is necessary, and
one should see whether cne wants to commit the staff resources to prepare
for such an attack (see the end of my comments).

s Since Mr. Stone is going to prepare a secend version of his mewo,
we may want to get tegether soon to decide what comment, if any, the Region
wants to send. ’

3. I am at present looking at the Indonesia lending program in the

light of ¥r. Stone's memc. If any conclusions worth reporting result, 1
shall forward those under separate cover.

cc: EAP Programs and Projects Division Chiefs

WBussink:ye



"2, - 1) Given the well-recognized links between urban and rural poverty,

DRAFT
WBussink:yc
November 5, 1976

COMMENTS ON MR, STONE'S MEMORANDUM ON "URBAN POVERTY PROGRAM IMPLEMENTATION""

X The Bank's approach to poverty redressal is an important
subject, and proposals to conceptualize, implement and monitor anti-
poverty strategies warrant full discussion. Paragraph 2 below raises
some general questions on the approach taken in Mr. Stone's memorandum

on "Urban Foverty Program Implementaticrn'. Paras. 3 to 14 comment on its

‘specific programming proposals. The conclusion is, that the proposed set-up

suffers from serious drawbacks, and that a much more country-specific
approach is necessary if meaningful criteria for poverty redressal are to
be developed.

General Remarks

m

g’ﬂ\ end the danger of undesirable induced wigratien, it is cuestionable
Lo .'
Y \ ) 3 .
47 U p¥  whether a sepsrate urban peverty progran should be instituted at 211.

ii) Public investment in urban arens j¢ enly one instyument te combate
poverty. Other instruments, e.g. agricultural price policy, may
be mvch more important. Within the overall policy framework,

concentration en Bank contributicns to urban Inveclrents nay

PR

therefore place unwarranted cmphﬁsis o what way wel! be cnly a relative
smnli element in the overall picture. and thus turn sttention avay from
more important aspects and/or policy instrinicents.

iii) Generally, the criteria for Bank lending are that the country's
investment program as a whole must make sense, and that within the
total the Bank should participate in areas where it has a couparative
advantage and/or can play a catalytic rele. Tn this context, the logile:

way to handle a specific ﬁovcrty concern is to incorporate It in the



““.Specific Comrente

review of the overall policy framework and investment program,
not to set specific separate targets for Rnk rural and urban
anti-poverty lending.

iv) It is hard to see how any exercise as proposed can malie sense
without country specifics. Fcr instance, there may be wide country
differences in the importance éf directly creating additional emp}oy—
ment, in the "affcrdability" of expanding public services, and
in the priority that needs to be given to earning or saving foreign
exchange, and this should have implications for country programs,

including those to alleviate urban poverty directly.

g, R ER, NRRGRE S A s e e e e = o
3. Target Group ldertification. Instead of a single criterion, the memo
. 17 <
(para 4) proposes a double criterion: abeolute or relative poverty =/. This
makes life more ccmplicated, tut only slightly rare so. In E/2 ccuntries,
the absolute poverty criterion dominates. Ve have done the hasic work.
Updating or refinements should not be required on a regular (or even annual)
basis, but only if there are significant changes in the overall picture and/or
when a body of new data (e.g. 2 consumption or income distribution study)
becomes available.
4. The conceptual weakness of a target group approach is that no attention

is paid to differences in degrees of poverty. Logically, if we are to
distinguish the poor from the non-poor, it is equally necessary to distinpuish

between the very poor and the not-so-poor.

_}_/ The #tention is to adopt the highest of the two criteria for the poverty
line and the number of people in poverty. CGenerally speaking, the relative
poverty criterion becomes operative in the richer countries only.
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Sy ' Also, one should perhapé note that if the identification of a
large number of people, in poverty leads to the establishment of (impossibly)
high poverty lending targets, there will be an incentive to keep the

target group small.

6. Definition of Urban Poverty Lending. This section contains many

worthwhile ideas but also raises many questions. Urban poverty lending is
defined in para. 8 as lending which directly benefits the target group.

A major issue is whether we should only count direct benefits. One can
certainly sympathize with the thought that allowing all real or imaginary
secondary effects (of e.g. a power generation project) to be counted makes the
definition almost meaninggless. On the other hand the proposed cefinition

ds also very guestionable. What if a project does lower ccsts of goods
ééﬁsﬂﬁeé b} the pdof; buﬁ chéﬂé s;me.£iﬁe - indi;eetiy - throws mény'géopiéu
in the traditional sector who now produce these goods out of work? Vhat

if cne project only uses imported raw materials but another will preatly
increase derand for labor—-intensive domestic inputs?

T The importance of indirect effects varies with the type of urhban
poverty project. The menc distinguishes three types: urban services, preduction
of basic gcods, and emplovment creation 1/. From the mero, the first

category appears to be relatively straight forward and norrcontroversial. The
benefits of public urban services projects are largelv direct and location
specific. The tests of affordability and replicebility ave important.
However, there remains the quespian who will bear the costs of these services
(para 10). Even if the poor are able and willing to pay, efficient collection
must also be technically possible and politically acceptable. Tn the poorest

countries and/or for the poorest groups, cross — subsidies or full public

1/ Para 16 indicates that there may be a fourth type, but its definition is
not precise enough to be operationally usable.

i s i M e 7 s v .
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gubsidies will often be unavoidable. In other words , the pocrer the

country, the-higher the proportion of urban service project costs that may have
to be financed through subtsidies. In addition, the targeted proportion of

Bank urban poverty lending in total urban lending is also linked to the
country's poverty (through the percentage of urban population in poverty,

para 17)&/._ Thus, through both factors, the poorer the country, the larger
"the need for subsidies under the profosed Bank guidelines. If this is

jndeed the intended thrust, its implications should be assessed carefully;

8. Of the other two types of urban projects mentioned above, the
category "production of basic goods and services for the target group at a

cost below prevailing costs" (para 12) remains vague. It will have to be
detailed much further before it can be meaningfuliy diccussed. In gegeral,
thé questiéﬁs 1t raiseslafe.of the same general nature as theose pertaiﬁing to
the employment-generation type.

9. The approach taken towards employvment-generating pvojects (paras.
13-15)is very interesting but inadequate. If one hopes tec attain the objectives,
a much more detailed and sophisticated approach is necessary. There are
substantial technical questions on the derivation of the capital cost per

job eriterion (pare 10 below), but more important are the penercl ¢nes

already discussed in para.2 above. Certainly tlere is an urgent need to

l/ It is true that Mr. Stone's memo does not propose targets for cach country

and sector which dircctly relate urban poverty lending teo the pereentage
of urban population in poverty. Tt scems clear, however, that setting
overall regicnal tarpets in this way does have dmplications for country
and s;ec.t—cn_f_a?g?t;ts. This is most obvicus in Repions where all countries
arc equally poor (e.g. South Asia). 1In more mixed repions, such as AP,
it is not clear why some countries ‘-yasunably the richer enes) should
have relatively large anti-poverty ieanding to compensate for shortfalls in
other countries (presumal:ly the poorer ones) in the Region.



to poverty redressal ;j.

- 8w

translate employment and income ccrcerns into practical méasurcs to

improve the labor market situation. However, if all the indirect and

dynamic effects, relevant related policy questions and country specifics

are left out, one cannot be reasonably confident that meaningful criteria and/or
measuring sticks result. Using short-cut methods, 1like the one proposed,

will leave many operating departments unconvinced that the yardsticks

‘with which their performance is being monitored are meaningful, and will

increase the resentment against "labelling'" and''figure-mongering''. Be this
as it may, a much more serious risk is that short-cut ecriteria and
decision rules will influence the Bank's general policy thrust and/or

concrete decisiong in the "wrong' direction and be inimical

% i /i . .. £ p b

10. Technically - and very briefly - the derivatior of mexirum costs
per job in vara. 14 raises the following questions:
LY . . . T . = . . . - = T " e 1 T
i) Mo justification is given for the unorthodox way in which
replacement investments are treated. lNormally, because of the
fact that ZInvestwments grow over time, and because a substantial

proportion of investment goods are repaired rather than replaced,

replacenments are not more than 15-30 percent of total investments

If these are deducted, and the rest is allocated only to the
net addition to the labor force, the available investable funds

per job are 3 .to 4 times as large as the amounts arvrived at by

using Mr. Store's method.

1/ In effect, the rules being proposed will put additional constraints on
lending to the poor countries.

-
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i1) Doubling the initial figure is then juétified on the basis
of possible indirect effects, and to place'the tkreshold
more clearly within the operationally feasible range of
Bank intervention. The first argument is too general;
as argued in para. 6 above the indirect effect can be
negative. The second argument throws additional doubt on
the validity of the whole approach 1/,

iii) Dependent on the availahility of infrastructure, a part
of the investible resources will Léve to be used to repair,
jmprove or create infrastructure, which will directly
create only a few jobs.

iv Several lesser remarks could be made, which would however
211 reemphasize the same point: that one needs to be country and
project specific, and that no "rule of thurb' can substitute
for this.

11. Regional and Sector Targets. In paras. 17-18 of =, Stone's mero,regional

poverty lending targets are proposed which set the target proportion of urban
poverty lending in total urban lending equal to the proportion of urban poor

in the urban population. In short, the poorer the region, the higher the

target proportion of urban poverty lendiné. Also, however, the poorer the region,
the more difficult to satisfy the poverty lending criteria, as the "allowable"
cost per job created decreases, and it becomes more and nmore Jifidcult to gener-—

ate urban service projects that satisfy the criteria of affordability and repli-

1/ For very poor countries, with low investible resources, it will indeed

often be necessary to accept that the Bank cannot effectively prowmote
employment at very low cost, and that anyway substantial employment will
st11l have to be provided through an expansion of the traditional sector
with low investment. (This would point towards intensification. of the
search for activities with large indirect employment cffects). The argument
would however not hold for the somewhat richer countries. Doubling the
maximum allowdble cost per job therefore does not seem justified for all
countries. This again points to the need to be country specific.

-
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bility. Under these circumstances it is unclear why this specific
targeting system is being proposed. |
12. The proposed sub-system for sector specific targets is more
loosely prescribed. Tt will certainly be useful to develop an idea of the
extent to which different kinds of essential services are lacking.
liowever, to cet targets for each of these sectors within totals that are
cuestionable, only exacerbates the difficulties inherent in the proposed system

13. Kegional Urban Poverty Program and its Monttoring. For the urban

services component, where it is reasonably clear what urban poverty lending is,
the program can be fairly easily defined and monitored. Tor that part,

the remaining problem is to devise a realistic system of targetsetting for
each country, given its specific circumstances and constraints.

14. With regard to the creation of incomes and employment for the

urban poor, the idea that this can be targeted, programmed aud monitored
through a project approach should be abandoned as impracticable and possibly

. counter:-rcductive. An alternative approach is discussed below.

Alternative Approach

i Ao If shortcuts are impracticable or even dangerous, more

detailed analysis will be necessary to attain the given goals. The

key element would be a periodic country- specific review of poverty incidence,
employment trends, and policies to improve employment and incomes of the

poor, within the overall constraints the country faces. This review,

which would cover both rural and urban pcverty would describe the

prchblem, analyze it, identify the practical opportunities for poverty
redressal, ard set specific targets for the years ahead, together with
guidelines to monitor them.

16. These "Country Poverty Reviews" (CPRs) would be produced

periodically, the first set phased over perhaps the next three years.
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The sét—up could be roughly similar to those for sector memoranda. Concen-
tration would initﬂaily be on countries with large poverty problems, and/or
countries where the Bank may have a significant contribution to make, either
through analysis or through financial assistance.

17. The CPRs would in the firstinstance bring together already
available information on the poverty problem. .They would also identify

‘gaps in nowledge, and develop a work program to fill these gaps. In
principle, the CPR would be a converient vehicle for a broad-ranging
discvssion with the Government of poverty incidence and policies towards
poverty redressal, identifying a role for the Bank in the process.

18. 0f course, the production of CPR's would put a significant

claim on manpower, given the need to establish links between the distribution
of income (including provision of public services),employment trends and the
investment program. Country expertise would be preovided by the regions,
technical and sectoral expertise (services and their costs, empleyment and
labor market analysis) by CPS and DPS. If CPR's would, on average, cost & to
() manmopths to prepare, an input of about 10 manyears per vear for 3

years would be necessary (Bankwide) to prepare the first round of CER’s.
While this is a significant cost, it is doubtful whether much cculd be
accomplished in the way of development anﬂ implenentation of anti-poverty
strategies uniess an initial investment of this order of magnitude were made.
If the scarcity of Bank manpower resources precludes such an effort, worlk
should be concentrated either on a few key countries, or on the

development of country specific programs for the provision of public services
at a cost that the country can bear. Anything like a comprehensive approach
to the poverty problem will however necessitate the commitmént of substantial
Bank manpower. As’arguéd earlier,lan attempt to avoid this through the

_application of ggneral gshort-cut criteria is likely to be counterproductive.

8
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OFFICE MEMORANDUM
TO: Messrs. D.Elliott, J.Fish, J.Howard, A.Thyg, A.Frank, DATE: Noverber 2, 1976

J. Stewart, E. Sekse ’
FROM:  Hans Pollan C},, ; ;

SUBJECT:  vUrban Poverty Program (UPP)

1z Following on further work done in the Urbar Cperations

Review and Support Unit (which you know is headed by Alistair Stone)
the Bank is currently engaged in a further refining of the tentative
UPP proposals that had been established last spring. This is necessary
because first of all there have been several CPP reviews since spring
and, secondly, because some further thought has been given towards .
identifying low income groups in our member countries and subsequently
in ascertaining criteria for the appointment of UPP target groups.

The last effort in this connection was Alistair Stone's September 14
Remorandum on which further work however still needs to be done because
it has evoked considerable and varying responses especially on the
employment cirteria.

2, Even with the as yet uncertain state of the art it is necessary
that we help towards further refining the outlines of the Bank's urban
poverty program. Opinions in this area would be particularly helpful
to advance further the discussion Planned for late this autumn (possibly
already late this month) concerning the criteria for target groups;
this discussion is planned under the chairmanship of Mr. Knapp in a
meeting of the Operational Vice Presidents.

3. We now need your help. T have tried, in Preparing this effort
vithin the EMENA Region, to keep the mechanical working process to a
minimum. This is possible because

(i) we have already made a head start through an earlier apprexiration
of the IMENA UPP 1966-81 as shown in my note to Mr. Jaycox of
May 11, of which you have & COpYy.

(ii) the fact that the Urban Operations Review and Support Unit "has

the services of a Research Assistant, Ms. Morag Kimnison, who

will do most of the running in fitting the redone UPP lending

Program together which she will, before we pass it out of the

Region, present to me for my approval.

- :

Mg. Kinnison will be phoning you for appointments during the remainder
of this week, starting tomorrow, Wednesday November 3. For these meetings
Ms. Xirniscen will talk individually with each Division Chief and whomever
he wishes to associate from the division. You will need to use my May 11
note. She, in turn, has material of her own partly derived from work
of country economists concerning the identification of low incore groups.
Please nake zvailable to her any help where needed to re~shape the UPP
Particularly in light of changes since May in CPPs and your own appreciation
of target groups arrived at either through your own judgment or with the
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help of some of the items of Alistair Stone's September 14 memorandum
S

or some combination thereof. I am particularly interested however in
your own judgment in this area.

4. I am also copying this note to all EMENA Programs Division Chiefs
because in the second round of Ms. Kinnison's

interviews she may most

likely have to approach the Program divisions.
< .

cc: Messrs. Jaycox, Stone, Ms. Kinnison

Dubey, Lachman, K. Jones, Moreau, de Merode, Ms. Peterson
EMENA Programs Division Chiefs
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Ls The attached note by Messrs. Duloy and Ahluwalia o
on the problems of "Targetsetting" in urban poverty lend- .
ing reflects considerable discussion within DPS and repre-—__
sents a general consensus on the issues addressed.

Programming Urban Poverty

2 We all understand and, in principle, agree that
poverty alleviation objectives deserve greater attention
and greater weight in the allocation of investment resources
and that various target-setting proposals based on labor
intensity derive from this premise. We would like to see,
however, that the development of a coherent system of Bank
econonic sector and prcject analysis does not seriously
suffer in the process of establishing "targetting" rules
and/or guidelines.

i Although it may be true that an improvement in the
allocation of capital will require that investment per
worker should be changed in favor of labor -intensive activi-
ties, an optimum investment package will always contain
projects with different degrees of capital intensity. There-
fore, proper project or program identification, formulation
and appraisal, taking into account the social cost of employ-
ment, is the only way in which a project related approach
can improve the allocation of capital, while also making
proper allowance for future poverty.

4. The issue which must be faced is the fact that the
Bank projects make a real difference only if they are both
good and would not have been done anyway, or not done so well.
Successful originality, including the originality of finding
projects which have a high social value, sometimes but not
always because they are labor intensive, is certainly needed.
Targetsetting is at best only of limited usefulness in
stimulating this sort of social entrepreneurship and cannot
substitute for a coherent system of economic analysis, and
project identification in which attention is given not only
to direct labor intensity but to other inputs used, and to
the likely return -- as well as to broader considerations such
as whether this is the sort of thing the country would do
equally well, or almost equally well itself.



Mr. E. Jaycox -2 - October 26, 1976

LR In evolving an articulated system for incorporating
poverty alleviating objectives into Bank lending prograns,
it is essential that lending guidelines are perceived by
the operating departments as fitting into a manageable
framework. The adverse reaction already recorded by some
some of the Regions to the imposition of additional lending
guidelines of the sort contemplated for urban poverty or
land settlement projects derive to a large extent from the
same considerations addressed in the Duloy/Ahluwalia note
and this memorandum. This gives added weight to the need
to work with the Regions on practical methods of applying
the system of Bank project analysis a la van der Tak/Squire
and linking it more effectively with general economic and

sector work of .the Bank. Insofar as targetsetting interferes

with this process, it detracts from rather than supports
progress toward the common objective of increasing the
effectiveness of Bank lending in alleviating poverty.

6. It would seem that further discussions are needed:

i) with the DFC. Department as to what guidelines, the

results of which could be accurately monitored,
could best serve to guide DFCs in the right

direction. These might involve sectoral allocation,

size of loans, collateral requirements, or other
. considerations which fit more directly than a

capital labor ratio with the operational criteria

which DFCs use;

ii) with the Central Projects Staff as to how a wider
spread of capital could be best and most quickly

achieved -- this again might involve a considerable
sectoral realignment with consequences for staffing,

specialization, etc.;

-

iii) with country economists and Regional Project staff
as to how the mix of the Bank's investment activity
can be modified so that there is more concentration

on poverty alleviation and employment,especially in
areas which the country itself may tend to neglect.We

refer to areas of activity excluding urban infra-

structure and services, where it is agreed that the

criteria based upon direct benefits to low income
groups may be useful.
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Mr. E. Jaycox ' B October 26, 1976

i 27 The aim throughout must be to search for and identify
relatively neglected areas of activity where high social
returns can be found. It is not too much to hope that
through such discussions various sets of procedural guide-
lines can be established which would have a greater prospect
of achieving the end desired than the use of a capital/labor
cut off.

Attachment .

cc: Messrs. Chenery

Baum
van der Tak

DPS Directors

Chief Economists ' '

Messrs. B. B. King
Little !
Stoutjesdizk - -
Keare
Leiserson
Ahluwalia
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URBAN_POVERTY PROCRAM TMPTEMENTATION

Montek $. Ahluwalia aud John H. Duloy

Our concern with Mr. Stone's memorandum on the above subject is
at three levels. The first has to do with the general problem of "targetset-
ting" in project design and selection; the second has to do with specific
problemns cof targetsetting in urban in contrast to rural projects; and the
third focuses vpon the partitular form of targets for urban lending. Through—
out the note we take it as given that the objective is to jncrease the bene-
fits--—and particularly the direct benefits--which accrue to the poor. This
is to be done by cfeating a2 management tool to moniter the_number (or pro-

portion) of projects (or funds lent?) which qualify as poverty projects.

I. The Justification for Targetsetting

The project appraisal methods developed by Little-Mirrlees oxr by
Squ}re—van der Tak incorporate a soclal welfare function which permits a
higher weighting on benefits which accrue to the poor than to the rich.

In principle, the systematic use of these methods will lead to the selection
of a portfolio of projects consistent with an anti-poverty objective. Why
then impose poverty-project targets of the form that x7% of projects (or of
lending) should directly reach the poor? Such targets might be justified

in two ﬁain wvays,

The first is the case when the project’ produces goods or services
for the poor which are non-traddble. The problems of quantifying the bene-
fits of pure water supplies, or clinics in the slums and the like need not
be expanded upon here. In such cases, it seems to us entirely appropriate
that a government (or the Bank) might decide to bring such services to y

million people per annum, or to allocate 2% of its budget to such projects.
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A politically-defined target or constraint, combined with ¢ost minimization

in the supply of the services, can be justified both practically and con-

ceptually.

The second line of justification might be that we cannot apply
a social weighting system in practice. Onec reason might be that such a
system demands that we be able to identify the beneficiaries and the benefits
they receive, and we may be unable to secure su;h data. This is clearly not
a satisfactory reason since if we are unable to measure who benefits, it is
ultimately impossible to attach the label of "poverty project". In such a
situation, the validity of any proxy or short-cut measure, such as that
proposed in Mr. Stone's paper, cannot be determined. Another argument
against social weighting might be that we find it impossible to determine
the relative weighting to be ﬁlaced on income streams accruing to different
beneficiaries. Who should determine this critical and value-judgment loaded
parameter? At first sight, this is an appealing argument. - However, it is
apparent that a quantitative target contains the same problems of value

judgments. A more compelling argument against social weights is that it is

'l

difficult to assess the consequences of different sets of poverty weights

in terms of éheir impact upon a portfelio of projects and the resulting
direct benefits to the poor.lj For the practical man, the Earget has appeal,
precisely because it is expressed directly in terms of consequences rather

than in terms of a mechanism designed to achieve certain goals.

‘l

1/ The distinction between direct benefits to the poor and the social weight
to be placed upon indirect benefits is the crux of the difference between
tarpetoetting as proposed by Mr. Steone and the project evaluation approach.
The concern with direct benefits assumes that other benefits have a social
weight of zero., This is clearly an untenable position given the importance
of public savings and indeed even private savings, neither of which count
as direct benefits.



II. Targetsetting _in Rural vs. Urban Areas

We accept that the case for the use of targets is very strong,
if not unassailable, for service projects of the type referred to above.
For other projects, the arguwment for targetsetting secms much stronger
to us in respect of rural than of urban projects. The reason for this
is that the criteria which might be used as cut=offs include essentially
only the benefits which accrue directly to the poor. Tor rural projects,
it seems likely that this captures a large part of the benefits which
acerue to the target groups—-small farms achieve access to more productive
land (through more water, Or gseeds, or fertilizer or whatever) which
generates income streams for them. It seems unlikely by coﬁtrast that
(apart from service projects) the urban poor can be resched so directly.
The.overall level of economic activity, trade and tariff policy, how the
capital market functions, migration ffﬁm rural areas and the like are
probably major determinants of the welfare of the urban poor. Again,
the indirect employment effects of a poxt project, for example, which
might stimulate trade may be more important than the direct employment °
generated in its constructiomn. We note that conventional preject ap-—
praisal‘techniques set out explicitly to capturé many of the saurces of
indirect benefits, the valuation placed on savings generated, being

.

amongst the most important. '

»
¥

To summarize the line of argument, we conclude that there may
be a use for targetsetting in rural areas: benefits accrue largely directly
to the target groups, the usual apparatus of economic analysis is less

than fully applicable to subsistence agriculture at an early stage of

R AL
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development, and it is evident that "trickle-devn" effects are not very
important. DBy contrast, ameliorating urban poverty (apart from service
prejects) will have te rely far more on overall economic policy and upon
indirect effects than upon the direct impact of particular projects.
Moreover, the apparatus of economic analysis istuch more applicable

here. Indeed, if more employment is seen as one way in which to help

the urban poor, then the injunction cf "getting the prices right" and v Te s Bl
t(ulr“"‘.‘“\
using shadow prices in investment decisicns is much more important than 'A hd?k
o U“ {u,.f«r?‘-‘“ e

targetsetting. ; »H<*/

. = LL‘-( “(k—*‘

III. Forms of Targetsetting r*“‘“’,g

However, it may well be the case the there is irresistable
pressure for some form of urban targetsetting or of monitoring applying
to tﬁ; nonservice-type projects (for which, to repeat, we agree that
targetsetting is necessary). We turn therefore to a brief consideration
of some candidates for a monitoring system.

Our first preference would be for the systematic use of Squire—’
van der Tak criteria for the selection, design and appraisal of projects,
combined with some form of management information system. ~One sﬁch manage-
ment information system might be to measure the proportion of direct bene-
fits which accrue to the "poor", however defined. "It is conceivable that
projects selected through evaluation with social weights would yield a
proportion of direct benefits which is decmed unacceptably low. In this
case it would be necessary to increase the weight placed on the distri-

butive impact of projects in order to achieve the right proportion.

Again, some direct intervention may also be necessary, particularly in

L_,LJ; "
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the sectoral composition of urban lending,

e.g., fewer heavy industry proj-
ects and more light industry projects.

Our sccond preference would be for a monitoring systen which
required that x% of the benefits of our urban lending accrued directly
to the urban poocr. This measure, OT eriterion, has all the defects of
a "direct actiocn" target in a situation where indirect effects are very
important. Turther, it takes proportions as criterion. Consﬁquently,
for two projects of the same size, it discriminates against a project
which yields higher benefits to the poor if it alsc yields proporticnatcly
even greater benefiits to the non-poor. It has the advantége that 1t is
conceptually similar to the criterion used for rural development lending,

and consequently holds open the possibility of an economy-wvide approach.

The third preference would be for a capital-labor ratio criterion,
L

as proposed in Mr. Stone's memorandum. The particular form of that criterion
has been effectively criticized in a number of papers. 1/
Our concern is, however, more that the approach is inappropriate. It clas-
sifies all projects wholly into one or other of the "poverty'-"non-poverty"
categories. lMost projects typically "henefit" a whole spectrum of people

at different income levels and, therefore, it is the distribution of these
benefite that determines the "poverty orientation" of the project. The
authore of the present proposal recognize this ih dealing with urban service
projects. Applying the same apgroach to other projects, we could say that

lending is poverty oriented according as the benefits generated by a project

are divided into benefits accruing to poverty and non-poverty groups. Ve

1/ The separate comments by Messrs. Gilmartin and lLittle on Mr. Stone's
memorandun cover this ground admirably.
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‘could state that the porportion of total benefits accruing to the poverty

groups. when applied te the total lending for a project give us the component
of lending for that preoject which is directed to the poor. This can be apg~
gregated acrees preojects to give total lending directed teo the poor.

Further, the connection between the capital-labor ratio and the
poverty—alleviation effect is by no wmeans obvicus. The employment generated
ay o1 may not accrue to the poor,. in part or in whole.
IV. Conclusions

In ourw véew, the preferred alternative described in III above
provides a system which is basically consistent with economic rationality.
It is likely to be more difficult to implement than the simglistic systen
proposed by the Urban Task Group but if we are sericus about program imple-
mentation, tha is a worthwhile investment. We mnote that the project eval-
uation procedures recommended by Squire and van der Tak is currently being
applied experimentally in a number o? Bank projects. The system proposed
by the Task Group gains the advantage of.easy implementation but only at

e ; 5 (zf_” vw_g,f C{( ’f’,&.f‘l—t, it

the expense of not being worth 1mp19§223}ng. SR

S }q({-kgc.mu-«ré- J" e L'ML&}‘ —¢ .

The Bank has a responsibility to adopt and promote sound practices ,L»f,_
{':;)Q‘ LEL Llo‘}
of economic menagement. This is nct only because the Bank is often a (L ﬁata

s

. . - . o * % b i‘x/‘. =1
"leader" in recommending practices for application in member countries but /
AT

also because its concern with poverty zlleviation is likely to be subjected C"" ¢ ik

e f
to careful scrutiny by skeptics. should not, therefore, accept °pUT10u“/ a;/;:
. . . (ﬁi-//V‘_;;:,
mechanical approaches to decision making. s
‘p - Q,LA.-\; (] Al." .
With respect to urban poverty, we suspect that attempting to in- (QJL =»ﬂf
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plement a new and complex monitoring system may not be worthwhile. A Eicql {o{q”
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urban services lending, to encourage a more innovative approach in . lending

to industry and by Dres to encompass sectors presently not lent to.
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INTERNATIONAL DEVELOPMENT | INTERN
ASSOCIATICN | RECONST RUCT N AND DE VELOPRMEN

VT IONAL BANK TOR INTERNATIORAL FINANCE
CORPORAT 1ON

FELT R ATA ACD A NI TN/ Sy
OFFICE MEMORANDUM 00T 18
TO: JMr. John Holsen //ﬁgigj DATE: Octcober 15, 1976
[
FROM: Gay Pfcfferm%pp;Zaf:/, :
SUBJECT:  Mr. Jay'co:{‘(rea'aes{ for country data x
L

7 distributed Mr. Jaycox' memorandum sddressed 1o you on October
" (“Urosn Poverty Frogram Target Population") to the country economists in
the department. I am afraid neither they nor I wderstand what the table
means. We are particularly puzzled by the use of proportions pertaining
to Brazil in Paraguay, to Ecuador in Peru, to Mexico in Haiti, ete... .
Nor do ve understand some of the headings (e.g. what unit is used for "1/3
national average income'; what is meant Ly Wper cepita T.P.I." ?). Under
these circumstances I cannot make any intelligent comments on the adsguacy
of the data submitted to us by CPS. I should be grateful for guidance.

cc: Mr. Lerdau ,
Mr. A. StoneV
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URBAN POVERTY

your memo of Sept. 14.

of the lending program

proposed (paras. 8, 9,

APPROPRIATE DISPOSITION NOTE AND RETURN /7,
APPROVAL NOTE AND SEND ON ¥ )
COMMENT PER OUR CONVERSATION
FOR ACTION PER YOUR REQUEST ,» -1l
INFORMATION PREPARE REPLY <"V M.
INITIAL RECOMMENDATION—" _
NOTE AND FILE SIGNATURE [V
REMARKS %

I am attaching comments by Mr. Nowicki on

agreement with Mr. Nowicki's main points
concerning a priori earmarking of portions

validity of the statistical methods

have further comments at a later date.

I am in full

(para. 7) and the

10 & 11). We may

A
FROM e;;f/;ﬁoonn NO. |EXTENSION
S.M.L. van der Me =Q*/ A813 5906




WORLD BANK / INTERNATIONAL FINANCE CORPORATION /

OFFICE MEMORANDUM

PECLASSIFIED
TO: Mr. Suitbertus M. L. van der Meer DATE: October 12, 1976
_—— JUN 17 2015
- AMlexandre G.yNowicki CONFIDENTTAL
" WBG ARCHIVES
SUBJECT: programming Urban Poverty
1 Mr. Jaycox's memorandum of September 14 was sent to me by Mr. Lerdau

for comments. I regret that I could not comply with the requested deadline
for comments. However, I believe that the discussion of this important memor-
andum which has barely begun will carry well into October.

2 In the meantime, I received a copy of Mr. Gilmartin's note to

Mr. Jaycox dated September 27 which you no doubt read. I find Mr. Gilmartin's
arguments most convineing and they relieve me from my original intention to

write exhaustive comments. I am, therefore, confining myself to only two issues.
The first bears on the differences in countries' attitudes to the poverty problem.
The second refers to statistical traps hidden in the proposed method.

= The direct Bank lending which could generate definable benefits to
the urban poor is no doubt an excellent idea. It is a particularly valuable
idea in countries where either the Governments do not have adequate resources
to do so or where the Governments pay only a lip service to improvement of the
welfare of its poorest population, while in reality continue to support the
richer strata. In both cases when the transfer of resources from the Bank is
earmarked to the urban poor the Governments' difficulties or reticence would
be circumvented and the target group should directly benefit from it. 1In both
these cases the discretion as to how to orient the lending program in order to
maximize the benefits to the urban poor was hitherto left to the Program
Departments.

L, If I understand Mr. Jaycox's paragraphs 25 and 26, this flexibility
might be taken away from Program Departments. The danger of its removal could
be that in specific circumstances, while our lending may show that it helps a
larger number of the urban poor directly and within a short-term period, we may
at the same time forego an opportunity to help an even larger number of urban
poor indirectly and durably, because of setting it within a long-term perspective.
To support my arguments for this flexibility, I would refer again to the two
groups of countries mentioned in the preceding paragraph. In the first group
the Governments do not assist adequately the urban poor - although they
genuinely are interested in their lot - because they are impeded by the lack of
resources. One may imply, therefore, that in a great many of these countries
development priorities, for which financing is available, are set in such way
that all preconditions for the improvement of the living standards of the poor

- infrastructure, public utilities, industries - will be met sequentially.
Furthermore, in these countries the urban poor may be also assisted through
gradual increase in current budgetary expenditures on education or health.

Our country economists, when they analyze the economic situation of such
countries do enquire into such issues and, wherever the Government developmental
priorities are set in a way which may not be conducive to creation of employment
or which is simply wasteful, they usually meke their views and objections heard
loudly and unequivocally.



Mr. S.M.L. van der Meer -2 - October 12, 1976

N, For this group of countries the reorientation of our programs

toward allocation of a sizeable portion of it - according to a generalized
formula - to immediate and direct assistance to the urban poor does not

imply that the overall increase in the lending program to these countries
would take place. Therefore, in cases where the development strategy of the
countries was found by our economists to be conducive to improvement of the
standard of living of the urban poor, not immediately and directly but through
a sequence of developmental steps, they will have to seek assistance elsewhere
than from the Bank to accomplish these steps, because a part of the Bank fund
would be pre-empted by direct assistance to the urban poor. The question is
whether they would be able to find such assistance elsewhere. If this does
not prove possible the danger is that the urban poor may lose even more
in a long run - through a lack of supporting conditions - than they would gain in
a short-run - thanks to immediate relief prospects.

6. The situation is different in the second group of countries where

the Governments are much less concerned with the conditions of urban poor.
There our economists normally confront situations which may show that, firstly,
the social and economic legislation and related policies are traditionally

and sometimes heavily slanted toward the richer strata of the population and
that, secondly, Governments, while generally interested in promoting develop-
mental projects, are interested in those, at least partly, for the sake of
various power groups. This does not necessarily imply that this is done to
assist the ruling fifteen or two hundred families but often simply implies
regional or sectoral pressures. Our policy in these countries is, among others,
to try the utmost in order to change the existing regressive legislation.

Here, perhaps inadvertently, we are still following the two centuries old
precept of Jean-Jacques Rousseau "C'est précisément parce que la force des
choses tend toujours & détruire 1'égalité que la force de la législation doit
toujours tendre & 12 maintenir". This is no place to interpret Rousseau

except for stating that it is still true that the force of circumstances tends
continuously to militate against equality and that only appropriate legislation
could prevent it. Therefore, if we obtain through our lending, even though
this lending may not directly and immediately assist the poor, a change in
legislation which will at first prevent the degradation of their relative status
and later help to improve it, and if our lending in these countries would
help the general economic development without, at the same time, favoring the
top layers of its population, the Program Department might, for strategic
reasons opt for this way to alleviate urban poverty. The negotiating power

of Program Departments - and their influence on economic and social policies -
would in such countries become much weaker if we make available a substantial
part of our lending for direct urban poverty projects, in which the Governments
may not have an immediate interest.

i To sum up the above arguments we have, firstly, to accept as a starting
point, that Program Departments are genuinely interested in designing their
lending programs so as to assist the poor population in each country, whether
urban or rural. Secondly, we have to consider that because levels of development,
economic policies and intentions of Governments differ from country to country,
the means to achieve the goal (or a strategy) of helping the urban poor must be
tailored individually. Such strategy may become unduly constrained if a sizeable
portion of the lending program is a priori earmarked for projects which are
designed to help the urban poor immediately and directly.
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8. My other doubts relate to the statistical methods to be used in

the programming exercise, suggested by Mr. Jaycox. The matter here is more
than of academic importance, because these methods are to underpin the future
"earmarking". For instance, the statistical assumption to be applied in
calculations of the size of the target population is that those of urban
dwellers who are receiving incomes below one-third of the average national

per capita income could be considered as absolutely poor. To simplify, I am
disregarding here the suggestion that a prior adjustment is made of the per
capita income by applying to it a price relation between urban and average
living cost. If this general assumption is accepted, the size of the target
group would depend on the income distribution pattern. Thus in countries with
a higher average per capita income but with an unequal income distribution

we may end up in helping quite a large number of relatively well-to-do people
while in countries with a low average income and a reasonably equal distribution
we will use our direct lending to assist a rather limited target population.
The simplified matrix below could explain it better.

! f
ountry's Income/ Higher Average Income Lower Average Income
Income Distribpl

Number of persons assisted (target group)

Fqual Distribution 1. Few poor 3. Very few very poor
Unequal Distribution 2. Many not so poor L. Great many poor
9. Therefore, if the statistical approach suggested in Mr. Jaycox's

note is accepted, we may end up by helping the urban poor in rather unjust proportions
from country to country. It is the countries with equal income distribution

(boxes 1 and 3, above) although obviously deserving, will be unfavorably treated,
while box 2 will benefit from the exercise although it is precisely there, where

the change of legislation might help more.

10. Another statistical doubt arises with respect to the relation to be
established between the capital intensity and savings. There exist, certainly,
many countries where savings are higher because of the high capital intensity

of production mainly for the reasons inherent to this type of production function.
A high capital intensity implies a proportionately higher return on capital (in
terms of the volume but not necessarily a margin of profit) and enables entre-
preneurs to contribute proportionately more to savings than in the labor intensive
version of the production function. Often such countries' unemployment is also
high. If we then accept, as implied, that in these countries the high capital
intensity is given - and consequently justified - and are ready to support it
with our loans, we would unavoidably fall into the trap of a circuitous reasoning.
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To put it simply - it isn't the high saving which permits high capital
intensity (after the labor reserve, at a given price, was exhausted), but

it is the capital intensity which permits creation of high savings and
maintains high unemployment. In turn, this high capital intensity might have
been uniquely determined by an unalterable sectoral technology. Such logical
traps are not unknown in situations where an excessively rigid mechanistic
approach is introduced.

11, A vivid example of such situation is, for instance, the capital

cost per job quoted in Jaycox's memo as obtained for Jamaica ($15,600),

a level which could qualify the project as a poverty oriented one. I did not
have time to investigate the issue more closely but my guess would be that a
very high average capital intensity in Jamaica is due to high capital costs

of technologies applied in its principal activities: bauxite, sugar refining,
and hotel industry. This average is, therefore, attributable to a specific
canparative advantage of Jamaica, which shifts the production function toward

a higher capital intensity. Why should this specificity be taken into consider-
ation when calculating the capital intensity of projects designed to assist the
urban poor? Similar statistical traps are set up in all countries where a dual
economy still exists, or where a specific sector has a comparative advantage in
using capital intensive production methods.

12, Boiling down to one statement what is said above, I would say that
an honest and unequivocal country-specific economic analysis, an appropriate
development strategy and a comparative advantage-oriented sectoral and project
analysis, all underlying a lending program which is used as a platform for
negotiations with the Government especially when these are supported by Bank
negotiators' genuine concern for poverty, may, together, help the urban poor
more strongly, more durably and more efficiently than a few over-generalized
mechanical rules.

cc: Messrs. Lerdau, o/r
Holsen, o/r
Gilmartin
Goffin
Wyss
Glaessner
Pfeffermann



WOHRLD BANK / INTERNATIGNAL FINAMOE CORPODATION

OFFICE MEMORANDUM 00T 12 Ry
¢ Mr. William Gilmertin, AS;U“ DATE: October 11,1976
FROM:  Norman L. Hicks, ASADA E =
SUBJECT: The Estimates of Poverty or The Poverty of Estimates

I discussed Mr. Jaycox's memo with Miss Atwood of the Urban
Projects Department in order to decipher how the estimates for urban
poverty ware derived. It appears that szince our departmeni has done its
homework, the poverty estimates are baced on the nutrition apprecach out-
lined in Mr. Jaycox's memo of April 20. The 1/3 national income average and
25% threshold levels are inserted as a guide to be used for countries vhere
better estimates are not available.

For Pakistan, the figure chown in the table is wrong. The correct
number should be 7.95 willion urban poor, or 427 of the urban population.
~ The 427 figure is based on the methodology of my memo of June 17, which
corrects for the error of using household data and assuming a constant
number of people per household for varying income classes. The estimate
for Pakistan using the original Jaycox methodology was 30%. Unfortunately,
the numbers for India, Burma, Nepal and Sri Lanka appear to be based on
this methodology and therefore understate the level of poverty. The esti-
mates for Bangliadesh gre based on what L would cali the Glimerln methadelogy
which means finding the level of income at which people actually do counsume
a nutritionally adequate diet. If this approach were used in Pakistan the

poverty level would le raised to 48%. In summary, the table is constructed
using widely varying we-hodolegies between countries, thus producing results
which are inconsisicit #i7 unreliable.
e Hessrs. Piivin

Clevs

[I"| .

Kin:,

Atwood
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OFFICE MEMORANDUM

TO: Mr. Edward V.K. Jaycox

DATE:  October 11, 1976
+
FROM: Hans Pollan L//

SUBJECT: Programming Urban Poverty

1: At this stage, I see little value to join the argument about
vhether the approach and formulae suggested in Mr. Stone's memorandum

of September 14 give us a useful or a counter-productive tool in defining the
UPP target groups or for programming our work. I find extensive appeal

in the line of thinking advanced by Mr. Gilmartin in his September 27

note, a sentiment which comes also through with vigor in the attached

notes of several FMENA staff concerned.

2 Since it is clear however that nobody who worked up, or is

opposing, the coutentious formulae has invented the "squaring of the circle"
and since furthermore Stone's unit needs some vardstick for, I am sure,

a very preliminary approximation in identifying target groups, we, in

EMENA, will fry to work as well as we can with the tools as now offered

or eventually prescribed.

Fu But two other aspects need to be bornme in all of our minds:

{i) the formulae, as they now stand, are only a prop to
get us going. You know, that EMENA is aiming at several quite
early UPP endeavours (see my note of May 11), and as soon as
we have a measure of an empirical handle, countryv/sector/and
likely city-specific, we will not hesitate to develop different
criteria.. The possibility is therefore rezl thkat the so-
called props may fall by the wayside;

(ii1) whatever use is made of the material gathered with the help of
some formulae is not tc confuse the staff actually dealing with
UPP lending as if they were to read staff guidelines.

4, To sum up, the moral of the story is that we should get on with
the top priority in UPP, i.e. move on with the intended projects. We will
also be glad to support the efforts of Stone's unit (as per his October 4
note) to work up an overall picture of the Bank's 1976-80 urban lending
program. (As I am on mission, Mr. Dubey, my alternate, will deal with

the latter for EMENA.)

cleared and cc: Mr. Dubey ;
cc: EMENA Directors, Assistant Directors, Division Chiefs.



TO:

FROM:

SUBJECT

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Hans Pollan DATE: September 27, 1976

James J Fisl'(???/

Urban Poverty Programming - Memo of September 14

Due to the short time to consider this complex paper these comments
are not as comprehensive as I would wish,and probably not coenstructive, but
initial impressions are:

j £ My basic comment on this proposal is the same as that for similar
proposals on rural poverty et. al. i.e. while increased attention in investment
to benefit this target group is probably a laudable objective and should receive
more specific attention in racro economic planning, what magic is there in Bank
money that makes it an essential objective '"to increase the share of Bank
investment spent directly ... on the urban poverty group" (para 9)? If it is
other than self-aggrandizement, it is well hidden in the paper. In other words,
are we really convinced that setting targets for Bank lending here is the key

to improving the lot of this target group? Assuming the answer is yes, which

I seriously doubt, then the following comments might apply:

24 The target definition concentrates on direct investment and therefore
presumably excludes secondary benefits of e.g. infrastructure investment (we

get no UPP "“credit" for investment in a power plant, the output of which would
serve urban expansion of which say, 50% is small industry?) —- if deliberate,

I wonder why? In the footnote example on page 3, what ultimate difference does
it make whether the Bank finances the water distribution system, or the supply
and treatment facilities -- so long as we are satisfied wlth the total investment
program and the total comprehensive project?

3 Is it really going to be practical to establish Bank lending targets
on a country (or city) basis in the absence of detailed assessment of need and
more importantly, of the minuscule impact which direct Bank lending can have
on the total need?

4. Are we trying to shift Bank criteria or not? On the one hand, para. 7
states that "(the objective) will require determinad efforts to re-orientate
(sic) much of our existing lending practice'", yet para. 9 says "we do not want

to replace or modify existing first order criteria" -- really? how possible
not to?
5. I think that part of the paper which deals with the definition of the

target group and the rationale for forcussing on investment needs and limits
(affordability/replicability criteria) is good, but the planning, programming
and monitoring procedures outlined in the rest of the paper have direct implica-
tions on staff time (and our specific lending program) which need careful
assessment before this proposal is taken any further.

cc: Messrs. Knox, Russell s
EMENA, Division and Chron. Files

JJFish:ms



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. H. Pollan DATE: Sept. 27, 1976

FROM: A.E. Lau:mmni;}i

SUBJECT: Urban Poverty Program Implementation

) Since there was little time today to discuss the CPS memorandum on
the above subject of September 14, you may wish to get my principal reactions
in writing.

It is, frankly, appalling that the end of helping the urban pocr
improve their condition justifies the means: the fabrication of formulae
based on non-existent and/or inaccurate data. It would be more honiorable to
admit, first, that we have great trouble defining the target group; secondly,
have even greater grouble determining the ways and means of reaching the
urban poor; and thirdly, therefore, no matter how desirable above two elusive
objectives, it will take more time to devise the means of accomplishing them.
Instant gratification of a good idea is as puerile as any other instant
gratification. A little humility concerning our ability to implement urban
poverty programs would be more appropriate.

Since the writer of the memorandum pays lip service to the "first
order criteria of Bank financing of projects" in para 9 of the memorandum,
I very strongly cbject to his paras 17 through 21 on targets. This objection
is essentially bureaucratic. Once regional targets are established, failurc
to reach them will have to be explained. The setting of sector gpecific
targets for each of the key sectors will put our entire program in a straight-
jacket ‘which will effectively replace or modify existing first order criteria
for Bank financing, including econcmic and financial efficiency, national
priorities, institutional wviability and technical soundness, to quote para @
of the memorandum. Particularly shocking is the extraordinarily mechanical
way in which regional lending targets should be determined.

The formula described in para 14 is anything but simple, as claimed
in para 15.

Now a couple of minor comments: (a2) Does it not sound rather
sinister and dictatorial that UORSU plans to "sromulgate" appropriate reports
on a regular basis in para 237 and (b) I find it rather baffling that 32
education projects amounting to $348 m are "yrban related", while 21 such
projects worth $351 m are "urban poverty designated". Hence, the relation-
ship between the dollar emounts of the latter to the former exceeds 100%.

Nor do I understand why only about half of the urbanization projects (number '
as well as dollar amounts) are ''urban poverty designated".

I'm sorry I have no "constructive' suggestions to make, but that

is not exactly surprising, when you deal with a quagmire.

AFLachman:rbe
cc: Messrs. Knox, Dubey
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WORLD BANK / INTELHATIONAL FINANCE CORPORATION
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OFHCE MEMORANDUM

Mr, Vinod Dubey, Chief Economist, EMENA Regién DATE:  September 27, 19276
+ i

Christian Merat” and Ram\Chopra, Senior Economists, CPD-II EMEN,

Programndng Urban PYoverty

1. We have reviewed Mr. Stene's rother confusing wemorendum of
Septenber 14 on the above subject. The following wic eny preliminary
actions. :

Ceneral ‘
2 The memorandum proposes (paras. 13-15) the use, for project
selection, of a capital-cost-per~job test. As the paper points oui, this

test is an arbitrary operationsl compromisc. It ig not clear to us how
this test relates to the more general van der Telk metlhicd of evaluating

the heneflts of projects. It is quite feasible for this test to lead to
results that are contradictory to those arrived at by using the "cfficiency
prices" in the van der Tak methodology. The memorandum ought to clesrly
discuss the CJdLLOH‘hlp between the proposed test and the van der Tek
methed, and it should also clearly indicate what should bte done when the
two lead to cuntradicﬁory results.

3. A second general question arises. concerning the setting of
regional lending targets. The meworandum propeoses (pera. 17) a mechanis-
tic fermula for this purpose; nawely, "the proportion of such lending
any regionel program that should be poverty lendin 13 will be determiined by

the pxouoriJun of the urban poverty target group to total urben population”
This formula would impose a straight jacket on the regions, irvecpective

of their gpecial circumstances. At the Same-rimes it would pr“eiwahly

enzble regions to make offsettiprg changes among fferert coumiries

lending prograws. Urbaen peverty lending, like all other types of lending,
should zbove all te Luiloxod to country circuvmstances. This importent
consideration is given passing and insufficient recognition at the end of
paragraph 206 which says that "the resolution of independently determined
regional/comntry tarpets and the sectoral targets will take place, ag is

the case now, during the CPP process". Clearly, additional thought ought

to be given to the problem of regional lending tarpets and their relations

to country circunstances and how the proposed system of setting urban poverty
lending targets fits into the CPP process. ;

ing in

Minor Toints

4. Yaragraph 6 states that working estimates of tarpdt groups are
being preparcd by the Support Unit. The eiplanation cf how this will be

.done in cases where ingufficient data is aveilable (in para. 6 and

footnote 2) i1s not very clear. Paragreph 5 notes the further contiibution
of country economists In the estimation of target groups. No specifics as

to how and wvhen this is to Le done are provided. L .
5. "The meporandum was sent for comaents to CPIT Divisions. We will

send you thelr reactions as coon 2s we receive then.

CHerat /RChepra:eln
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM ~ sgp2dRecn

TO: Mr. Vinod Dubey DATE: September 23, 1976

FROM: pasil G. Ka.valslqg%?('

BJECT: programming Urban Poverty Lending

1. . It is difficult for a regional staff member to remain cool and calm
in the face of a memorandum such as this and focus solely on the substance of
it. The paper is essentially a proposal to institute tergets for urban poverty

..« lending by region and to monitor -the lending program to insure that these

. targets are achieved. Tt underscores what is rapidly becoming a CPS credo -
that regardless of how unreliable the data base, 0T how arbitrary the methodology,

- it,is always better to have a quantitative measurement than to rely on the
jntelligent judgment of those who are most familiar with the country or the project.
The imperfections of the data and the approach are often conceded, but the argument
is made that unless we make a start, how can we improve and refine our measurements?
1f it js then suggested that a start might be made with a few selected situations
where the problem looms largest and the data offers hope of doing something
sensible, this is resisted since it would not generate eye—catching global
aggregates. ’

2. The memorandum proposes the establishment of regional targets for
urban poverty lending. It is not at all clear what sense it makes to establish
such ‘targets at the regional level rather than at the country level. Is it
really useful that we get the aggregates right if we do a lot of urban poverty
projects in -‘countries where it is a minor problem and none where it is a majur
problem? How is the target to be established? At the moment the regions have
made projections which ¢imply reflect a judgment that particular projects will
help the urban poor. Is the monitoring going to be simply a matter of rewarding
good initial guess-work, or will new "objective" criteria be developed? If vay,
20% -0f the urban popnlation of the region is poor, what proportion of urban-
related lending should be for urban poverty? And let us come back again to fhe
question of who are the urban poor? The paper proposes that the bottom one-
third be so regarded. Taking the least developed countries whose per capita
jncomes are around $100, this would mean $33 or about 9 cents per person per
day. Trojects geared to this group would be projects for widows and orphans -
a laudable objective but not very practical for rhe Bank.

3 Obviously the effect of all this will be to end up with a small group
of countries where the urban poor constitute a serious problem. Perhaps for tlie
" whole Bank this would be no more than 20 countries - say about Lwo to four per
region. ‘Tet's take those countries and sit down and try to define sensible
lending strategies for them. Let's monitor the implementation of those lending
strategies not merely in terms of our intentions, but the impact they actually
have on urban poverty. Let's exawine the cost per job created as the paper
suggests - not necessarily through some arbitrary economy-wide definition, but
by comparison with other sectors and other projects in the country. Let's loak -
at replicability but again not in a mechanical fashion. Curiously enough  the
proposal, though it is likely to be unpopular with the regions, is unlikely to

*



Mr. Vinod Dubey . B ~ September 23, 1976

*

have a substantial impact on lending programs, since the regional program is
large enough to allow adequate manipulation and cosmetics. I would guess that
the major impact will be that a few telecommunications projects would go out,
and a few water supply projects would come in. A far more important impact
would come through examining selected country programs,“ﬂeeing how they can
be re-oriented and doing the associated in-depth preparatory and analytical
work.

S The memorandum must surely be regarded as work-in-progress. Almost
every proposal rests on the shakiest possible ground. Yet it is presented
with scarcely a caveat. Indeed it wears the word "arbitrary" like a badge -
as'if to concede that something is determined arbitrarily is to justify it.
Urban poverty projects aren't something which has to be forced down the
region's throats. We share the concern and are eager to do something in this
area. In our own region this week proposals have been made for re-orienting
the lending program in a much more substantive way than would come about
through the introduction of centralized monitoring of quantified targets.

Yet we are moving cautiously. We need help in developing projects and programs
which are responsive to the needs of the urban poor. Surely this is the
function that CPS should be serving. :

% A small point - there is an error in Attachment 2 in which the Urban
Poverty designated projects in the Education sector are shown as having
a larger amount than all Urban related lending for Education.

BGKavalsky:cb i

ce: Messrs. Paijmans, Moreau, K¥pp, Aiyer, Humphrey, Kaji, de Lusignan
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HCE MEMORANDUM %
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£+ CGuy de Lusignan DATE: September 24, 1976

M: 8. E1 Serafy ¢ g :

(BJECT: Urban Poverty Procram Tmplementation

1. © You asked for ny comments on the September 14*cmorandum
from Mr, Alastaiir J. Stonc (Chief, Operations Review and Support
Unit, Urban Projects) to Mr. Edward V.X. Jaycox (Director, Urban

- Projects, Central Projects Staff.)

Exgosition

2 If my understanding is correct this paper is intended asg a
Progress report on the activities of the Urban Poverty Task Force which
is trying to alleviate urban poverty through the choice and design of

“urban projecte". ‘This is being sought by means of:

té)' definiﬁg an ﬁgbéﬁ poverty target pOpulation;

(b) proposing as criteria for bank lending for this purpose:
_(i) projecﬁs creating low capital cost employment:

_ (id) prejects "which produce goods and services to meet the
. : basic needs of the poor';
(c) determining that portion of the regioaal lending programs vhich
should be allocated to directly benefit the target group ;"

(d) attempting to combine urban poverty-osiented criteria with
"~ "sectoral or overall lending targets"

3y Some progriss secems to have been made in defining the target
population for urban poverty programs and projects as "all urban dwellers
in absolute poverty or with incomes below one-third of the average national
per capita income" after the lalter had been inflated to reflcet urban/
national living costs differentials. '"Absolute poverty" measurements by~
country cconowists (based on costing of a basic diet and non-food basie -
necds) secew to have boen disappointing (too few countries have -been covercd
and data have been deficient.) A memorandum is promised in two wvecks,
building on the infermation acquired from the Regions to define the urhan
coel of liying inflater, tle threshold income of the target group in urban
areas and cventvally the number of people in this group. . : -
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4, The paper scems to recognize the fact that poverty oriented
projects which do not directly promote production and employment would be
goon as transfer measurcs to promote tyelfare" among the poor, and )
introduccs the infelicitous concept of "nfEordahility[xeplicability" as a
criterion for project selection. Apparently (the paper claimg) it is
jmportant beforc a project which caters for a small proportion of the urban
poor is celected that the country OT the city should be able Lo "afford" the

: : A g : Nd
extension of the services of similar projects to all the targel grovup.,

54 . The paper attempts to elaborate this concept further. 'Put
simply, the test of affordability is that the costs of the service O
benefit provided in a project ave less than or equal to what the poor are
able and willing to PaYien And in case prices areé charged which are lowver
than average costs it would be within the capacity of the city/State to
cord’ such subsidization to a1l the poor over the long run.
6. Defining what constitutes "urban-poverty' projects the paper
enumerates: ' % g w '

(a) _Sitesfand services, slum upgrading, water distribution,
schools etc. with an element of urban poverty orientation
(i.e whose benefits accrue to people in the target group.)

(b) Services such as transpert to the extent they are produced
at “costs and prices the target population can afford and
" there are no supply conditions which bar access to the poor.

(¢) Projects (including food industries, clothing and housing
for rent) that result im the production of "pbasic goods and
services for the target group at a cost Lelow prevailing
costs." -

(@) other prnjects_with an employment impact on the target
' group.

T+ : The paper goes on Lo propose 2 fornula for identifying employment -
creating prejects vhich would qualify them as poverty oviented. Projects
should be seo judged if (using 1wy cwn notation) & ’

“de

. | /N L +.067 L

where ¥y is the present value of the capital cost of the preject i3 Lj
the nusber of jobs created by ol . the ineremental §IrCss deimestic
jnvestment in the cconony; & L inercnental jobs created Zm the cCconomy;

and 0.067L an adjustuent factor to allow for capital deprvociation. & bl N
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8. And yet, othexr projects would also be judged to be urban-poverty

oriented if they result in Meubstantial® policy or imstitutional changes
",hich correct or substantially mitigate economic distortions with respect
to opportunities for production and consumption by the urban poor."

Us Once the target group had been defined, the paper claims that
operationai targets should be set within the various scclors sgethat the
projects selected would alleviate urban poverty. It is admitted that little
progress has so far been made in the Bank in this regard, and the CPS
departments are being urged to give more positive assistance. As to the
Regions, a good first start has been made but not by LAC and South Asia.

The paper maintains that the poverty criteria here elaborated should be

used in forming the, current 5-yecar lending program. )

10 An Urban Poverty Pregram Information System is being proposed to
¢. .ect information, be a vehicle for promoting work on urban poverty,

tilt the lending program in favor of urtan poverty targets and to 'keep
track" of Bank lending within cities receiving a concentration of Bank
jending. "The resolution of independently determined region/countyy targets
and the sectoral targets will take place, as is the case now, during the CPY
process." ' : '

Comment

11. There is little doubt in my mind about the good intentiocns of this
paper. All the objectives being pursued (e.g. services to the poor, :
employment creation etc.) are, to say the least, worthy. However, I find:
the entire approach of the urban poverty program very unsatisfactory.
Alleviation of poverty (or promotion of welfare) is after all nothing less
than the whole subject matter of economics, and ecoromists have been working
v-~v hard to devise ways &nd means for the appraisal of prejects corbining

. teria of efficiency with those of social justice The paper appears to
be unaware of these project selection criteria and addresses itself to

yules of thumb which may te useful in some ad _hoc situations but clearly
fails to bring rigor to the selection of projects. I would maintain that
greater benefits vould accrue from using an integrated cost=benefit appraach
(such as the Squire-van der Tak one) than from the pnsystemstic quantificat-
ions suggested in this paper which only serve to préduco irnressions. L
would put more trust in a rethod which calculates cconomic and social
returns to. investment than in one which proposes a roconciliaticn (in the
choice of projects) between poverty targets and sector targels through
the CI'P process. r
12, 1 just also confess a certain reluctancé to accept the definition
of target groups as a fruitful exercise. This appears to He a crude
jpitial peasure which remaing fundanentally a cul-de-sac leading nowhere in
particular (paragraph 3 above).



WORLD BANIK / INTERNATIONAL FINANCE CORPOIKAT !()W
OFFICE MEMORANDUM? 4l e

TO: Programs Division Chiefs, EA&P Region DATE: October 7, 1975
P e W S e
FROM: F. . Howell “G/€T¢(k?{ f%;//
& oo g el

SUBJECT: Urban Poverty Program

k- You will recall that on September 28 I sent you a copy of a
memoyanduw on this subject written by Mr. Jaycox.

2. We are now being asked to update and extend the estimates you
made earlier this year of the iwpact our lending program will have en
the urban poverty group. To this end, Alastair Stone has written a note
dated October 4 (just received today), the text of which is attached.
Accompanying it were about 1.5 inches of xeroxed computer printouts,

wost of which I have in my office available For your inspection should
you wish to see them. I also attach a copy of the Jaycox memorandum
of October 4 on target population, referred to by Stone.

3. Finally, there is attached for your countries a copy of "Repor:
2-1" referred to in Stone's paragraph 2. This report contains the data
he is seeking to have updated and projected one more Year. Please
observe his deadline of October 22 for returning the marked-up sheeis,

4. Last week Heinz Vergin and [ had a talk with Stone and Lethbridge
about the role of our Region in preparing the next report on progress in
addressing urban poverty. I am confident they will be most cooperative
and helpful if you seek the assistance Stone offers in Paragraph 4 of his
memorandum.

Attachments

FHHowell :1s

cc: Messrs. Xirmani
Votaw
Vergin
P. Basan
Hawkins
Bussink



WORLD BANK / INTERNATIONAL FINANCE CORPORATION adso,

~ OFFICE MEMORANDUM ==

FROM: Frida Johansen, Economist, EA2DR
SUBJCC[' Comments on A. Stone's Memorandum on "Urban Poverty Program
Linplementation" ;
. . ' 4 -

i The above-mentioned memo does not discuss how much should be
allocated to the urban sector vis—a-vis the rural sector (para. 18). This

. rationale is covered in the Urban Poverty Interim Report (March 29, 1976)
and in Notes on Urben' Re{ated Country Economic york (S. Chernick, June .
11, 1976}, 5 '

4

2. Instead the memo attempts to define some main “concepts:

¥
(2) Definition of urban poverty target population:
; The absolute poverty level, defined as the income belowa
the local cost of minimum nutriticnal and non-food requirements, or the
relative poverty level, one-third of an average per capita income inflated
by the ratio of urban living costs to average living costs. I think the
first definition is better; if there is no data on absolute poverty, there will
probably not be data for adequate estimates of relative poverty (living
costs) either, so the second definition, even more so when considering the
notional one—-third correction, seews rather arbitrary. Once the income
levels are determined, the number of people earning that or less should be
estimated. In general there is no adequate information on these topics;
in our region, rough measurements could be done only for three countries.
But how important are these figures? The Bank is not In any case going to solve
all the urban poverty problems, and for the ones it solves through specific
projects, it will have the specific data that permit choosing and evaluating
projects. The Operations Review and Support Unit, Urban Projects (ORSU)
- is preparing estimates for all countries.

(b) Method to determine the portion of the regiomal lending
program that should be allocated to the urban poor:

The memo proposed that within a given allocation for the urban
sector, proportions of lending to general projects compared to poverty solving
projects, should follow the proporticn of people above the poverty level,
compared to the poverty bracket population. This seems to be too q1m111r tic:
(1) it does not consider govermment preferences; (ii) it considers the Bank
as the only assisting agency; (iii) it supposcs the benefits per investments
to be the same in any preject; (iv) it does not consider experience from
past projects and curvent absorptive capacity.

So the regions will continue through their work to determine how
much, and in which sub-sector, should be lent to the urban poor; in fact,
already 40% of the propesed lending program 1976-80 for the E. Africa urban
sector, is for the poor. Other criteria, such as which kind of projects and
gub-sector specifilc targets, still need to be worked out, based mainly on
the regional experience.



g= 2=

i 8 The additional work that the proposed "programs Implementation"
"would mean to our Department is:

4

(a) country economists should measure proverty income
levels and population falling in that category. (I think,
however, that not too much time should bé devoted to
this) . ’
(b) project officers should prepare a data sheet on proposed
- urban -lending, as per Attachment 3 of A. Stone's memo.
. = A ] # : -
> oA '
4. The ORSU would prepare other data as needed (Attachment 4 to
the memo), finalize more policy definitiaons with th
and carry out the monitoring of urban projects.

w

e region's assistance,

Ay

L

FJohansen:med

cc. Messrs. Wiehen
Hablutzel
Stone



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Regional Urban P ty Tapgk Group Coordinators DATE: October L, 1976
FROM: Alastair J. @)@(ﬂﬁef, Operations Review and Support Unit, URB

SUBJECT: Information on FY76-80 Urban Lending Program

4 I Attached are summary reports based on information gathered by the
Unit from the Regions concerning the location, sectoral breakdown, and
potential for impact on the urban poverty group, of the lending program
through FY80. I believe that you will find these summaries of interest and
would welcome any suggestions that you or your colleagues msy have as to how
these reports might be made more useful for reglonal programming purposes.

2 In routine operation this information system will be updated by
information received from the five-year lending programs, CPPs and

individual project date sheets » a8 was spelled out in my memorandum of
September 1. In order to get the system moving, however, we need to

update the information contained in Report 2-1 to an FY77-81 basis and in a
preliminary way to indicate the likely portions of this updated FY77-81
lending program which will be classified, under the oriteria outlined in the
September 1L memo, as urban poverty lending. 8pecifically, we need the FYB81
lending program, and changes to the ¥FY77-80 program, written out on one of the
attached copies of Report 2-1 using the existing headings. Similarly, we need
roughly estimated percentages of the loan amounts classified as urban poverty
lending in the column now used for the UP1/UP2 designations. )

3. The application of the criteria;':/ to classify the urban poverty
lending is obviously difficult and rough indications is all we can and do
expect at this point. For the first two years of the five-ysar lending
program some data may be available to make informed Judgements on project
content but for the last three years of the program you should simply
indicate the percentage of the loan amounts in projects th?t you are intending
to design so that they contribute to the poverty program.2/ For this exercise
Wwe recommend a minimum effort approach as the primary purpose is to develop

1/ Income thresholds pertinent to the criteria are under discussion (see
Jeycox memo dated October L, 1976).

2/ It should be borne in mind that we are trying to shift our urban lending
gso that by 1980 the proportion directly benefiting the target population



Reglonal Urban Poverty Task -2 = October L, 1976
Group Coordinators

famlliarity with, and a feel for, the system. It will obviously take two
to three years to develop hard data for the system suggested and in the
intervening period the numbers can only be indicative. With this in
mind, I would appreclate receiving the marked-up Report (2-1) by close
of business October 22. The new Report 2-1 plus updated versions of the
other reports contained in the attachment to this memo will be returned
to you shortly thereafter., This information will form the basis for our
next status report to Mr. McNamara.

b The staff of the Unit are available to explain in detail the
process involved and to assist with the interpretation and updating of
data. Please contact me (ext. 8088) or Nicolas Lethbridge (ext. 5413).

AJStone :dd

Distribution: Messrs. Pouliquen, Howell, Dubey, Bronfman s Glaessner,
Rajagopalan

cct Messrs. van der Tak (CPS); Ballantine (Education); Rovani (Energy, Water
& Tele.); Puchs (Industrial); Kanagaratnam (Population);
Tolbert (Tourism); Willoughby (Transportation); Yudelman (Agric.
& Rural); D. Gordon (DFC); Chernick (Pol. Plan. & Prog. Rev.);
Zaidan (Prog. & Bud.)

Jayoox, Dunkerley, Churchill, Walters, Mould, Strombom,
Venkateswaran, McCulloch (Urban)



EXPLANATORY NOTES ON ATTACHED REPORTS

SOURCES OF INFORMATION

1. The primary source of information was the ad hoc questionnaires,
completed by regional staff, for all mon-agriculture projects in the
FY76-80 lending program as of April 1976. These gave detailed information
on project types and locations. -;he secondary source was the preliminary
Regional Urban Poverty rrograms,l/ which listed projects which might
contain urban poverty lending. It should be noted that all but seven
agricultural sector projects are entirely excluded.

2. Population estimates for cities and towns were gathered from
country cemnsuses or estimates from the 1975 Rand MoNally Atlas.

DEFINITION OF TERMS

3. Locational Categories: All projects or parts thereof have been
classified into one of four eategories according to location.

(a) Rural: Rural and agricultural lending is lending located in
rural areas or designed to directly inerease rural or agricultural output.
This will not necessarily coincide with the agricultural sector lending
since some of that may better be classified in one of the other categories
(see below) and because lending in other sectors s such as rural water
supply or education, should be included.

(b) Urban: Urban related lending is lending which is located in
urban areas or has a definable and direct effect on consumption, production
or access to land and services in urban areas.2/

1/ Projest-specific programs were not received from LAC and South Asia.

2/ In this exercise, URL lending was further divided into three sub-
categories:

(1) General Urban: it is known that projects or parts thereof
will be located in or impact urban areas, but it is not yet
known which specific cities or towns will be affected or the
relative size of these urban locations;

(1) Cities: it is known that projects or parts thereof will affect
identified cities or that they are likely to be in relatively
larger urban areas; and

(111) Towns: it is known that projects or parts thereof will affect
identified towns or that they will probably affect relatively
smaller urban areas.

8/ Urban status and size will vary for each country. In Botswana,
20,000 pop. is a large city, in Brazil, 20,000 pop. is a small
town. Urban areas have been classified into cities and towns on
an individual country basis.



(¢) National: Spatiall distributed lending is lending whose
direct impact is indiscriminate wiih respect to rural and other parts of
the country or which is locationally non-specific. Much of current lending
program is spatially distributed with examples to be found in all sectors,
most notably education, telecommnications, transportation and some DFC
proawtﬁo

(d) Unidentified: Unidentified lending is g temporary residual
category used until projects are identified sufficiently to be classified
into one of the above three categories,

be Allocated/Associated Designations: Urban related lending amounts
known to impact a Specliiic urban location are "allocated" to that location.
In addition, some lending is classified as spatially distributed or general
urban and is designated as "associated" with specific cities. 1/ As an
example, a DFC project in Ghana (3GHADDO1) has been elassified as spatially
distributed throughout the country, but it has alsc been associated with

Accra, which it will likely impact (see desoription of Cities Report below).

A UP1 designation was given

e regions as a project where
an urban poverty element or emphasis might be incorporated. Project specific
information on urban poverty programs was not received from LAC or South Asia,

6. A UP2 designation was given by the unit to yet other projects which
although not identified in the Regions as having urban poverty overtones
seemed to have that potential,

ATTACHED REPORTS
Te Project Listing Country: Report (2«1). This report lists all

projects and pertinent data, as Just described. Colum 7 gives the Total
Project Cost where an estimate hss been glven. Colwms 8 and 9 give the

allocated amount to each location or category. For a full overview, this
report should be reviewed together with the Cities Report (see below).

8. Locational Ragort (1-2): This report gives totals in each
locational category by fiscal years for each country, region, and the Bank
as a whole. Actual amounts in each category as well as the corresponding
percentages are included. Again, please note that agricultural sector
projects (except 7 with identified urban-related portions) are excluded

from the entire system.

1/ If a project is associated with 1 city, it has a 100% sssociation, with
2 cities, 50% and 50%. Thus, these numbers are not actual allocations
but rather associations.



9. Urban Related Lending, Urban Poverty Designation Report (2-2):
This r:p)ort gives information from the Locational Report on a regio
basis.!

10. Cities ort, Report (1-1): This report shows the identified
urban locations an stingui shes between projects which are "allocated"
and those that are "associated" (refer to para. 4 above). Columm 1 gives
the location as well as the per capita lending for each city by Allocated
projects, Associated projects, and Total projects (both Allocated and
Associsted). Note that Column 2, UPP, gives both UP1 and UP2 notations,
but the totals include UPis only (see para. 5). Column 9 gives the
proportion of each project allocated to or associated with the specific
location. Column 10 shows dollar amounts thus allocated or associated.

". CGity Renkings Report (4): This gives a list of identified
cities and towns by region, with project numbers and loan/credit amounts,
ranked in several different ways. Colum 1 (Country & City Code) is en
identifier and may be used im referring to the Cities Report to find the
specific projects allocated or associated with that city.

124 Sector Report, Report (3): This gives a breakdown by sector
within each reglon and for the Bank as a whole. Colums L through 7
show for each sector the spatial distribution of lending as a percentage
of lending in the sector.

1/ For South Asia and LAC the report only shows UP2 designations since
me project specific information was received.



SUBJECT:

WOHL D BANK / IMTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. J. Bronfman » ) DATE: September 27, 1976
T - . \"* 'I*-'r/}/
William W. Lewis L =

s

Urban Poverty Propgram Implementation

Since Philippe Nouvel will be away until September 28, he passed
on to me the paper from Alastair Stone on Programming Urban Poverty. My
comments follow; Philippe may have some comments when he returns.

The paper illustrates well the difficulty of defining the portion
of lending oriented towards urban poverty, and I believe soms problems®
remain with the proposals as they would apply to DFC and industrial
projects. The paper states that "for DFC, industry and tourism lending ...
the main contribution to urban poverty programs is expected to be in terms
of the employment they create." The paper goes on to propose that a
project would be considered urban poverty lending if its total investment
cost per job were less than twice the result of dividing gross domestic
investment by the sum of current grosth in the labor force plus 1/15 of
the total current labor force (this latter term being included to account.
for replacement of capital). The paper gives some rough figures for the
cost per job below which a project would gualify for urban poverty lending.
The figure given for Kenya is US$1,700, which means that the "average"
investment cost psr job is $850.

I find this figure for Kenya implausibly low for a criterion for
selecting industrial projects oriented towards the urban poor. This criterion
would TJmlt industrial projects for urban poverty to the simplest woodworking,
metalworking, avd other craft activities. These small activities do not
offer the prospect of solving a large part of the urban poverty problem of
Nairobi, for 1nsdunce, there is not sufficient demand for the output of
these activities. They do have some place in the urban areas; however, -

they are much more important as generators of.employment in secondary

towns and villages. I would believe that in urban areas, lJarger scale
enterprises would offer more hope of being established in the near future

both to generate employment for the urban poor and to produce some of the
essential consumption items for the urban poor. These larger firms can be
organized more quickly and offer much greater total employment potential.
Unfortunately, the technology available for most of these larger firms is

more capital intensive than for some of the very small units. (These larger fix
would employ up to say 50 psople, have total investment costs of

$5-10,000 per job, and be classified as small and medium scale industries.)
However, it is also clear that attractive opportunities exist for small and
medium scale industries in Kenya at considerably lower investment costs per

Job than many of the large scale industries previously estzblished or currantly

being considered.

Onie problem w tHa LTJt‘TJOﬂ being preposed may be thab trads
and other .service activ mamifacturing in settdng 'i-Es»f:
threshold.: I believe that 3 the tb -i'h” tere caleculated for manufacturing

ﬁll be hig
1ho

f“}ulu W

-
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The second comment I have is that for DFCs in Eastern Africa, many
subprojects would probably not qualify under the employment criterion but
do produce items which are consumed to a certain extent by the urban poor
(for example oil seed crushing plants, large bakeries and textile plants).
The paper does allow for counting these types of projects, and for some

- . DFC's, the lending amounts for these projects will be significant.

cc: Gordon
Hidalgo
Nouvel
Levitsky
Stone, Urban Projects

WL/13



7

LA i i 1

= If!"} . i—“- . ..: .'L l‘ 7 f Y rf_,‘\ l,‘ ' _l| i ] (*.
kil b MEN( IOEANDUIM
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FROM: Lv.Fsref Erkmen

SUBJECT: Urban Poverty Program Implementation

e e i e i W o Wy W P e

I have the following comments te offer en Mr. Jaycox's memo~
randum of September 14. :

1.

RReekie/atm

I am somewhat concerned at the proposal that a fixed
proportion of all urban-related lending will be

“poverty lending' Should this percentage be high, it
may well conflict with the aims of economic and financ—
jal efficiency referred to in para. 9. It may also have
a substantial impact on water pricing policies.

I am not enthusiastic about the proposal to extend the
Project Brief system to provide urban poverty data.
For water supply projects, accurate information on
urban poverty will be difficult enough to come by at
appraisal; at the time of project "identification it
would be very unreliable and to update it st six-
monthly intervals does not seem justified.
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FROM;

SUBJIECT:

YeEHCE ANAEAACD A NI 1A
OFHICE MEMORANDUM

Mr. J.A. Hronfma?ﬁ ; DATE: September 27, 1976
(217

Robert R&ekieéuﬂ“

Urban _Poverty Task Group

As requested I attended the lunch with Mr. Jaycox. Others pre-
sent werc Messrs. Glaessner, Howell, Pollan, Pouliquen, Rajagopalan and
Stone. '

i [ Mr. Jaycox reported that his memorandum of September 14 had been
discussed at this morning's Operational Vice-Presidents' ‘eeting. There

will be further discussions in Manila to determine the action to be taken.
Although he no longer requires comments on his memorandum_he would be

 pleased to have any inputs which the regjons care to make. Data on the .

definifion"cf“ThE““TaFQEt'Group" and acceptable level of investment per
job created will be circulated tomorrow.

s Mr. Jaycox reported that Mr. Stern, RVP S. Asia, wag rather cpri-
tical of the proposals. While he agrees with the'increased emphasis on the
problem of urban poverty he does not agree that the targets (in dollar
amounts, as a share of urban lending) should determine the lending program
for a country. He would much prefer to designate a specific nunber of
projects as being aimed at the urban poor.

F Much of the discussion centered on the difficulties of identify~-
ing the target group and quantifying the proportion of projects directed
towards serving them. There was strong resistance to extending the pro-
ject Brief system to include data on the urban poor.

&, It was agreed that similar meetings should be :held monthly.
RReekie/atm

cc: Mr. E. Erkmen
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WOPRLD BANK / INTERMNATIONAL “INANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. Edward V.K. Jaycox, Chairman, Urban Pove y Task DATL: September 27, 1976
= - : [/} Group
1J10M: william Gilmartin, Chief Economist, ASNVP

SUBJECT: grban Poverty L/

1. '~ Prescripticns to reduce urban poverty are-as yet far from clear
and precise. Consequently our approach, and that of the developing
countries, to the problem requires flexibility, persuasion, experimenta-
tion and variety as among both sectors and countries.

2 It is disappointing, therefore, that the Urban Projects Department

in its proposals of September 14, for so-called "Programming Urban .
Poverty" by the Bank, suggests a uniform and highly mechanical approach

with appearances of relevance and precision, both of which are spurious.

3. Our reservations are not with the proposed definition of the target

urban poverty population, which seems a simple and practical approximation, .,
but question the value (para. 6) of the suggested further pursuit of @a@#ﬁ‘
definitional refinements. They certainly should not become a standard renssenioy
part of country economic work.

4, Neither are our reservations with the propisals regarding urban
services and their poverty iwmpact (as discussed in narag-aphs 9-11) which
seem conceptually satisfactory although thclr operational practicability
still is not clear to us. LAJ““‘ §a& S
RS e e W /

5 It is the remainder of the paper which gives us the greatest
difficulty because of its ambiguity and, in our view, invalid cenceptual ct‘&—i‘?’ e

basis. The ambiguity arises over the treatment proposed in "Programming ” T
Urban Poverty" for "production of basic products demanded by the poor" wﬁj At :.73
(grain?) and of the criteria for qualifying investmq&;s which create !ﬁ&} -" o
‘$ employment for inclusion in urban poverty lending. § 1 First, it is ‘unclear 14 ﬁiignuw-?
r_‘f;: how we are to "increase the share of Bank investmenT spent directly on %'ﬁhiilﬁgqa Lty o
TR increased production by and ‘supply of basic nceds to the urban pov;:ty AN
ﬂﬁﬁ’? Ngroup” uhjle, at the samé time not wanting "to replace first ordér criteria...
f'qgk ‘vhich include ... financial off:cipupy, national priorities, ﬁn5L11ut¢nna‘ s A
o i v43bLI ty and technical soundness" Second, it is unclear whether pro- j‘ﬁgi}{hﬁﬂﬁ 
et L dgttion by the urban poor and supply of basic consumption goods are equally| ;,, . 0z4 /
J}IFE‘IEGCbiI?d OOJQLLiVLS. Third, it is unc]aar vhether tie objective Is only gﬁﬁfaﬁﬂf'*“
} ﬁ' .o to define under which circumstances "good poverty'" labels are to be j:lﬁLﬁ;—af-._
S Jjjﬁ attached to projects or whether the objective is to provide guldance on u_%f*;~@94?‘“"
r‘J- "Ithe design of projects to alleviate urban poverty, 4 N
Lljlri > - . .a."'.‘-j.x-;'
At In regard to the employment of the urban poor confusion arises Ao
'-Lh [rom a guantitative formulation which pretends to classiitnirvpéanntff”““wdegui' A
A according to that which generates employment foy the urban pooy-as dis i T
tinguished from other employment. Leaving aside for the moment the validity ,ﬁﬁlia
of this formulation, the range of its intended applicability is not clearly v LA

consistent in the memo; fn some places 1t mipht be construed to be country-
wide for the whole of nationnl investment, in other places to be applicable
only within cities, or otherwise unclearly placed somevwhere in between

! 2
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("lending which is programmed to take place in urban areas 'or to be urban-
related'"). More important is the misconception of the attempt at a quanti-
tative formulation of appropriate investment levels in employment crecation

which qualifies as urban poverty lending. The definition relates employment

.of the poor to low capitalization per JOb and this seems reasaonable enough. G)f ?

“But then it is proposed to set a quantitative 1imit ol capital per job to 47
qualify as an urban poverty project. The calculation is remarkable indeed. Uﬁ)*?'VF‘

It relates the acceptable maximum of capital per job to the ratio of the | f
annual increment to the total Jabor Torce (plus a depreciation factor) to

the total gross national investment. The result tells the:maximum which qu;N‘\ %ihqi
a country could afford to spend per additional job (taking account of all uw~w“f:fjﬁf::.
kinds of jobs in all places and all sectors) if the labor force increment (Jaz;i?£44 E

were to be fully employed each year. It makes no allowance for the backlog L fﬁtw;-{
of unemployed and the vast problem of underemployment which are as relevant “‘J s
to the poverty problem as increments to the labor force. If a formulation ;bt& ﬁJq !
along the proposed lines were to include the backlog problem (unemployed Q: s
and underemployed) the resulting permissible capital per unit of employ-
ment creation would be tiny indeed. The formulation also ignoro° changes Cq t’nl'b
over time. A higher capltal Gost investment I year L wav be crucial to J;ﬂW\ (§?¢“5€
Ll

L
\
.
}
‘1

P T Y T Vi o i L e A ;":!‘ai-'i“{
1!‘1(‘.1‘0881115* Cl.lproylﬂellt Of Urban poor in SU]’)GGqU{.nL yaear ‘3

o ko v i i b L g et Lo T AN TS ) S R WMo Tt s e S RO T T W s IR g f‘h

t.-l"‘f‘l{.,f {& e "
7(’1 { Howevﬁr, even accepting these deficiencies one stifl is left to

wonder at the relevance of the emerging capital-job optimuyt which is g}mjli,;:
-eaerivod from a pattern of investffient with a hodpe-podge of capital-per- ‘
job characteristics ranging from, say, an oil refinery to a subsistence o
farm. The result is a number which miﬂht be relevant to a nﬂﬁionﬂl cf@prt

._-
e I
il tf {,

At UL
]

(I Y B SN “But this is not what we are concerned el J
{ b EJ.,certa nly not in bouﬁﬁ “Asia where development objectives are multiple ﬂ
oncerns are with longer term as well as current employment creation.
QA / R A
3 /,// P “Hence, the questionable relevance of this formulation at the
national level. What relevance it might then have, with its inclusion of s
rural and all other forms of investment, as a guideline to be observed ' :
in urban programs, and in the programs for particular cities, and for
particular sector operations in a city seems less than self-evident. The
_ﬂdkgL’ iQﬂlY_PO‘“lblP Jugtification would be the netion that as a Ripgzﬁfﬂlfﬁ q§}3£L
,,J ,tgdny nU“H“iL_wnﬁELEEE 1L% YGlUVJHCLJ 1is bQ;Lel th*n _no numqs}”::mﬁ_pnbu;\
i”‘zf’”ﬁBuﬂklﬂh I do not subs Again, the problcm dlanppuaxq if we are on]vi/,f’ﬂ /
j#p concorned with ]dbLlS, as ha been suggested; but that cannot be the only
. objective of so broad ranging an effort.

.
'

9 On this basis we are asked to define poverty-related employment
creation, and to add this to the poverty oriented proportion of investment
in urban services as a measure of the proportion of the urban lending pregran
devoted to urban poverty. But this is not the last step in the mechanization ;
process. A further prescription would be that the ratio of urban poverty
to urban lending would be at least as large as the ratio of the urban poor
to the total urban population. As a general puic2]1ne Lhis.seems reasonable
enough (if we had poverty-related Tending definitions that were operationally
Practical and relevant) althouph this again should have regard, as indicated, '
for other developmental objectives and their possible indirect poverty :
= i
/3 ‘
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employment benefits The latter may at times outweigh the priority of L aALr
~emp oy e erEatith and other investment which has a direct poverty identi- {wﬁzzz:_“_

fication, and it is for this that we need flexibility to allow for regional

and sectoral variety as well as judgments of priority.wa@{é %uxjA%QJw b ook

. o "

10. I have one last but serious critigism of these proposals: they iﬁﬁkgﬁJ4ﬁﬂ.
5 - 2 R > i . }

are exclusively concerned with the Bank and its operations as if there \ ;jfrﬂ;bvﬁf“

were no country considerations beyond Bank operations in an alleviation of 2 i S A
urban poverty. There must be more to all this than just the Bank operationsg4ﬁ éd%*}”ﬁ
At least as important, probably more so except for congcern with the Bank QQ QQ&AA
Jimage, is the problem of an_gﬁﬁgggixgﬂggunnxy“sLtﬂLﬁglmﬁgxwprbigﬂggxggty AL L =
and_its place in a comprehensive.strates ..for the country!s.development. faas fond
Perhaps again it wculd be more realistic and effective to weigh the relative} 5
countrywide priorities of immediate and direct urban poverty programming andj
o Qf,longer term indirect inroads aghinst urban poverty. This rather crucial
by o T it S s ) C e it g N et a
Toader country consideration in the “Pank's concern with urban poverty is
entirely missing from the Urban Projects Departwentls proposals. ™ \ e fra bt
£ 1F =

B

3 My suggestion is that we avoid these spurious appearances of a_ szﬂgﬁﬁﬁ.

e et e

SR mechanical and precise approach to urban poverE§ﬂgﬁé}ations, while at the
’fjgii came time recognizing the need for greater commitment to the objectives,

! iﬁlf as well as a more rigorous conception of means than at present. As an
f%ﬁ'ls;ﬁ-' objective, and with recognition of possible other priority considerations,
\}}" the suggested aim of the Urban Department for urban poverty lending which

is as large in urban programs as the proportion of the urban poor in the
urban population seems rcasonable as I have indicated. As means toward
L o] EhiS objective T ThInE we must first delineate with some precision that
é‘?ﬁ' " |part of each urban operation that has cervice and employment benefits
for the poor. This can presumably be done without too much difficulty in
the case of urban service projects. It is more difficult To deal with —
The-share of project employmeit-benéfits that can be allocated to the
urban poor. Here we would follow the lead of the Urban Department (part
way) and accept the criteria of Eﬁg}Eg}:Lghg;ﬁggtios and our need to reduc

these ratios in the interest of increasing employment benefits for the

7

T3 . 2
SRV

e @ng .|pooT, but without attempts at precisiop about acceptable MRInd ox 2 Qg et
1vfarhbgmrapplyina this to all Sectors. Perhaps this could be done by taking our S c
. P v et = e i s = 5 = 1 ¥
i dﬁgkf;“ present pattern of capital-labor relationships in urban projects and R 4
i

-k rﬁlfx}“éhtting reasonable goals for their steady reduction. This, of, course,

:’“NWIL{HJ‘cguld only practically be done by sectors for obvious technological and
w'§ther reasons. Aggregate or cross-sectoral averages serve little purpose.

Such an approach to the problem secems to me far more sensible and prncticulcfﬂf

than that proposed in "Programming Urban Poverty". It has the disadvantage v b aebedde 50t

that only our progress toward emplovment of the poor through declining '

ratios of capital per job would be measurable and not the numbers ,of ‘)

additional poor actually employed. Dut it is doubtful that such numbers
could be produced in any case with’ any degree of credibility. In this ;

. P4
area at any rate we might want to deal with what we can manage reasonably 7
>

\!

l\instcad of committing outselves to solve simultaneously all 1ssues. o

AT S ey,
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cc. and Cleared with: Mr. Ernest Stern
cc.: Messrs. Baum, van der Tak, Israel, Lee (CPS Advisory Staff)
Ballantine, Hultin, Zymelman (Education)
Rovani, Warford, Kalbermatten (Energy, Water & Tele.)
Fuchs, Kalmanoff (Industrial)
Kanagaratnam, Messenger (Population)
Tolbert (Tourism); Willoughby (Transportatlon)
Yudelman, Christoffersen, Turnham, Davis, Berg (Agric. & Rural)
J. Adler , Blaxall, Wood (P&B)
D. Gordon (DFC); Duloy (DRC); Avramovic, Stoutjeskijk, Keare (Dev.Econ.)

H. Adler, Loh, Wiehen, Hablutzel, Barry, Bronfman (E. Africa)

Gue, Pouliquen, Wright, de la Renaudiere, de Azcarate, Denning (W.Africa)
Rirmani, Votaw, Hasan, Ruddy, Howell (E. Asia & Pacific)

Picciotto, Rajagopalan, Blobel, Street (S. Asia)

Knox, Pollan, Paijmans, Bart, Dubey, Finzi (EMENA)

van der Meer, Glaessner, Lerdau, Wiese, Holsen, Perez (LAC)

Dunkerliey, Churchill, Walters, Mould, Strombom, Venkateswaran,

McCullocE (Urban Projects)

WGilmartin/rmh
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APPROPRIATE DISPOSITION

NOTE AND RETURN

APPROVAL

NOTE AND SEND ON

COMMENT PER OUR CONVERSATION
FOR ACTION PER YOUR REQUEST
INFORMATION PREPARE REPLY
INITIAL RECOMMENDATION
NOTE AND FILE SIGNATURE

REMARKS Re: Urban Poverty

I was sorry to miss the meeting-lunch of
last week. Although I understand you no
longer require the "Regional" comments on
your memo of September 14, I attach copies
of some comments that were made by the
Education, Water Supply and DFC Divisions.

FROM ROOM NO. |EXTENSION
J. Bronfman 5536




TO:

FROM:

SUBJECT:

r

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR . | INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON
OFFICE MEMORANDUM

Mr: J. Bronfman : ' DATE: September 24, 1976

G. Pe s

Urban Poverty Program Implementation

0 I8 I have few substantive commente on the paper; in East Africa

the only major centers concerned appear. to be Kinshasa, Nairobi, and

'Lusaka. We have assisted in the educationzl aspects of the sites and
‘services project in Lusaka, Nairobi, Francistown and Dar-es-Salaam and

would be glad to help in a similar way in the other major urban areas.
However, as by and large urban areas are already comparatively over-
provided with education facilities, our emphasis will continue to be on
spreading education to rural., areas or, at least, away from the major
centers. o '

2 © I do not like the titles of thesce documents: they all seem to
imply "Urban Poverty" is a good thing, to be pregrammed and implemented.
Don't we need a word such as "Elimination" in them?

3. . The memorandum prepared by the UORSU has passages which ere
difficult to understand at least at a first reading and makes an over-—
abundant use of economic jargon. It would benefit from some editing.
The responsibilities of the variocus elements in the Bank Group in this
exercise also need to be more clearly spelled out; for myself T trust
that this urban poverty exercise is not going to increase an already
heavy workload. On a matter of detail, specifications of education
projects are often finalized only at the very end of the project cycle,
and in some cases '"detailed project information" is not available for
the "next fiscal years" (how many? two? tlie entire five-year program?)
as is implied at the end of para. 22.

cc: Mr., Hendry

FCCGamble/GPennisi:mm



TO:

FROM:

SUBJECT:

B T U PR S T TWOIERNA L TUNAL HANK FOR INTERNATIONAL FINANCE
ASSOCHIATION . RECONSTRUCTION AND DEVELOPMENT

CORPORATION
OFFICE MEMORANDUM
Mr. J.A. Bronfman - DATE: September 27, 1976
Robert Reekie&égf?

Urban_Poverty Task Group

As requested I attended the Lunéh with Mr. Jaycox. Others pre-
sent were Messrs. Glaessner, Howell, Pollan, Pouliquen, Rajagopalan and
Stone.

1. Mr. Jaycox reported that his memorandum of September 14 had been
discussed at this morning's Operational Vice-Presidents" Meeting. There
will be further discussions in Manila to determine the action to be taken.
Although he no Llonger requires comments on his memorandum_he would be
pleased to have any inputs which the regions care to make. Data on the
definitionof—the "Target Group" and acceptable level of investment per
job created will be circulated tomorrow.

P Mr. Jaycox reported that Mr. Stern, RVP S. Asia, was rather cri-
tical of the proposals. While he agrees with the increased emphasis on the
problem of urban poverty he does not agree that the targets (in dollar
amounts, as a share of urban (ending) should determine the lending program
for a country. He would much prefer to designate a specific number of
projects as being aimed at the urban poor.

. 8 Much of the discussion centered on the difficulties of identify-
ing the target group and quantifying the proportion of projects directed
towards serving them. There was strong resistance to extending the pro=-
ject Brief system to include data on the urban poor.

4. It was agreed that similar meetings should be held monthly.
RReekie/atm

cc: Mr. E. Erkmen



ASSOCIATION = | RECOMSTRUCTION AND DEVELUPMEN | ] LUKFURA | TUN

OFFICE MEMORANDUM

TO: MNMr DJ'A' Bronfman DATE: September 27, 19?6

-

FROM;}Z—Esref Erkmen

SUBJECT: Utban Poverty Program Implementation

I have the following comments to offer on Mr. Jaycox's memo-
randum of September 14.

T I am somewhat concerned at the proposal that a fixed
proportion of all urban-related lending will be
"poverty lending” Should this percentage be high, it
may well conflict with the aims of economic and financ—
jal efficiency referred to in para. 9. It may also have
a substantial impact on water pricing policies.

2 I am not enthusiastic about the proposal to extend the
Project Brief system to provide urban poverty data.
For water supply projects, accurate information on
urban poverty will be difficult enough to come by a
appraisal; at the time of project “identification it
would be very unreliable and to update it at six-
monthly intervals does not seem justified.

RReekie/atm



TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. J. Bronfman DATE: September 27, 1976

William W. Lewis [JV {

Urban Poverty Program Implementation

Since Philippe Nouvel will be away until September 28, he passed
on to me the paper from Alastair Stone on Programming Urban Poverty. My
comments follow; Philippe may have some comments when he returns.

The paper illustrates well the difficulty of defining the portion
of lending oriented towards urban poverty, and I believe soms problems
remain with the proposals as they would apply to DFC and industrial
projects. The paper states that "for DFC, industry and tourism lending ...
the main contribution to urban poverty programs is expected to be in terms
of the employment they creats." The paper goes on to propose that a
project would be considered urban poverty lending if its fotal investment
cost per job were less than twice the result of dividing gross domestic
investment by the sum of current growth in the labor force plus 1/15 of
the total current labor force (this latter term being included to account
for replacemsnt of capital). The paper gives some rough figures for the
cost per job below which a project would gqualify for urban poverty lending.
The figure given for Kenya is US$1,700, which means that the "average"
investment cost psr job is $850.

I find this figure for Kenya implausibly low for a criterion for
selecting industrial projects oriented towards the urban poor. This criterion
would limit industrial projects for urban poverty to the simplest woodworking,
metalworking, and other craft activities. These small activities do not
offer the prospect of solving a large part of the urban poverty problem of
Nairobi, for instance; there is not sufficient demand for the output of
these activities. They do have some place in the urban areas; however,
they are much more important as generators of employment in secondary
towns and villages. I would believe that in urban areas, larger scale
enterprises would offer more hope of being established in the near future
both to generate employment for the urban poor and to produce some of the
essential consumption items for the urban poor. These larger firms can be
organized more quickly and offer much greater total employment potential.
Unfortunately, the technology available for most of these larger firms is
more capital intensive than for some of the very small units. (These larger firn
would employ up to say 50 people, have total investment costs of
$5-10,000 per job, and be classified as small and medium scale industries.)
However, it is also clear that attractive opportunities exist for small and
medium scale industries in Kenya at considerably lower investment costs per
Job than many of the large scale industries previously established or currently
being considered.

One problem with the criterion being proposed may be that trade
and other -service activities are combined with manufacturing in setting the
threshold.’ I believe that if the threshold were calculated for manufacturing

-alone according to the proposed rule, then the threshold would be higher

and would perhaps place many small and medium scale industries into the
urban poverty group.



.

The second comment I have is that for DFCs in Eastern Africa, many
subprojects would probably not qualify under the employment criterion but
do produce items which are consumed to a certain extent by the urban poor
(for example oil seed crushing plants, large bakeries and textile plants).
The paper does allow for counting these types of projects, and for some

_DFC's, the lending amounts for these projects will be significant.

cc: Gordon
Hidalgo
Nouvel
Levitsky
Stone, Urban Projects

WL/1j



TO:
FROM:;

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION oK s @7 &L

‘ OFFICE MEMORANDUM J Pp

Mr., Alastair Stone DATE: September 23, 1976

Stephen Dennin§:i7f

Urban Poverty Programming

1 I have the following comments on your memorandum of September 1k
on the Urban Poverty Program Implementation. T am attaching a paper cur-
rently being reviewed by Mr. Blaxall, the Program Coordinators and Mr. John
King which discusses the overall programming system. Tt spells out the main
assumptions on which my comments are based, namely:

(a) the present programming system does not work very well. In
particular, the formulation and appraisal of substantive
assistance objectives is now systematically carried out only
at the project level. Planning at the country, regional and
Bank level is largely in terms of proxy objectives. The weak-
nesses of the present system are structural, and not the re-
sults of the recent budget exercise.

(b) the systematic formulation of substantive assistance objectives
is supposed to take place at the country level in the CPP. 1In
practice, this does not happen very satisfactorily.

(e) dollar amounts of IBRD/IDA commitments are decided on a country
basis by the President and Senior Vice President. The current
management philosophy does not really admit regional allocations,
despite occasional indications to the contrary.

2. One of the problems you face is that you are attempting to plan the
urban sector at a Bank-wide level. This is going to be very difficult, given
the absence of systematic planning at the Bank-wide level in other sectors.

i 2R You also appear to be attempting to establish substantive planning at
the regional level. Whatever the merits of this approach, it is not easy to
reconcile with the current management philosophy that substantive planning should
be done at the country level. Substantive regional planning in the urban sector
can be attempted, but it will be anomalous so long as other sectors are not
planned in this way. The formulation of regional lending targets does not fit

in very easily to the notion that lending resources are essentially allocated

on a country basis.

L. Tt seems to me unlikely that "definitive Regional Urban Poverty Pro-
grams will eventually emerge from the CPP process." Even if the CPP process
worked much better than it does now, it is aimed at formulating country objec-
tives. The regional lending program is continuously fluctuating reconciliation
of the various country objectives with regional staff resources. So long as

the Bank plans substantively at the country level, the regional program will
probably never be "definitive." So long as the CPPs fail to spell out substantive
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country objectives, the regional lending program will be largely a paper
exercise beyond the second year. This is particularly the case with the
regional lending program prepared as part of the budget exercise.

iy In effect, I feel that the proposals for urban programming may
not take sufficiently into account either the structural weaknesses of the
present programming system or the assumptions on which it rests. By pro-
posing different assumptions for urban programming, you risk creating
further hurdles in the way of integrating the overall programming system,
as well as seriously jeopardizing the success of your own programming pro-
posals. It seems to me premature to propose detailed programming procedures
for the urban sector, when the overall programming procedures are under
review. What might be useful is to join forces with Mr. Blaxall, who is
working on the overall programming system, and Mr. Lethem, who is working
on the project brief, to come up with an integrated system that meets
everyone's criteria.

Attachment

cc: Messrs. Jaycox (without attachment)
Thalwitz L "
Gue L] "

Pouliquen



?rogramming of Lending

l. This note sets out the preliminary findings of a review of the

system for the programming of lending.

It is put forward as a basis for

discussion to determine whether it could constitute a’ first step towards

clarifying and codifying the existing system. It is set out as follows:

I.
II.
III.

Iv.
v.
VI.

Annex I

Introduction sessseccessssscscscsccssscesssscsscace
The CPP ProCesSS ssecsssscscsccsssccscsssccscscses
Ongoing Decision Making Processes .cececcesccse
A. Generation Selection and Development

of PrOjectS eesessscsseessessssssssessssns
B. Dollar Levels of IBRD/IDA Commitments seecee
Ce Budget ProcesSs ececsscscssscssssnssnccoscss

Integration of the SYStEm ssesssssssssnsssseseS
Alternatives scscesscccsssscsccsssscssssssnsssse

Conclusion seseccscscsscsnssscssssscssssscssccnsacse

Participative Decision-Making

Annex II Summary Analysis of a CPP
Technical Supplement.

Summary

2. The review starts from two basic premises:

Page

5
9
29
29

37
43

45
47
49

(a) that the CPP should be the principal instrument for defining the

Bank Group’s posture towards member countries and for directing

the Bank’s activities in support of their development efforts

(0.M.1.12);

(b) that the country allocations of IBRD and IDA lending should be

decided by the President and Senior Vice President.

These two principles are given as basic elements of the Bank’ s management

philosophy.

3 Section IT deals with the CPP which is found to be umsatisfactory

as a planning instrument.

The reasons are discussed in paras. 10-12 and
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illustrated in a detailed analysis and evaluation of ten recent CPPs, an

example of which is contained in Annex II. To make the CPP a better

planning

(a)

(b)

(c)

(d)

(e)

(£)

(g)

(h)

(1)

(1)

(k)

instrument, para 13 recommends that the following steps be taken:
confirm that the CPP’s main role is as a planning instrument;
give more prominence in the CPP process to setting country
assistance objectives for the Bank Group;

require each CPP to formulate explicitly the principal assistance
objectives of the Bank Group in the country;

encourage each CPP to distinguish and segregate country assistance
objectives into cross-sectoral and inter-sectoral objectives;
require each CPP to formulate the principal objectives of the
Bank in each sector in which the Bank is active;

require each CPP to appraise the intra-sectoral objectives it
formulates in the light of the principal country objectives;
require each CPP to appraise the proposed lending program in the
light of the principal country and sectoral objectives;

encourage each CPP to relate the principal country assistance
objectives to the reievant decisions to be made;

reduce the present emphasis in the CPP process on level of dollar
commitments in the country;

make one emphasis of the CPP review process an appraisal of the
CPP as a planning instrument;

develop procedures to integrate the Bank’s country and sector
objectives approved in the CPP process into the day-to-day decision-

making procedures of the Bank.
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Section III deals with the ongoing decision-making processes:

(a) generation, selection and development of proijects

The main points are:

(i) the project-specific lending program provides an acceptable
conceptual framework, though the implicit priorities should
be made explicit (paras 17-=18);

(ii) a choice needs to be made between centralized decision-making
in the region and participative decision-making by the country
program divisions (para 19-21 and Annex 1);

(iii) the criteria for programming decisions should be made explicit
(para 22-23);

(iv) successive iterations of the Regional Lending Program should

be on fixed rhythms (para 24).

(b) dollar levels of IBRD/IDA commitments

The main points are:
(i) top management decision-making should be focused mainly on
the first three years (para 26(a));
I(ii) top management should always exercise its right to review
the country implications of new Regional Lending Programs
(para 26(b) and (c));
(iii) the concept of the "two-year approved base" for a country
should be made explicit (para 27);
(iv) the main decision-making process should be by Bank-wide

allocation supported by the CPP analysis (para 28);
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(v) systematic procedures should be developed to permit top
management to expand, contain or reduce overall lending
amounts while expanding, containing or reducing the
numbers of projects (para 29).

(c) budget process

The main points are:
(i) if the budget preparation includes project-specific detail
in support, the implications in terms of country lending
allocations should be reviewed and approved by top manage-
ment (para 31);
(ii) an annual plan and timetable for preparing the budget should
be established (para 32);
(iii) the possibility of maintaining a margin between the World
Bank Lending Program and the aggregated Regional Lending
Programs should be retained (para 33).
5 3P Section IV deals briefly with the integration of the CPP into
the ongoing decision-making processes including the Regional Lending Program,
the Monthly Status Report, the project brief, issues paper memoranda to the
Loan Committee, ad hoc memoranda to the Senior Vice President and the budget
process. The integration is only possible if the CPP has formulated meaningful
substantive objectives for the Bank in the country.
6. Section V glances briefly at other avenues which might be explored,

including:
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(a) the formulation of substantive objectives at the project, re-
gional and Bank levels; and at the country level other than by
the CPP;

(b) the possibility for a region to use the old operations program
concept;

(¢) the use of the programming system to deal with bunching;

(d) clarification of terminology.

I. INTRODUCTION

T If planning consists of a systematic appraisal and formulation

of objectives and of the actions necessary to achieve those objectives,

then the first step in the planning process is to ascertain overall objec-
tives. In the case of the Bank, the overall objective is, broadly speaking, to
lend for development. The meaning of "development" is spelled out in speeches,
books and articles of the President and senior staff, the decisions of the
President and Senior Vice President, sector policy papers, special studies,
manual statements and staff inputs, rather than in any single document. The

Bank’s assistance objectives are sometimes classified into resource transfer

objectives and technical assistance objectives (using "technical assistance"

in the widest sense to include policy formulation, project design, project
implementation techniques, training, institution-building and the like). The
dollar level of loan/credit commitments is frequently used as a proxy for
resource transfer and, for want of something better, the number of projects is
treated as a proxy for the technical assistance objective. While these proxies

are quantifiable and precise, there is a constant need bomddttrremrthiailoms
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to distinguish them from the substantive objectives they represent. As

the only "hard" element available to measure the "soft" objectives which
constitute the institution’s mission, these proxy objectives tend to dominate
discussions of programming and budgeting. At the aggregate Bank wide level,
the proxy objectives are very important for external presentation purposes.
However, while proxy objectives are important as measures of progress towards
substantive objectives, they are not objectives per se. Committing funds and
approving projects constitute necessary, but not sufficient, conditions for
ensuring that resources are transferred or that technical assistance objectives
will be met. Meaningful planning requires going beyond the proxy objectives
to see what substantive objectives are involved.

8. The Bank’s overall substantive objectives are broad and flexi-

ble enough to permit a very wide range of activities in different circumstances.
The breadth and flexibility of these overall objectives, while perhaps
inevitable given the diversity of our borrowing countries and the ambiguities
of development, underline the managerial need to spell out what exactly are
the strategies that the Bank is pursuing in different places at different
times. For reasons of management philosophy and political practicality, the
Bank spells out its substantive objectives mainly in terms of individual
countries. The principal instrument for doing this has been the CPP prepared
annually or biennially. Insofar as CPPs formulate meaningful objectives and
insofar as the lending which takes place meets these objectives, then there

are at least the rudiments of a rational planning system.
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While many different planning systems could be designed for the Bank, the
approach suggested in this paper is to take this basic outline and make ic
work more effectively.

9. Each CPP review results in an approved 5-year lending program for
the country. However, the lending programs of the Bank are subject to great
uncertainty. Even in the short rum, it is impossible to predict accurately
the performance of countries or the progress in processing particular proj-
ects. In the medium and longer term, the formulation of lending programs,
often involving unidentified projects of unknown content, remains a highly

speculative affair. No matter how carefully a CPP is prepared, the lending
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ing program contained in it is rapidly overtaken by subsequent decisions

taken in the light of changing circumstances.

If the end result of the

CPP process is simply an approved lending program, it is difficult to see

how the CPP will ever be more than a passing incident in an unending series

of revised lending programs.

If the CPP process is to have enduring value,

it must be recognized, on the one hand, that decision-making in regard to

the lending program goes on in a more or less continuous fashion and, on

the other hand, that this continuous decision-making should be governed by

the country assistance objectives formulated, appraised and approved in

the CPP process. In effect, the most important end result of the CPP

process should be, not the approved lending program, but rather the approved

country assistance objectives.

Thus the simplified picture shown above in

[

Chart | has to be modified to show the ongoing decision-making processes

(excluding control):
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II. THE CPP PROCESS

10. If the argument in the preceding section is accepted, the primary

function of the CPP process should be the formulation and appraisal of the

country assistance objectives of the Bank Group and of the actions needed to

achieve those objectives. The CPP process may also serve as a briefing

mechanism for management, though care needs to be taken that this does not
overload the process with excessive quantities of material, or unnecessarily

duplicate other briefings. The CPP process may also be a decision-making

process in which specific country lending programs are approved. In this
area, however, the CPP process has to compete with other decision-making
mechanisms (including the Monthly Status Report, the Regional Lending Program,
Loan Committee memoranda and various ad hoc memor#mda to senior management)
which are generally more timely for the issues involved. If the CPP process
is merely a decision-making process for specific country lending programs,
then it is bound to become the poor relation of .the other processes in the
system, because it is so cumbersome. If the CPP is to be the principal
instrument for planning lending operations in a country, it must guide and
coordinate the decision-making that goes on throughout the year. It can only
do this if it sets objectives, that are clear, specific, easily accessible,
authoritative and capable of being monitored. This section reviews how far
the existing CPP process succeeds in setting country assistance objectives and

then discusses how it might be made more effective.
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11. To assess the effectiveness of the current CPP process in setting
country assistance objectives for the purpose of guiding subsequent decision-
making, a representative set of ten recent CPPs was selected:Botswana, Brazil,
Cameroon, Gambia, Jordan, Philippines, Senegal, Sri Lamka, Tanzania and
Tunisia. An effort was then made to extract the Bank’s country development
objectives which were explicitly formulated or implicitly alluded to in these
CPPs. An example of these analyses is set out in Annex II. An evaluation was
then attempted of these CPPs as instruments for setting the Bank’s country
assistance objectives which might guide and coordinate subsequent decision-
making in respect of Bank activities in the countries.

12. All of the CPPs were successful as briefing documents in describing
what was being planned in the way of lending for the relevant countries.

All of the strategies discus;:& were broadly consistent with overall Bank
policies and objectives. Nevertheless the particular way in which the CPPs

formulated country assistance objectives may be limiting the effectiveness of

the process in guiding and Eoordinating subsequent decision-making:

(a) inaccessibility of the objectives

While the CPPs do formulate objectives in such a way as to permit a
diligent reader to find them, the country assistance objectives do
not always emerge clearly, obviously and unambiguously. In no case
did the decision as contained in the postscript (where available)

or the Summary and Conclusions explicitly restate the main country

assistance objectives. Both the postscript and the Summary and
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Conclusions seemed to be mainly concerned with the proxy objective
of the size of the lending program. The Postscript usually noted
that the composition of the lending program was satisfactory without
reference to the substantive objectives being pursued. In only two
of the CPPs were the main objectives presented in such a way that
the reader would find them easily and unambiguously (e.g. by under-
lining or indenting in subparagraphs). In most cases, the objectives
are embedded in the text, often in the middle of a paragraph,
sometimes without any indication whether they are essential or
dispensable parts of the overall strategy. These practices have
several important consequences. First, because the objectives are
presented in such a casual manner, no one is completely certain that
they have received management scrutiny or that they are in fact
authoritative,Secondly, there is no established consensus as to the
precise objectives being pursued in a country so that subsequent
decision-making has no agreed framework in which to operate.

failure to organize objectives

It is clear that the Bank is always pursuing a multiplicity of
inter-related objectives in any one country. The large numbers
of objectives stated or alluded to in the CPPs is more apparent
when the objectives are set out exhaustively than when they are
buried in 20-25 pages of tightly argued prose. Once the objec-
tives have been identified, it is not always easy to determine
the relationships and priorities between different objectives.

In some cases, little attempt is made to distinguish central
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from peripheral objectives: the prose flows on, steadily
accumulating worthwhile objectives, but scarcely pausing to
assess their significance or their implications. In other
cases, "primary" objectives are identified, followed by "key"
objectives, "major" objectives, "essential" elements, "urgently
needed" items and "important" aspects of the strategy, so that
the primacy of the primary objectives is not entirely unambi-
guous. In a very few cases, there is a well-ordered set of
objectives with clear relationships and priorities established
between them. However, the more general impression is one

of the fuzziness reminiscent of those political party platforms
which promise something for everyone. Such CPPs suffer the
normal fate of political platforms--rapid oblivion--because

they offer little guidance for future action.

(¢) proxy objectives

As noted above, the number of projects financed is generally the
only quantifiable proxy for the broad technical assistance objec-
tives of the Bank Group. While scarcely anyone would argue that
the number of projects financed is significant except insofar

as it represents progress towards the substantive objectives,

it is very tempting to save the trouble of spelling out what

these other substantive objectives are. In dealing with aggre-
gates such as the World Bank Lending Program or a Regional Lending

Program, the use of proxy objectives may be the only practical
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way of conducting any meaningful discourse. But in the case of a
single project or a single sector in a single country, the reliance
on proxy objectives is less justifiable. Yet a surprisingly large
number of sector discussions in CPPs fall into the following
pattern: start by describing the usually enormous problems

affecting the sector, indicate the major components of the most

recent project already financed and finish with the statement

"A th project is scheduled for FY ." The implication
seems to be: " with a target so big, we can’t miss: any project

is bound to do some good. There is no shortage of worthwhile
objectives. Let’s leave it to the identification mission to see
what they can come up with." If it is decided that, as a practical
matter, this approach works well enough, then the pretence of a
major planning role for the CPP can be abandoned and it can be
replaced with very much simpler briefing mechanisms.

concentration on level of lending

The major theme of all the CPPs is the level of dollar commitments
in the country. This is the main thrust of every Summary and Con-
clusions and is referred to in every available Postscript. Seven of
the ten CPPs propose larger lending programs. Much of the accent
throughout these CPPs is on showing in subtle ways that a larger
program is warranted. Now no one would deny that resource transfer
is a major objective of the Bank or that level of commitment is a
relatively good measure of it. However, few would argue that it is
the only objective and many would say that it is less important

than the broad technical assistance objectives of the institutionm.
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Yet a disproportionate effort in the principal planning process

of the Bank--the CPP process--seems to be devoted to obtaining

a larger share of the available lending resources for the country

in question. Since the overall level of available lending resources
}5 determined in advance by exogenous factors, it may be that some
of the effort now put into trying to increase the country’s share of
lending resources could more usefully be directed to formulating and
appraising more thoroughly the broad technical assistance objectives

of the Bank in each country.

objectives too detailed

In one sense, objectives can never be too detailed. The more one
is able to analyze the detailed implications of a general objec-
tive, the more chance one has of being able to reach it. However,
in a constantaly changing situation, it is not enough to work
out the detailed implications once. They have to be worked out
again each time there is a change in the situation. If this is
not practicable, then the detailed implications of the plan
rapidly become useless, except as a "snapshot" of how things

were at one point of time in the past. Unfortunately this seems
to be the fate of much of the planning donme in the CPP process.
For example, the S;year lending program, complete with percentage
distribution of lending by sector calculated to the first decimal

place, is rapidly outdated by subsequent decision-making in the
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light of new events. Likewise, a plan to have a project in the
south is not much use when the government insists on the project
being in the north. The point is that the CPP should endeavor
to spell out objectives which can guide subsequent day-to-day
decision-making rather than be overtaken by it. This means
formulating objectives at a sufficient level of genmerality that
they continue to be meaningful despite changes in circumstances.
Thus an explicit objective to have a project which benefits

poor farmers currently without extension services may, in some
circumstances, be more meaningful than an objective to have a
project in the south. On the other hand, objectives need to be
sufficiently specific to have an operational impact. Thus an
objective "to provide meaningful support for the government’s
development efforts" may not be particularly helpful. It is a
matter of judgment in any case as to what is the most appropriate
level of generality. As a rule, the CPPs tend to set

objectives which are too specific to have enduring meaning.

(f) 1lack of explicit connections between objectives and decisions

The idea of planning is that the objectives should lead the deci-
sion-making, not follow it in a kind of ex-post rationalization

of what happened. Yet the CPPs give little sign that the objectives
are driving the decision-making. In only one of the sample cases
was the lending program systematically evaluated against all the
main objectives. More typically each new project discussed generated
a new objective which "justified" the project. There was virtually

no discussion of alternative ways of reaching the objectives more
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ently or effectively. The CPPs tended to discuss the 5-year

lending program as a whole without distinguishing between the
different kinds of decisions which are relevant at different time
periods. There is little indication in the CPPs that the Bank is
rigorously pursuing a firm set of country objectives (except detail-
ed project-specific objectives). There is instead an atmosphere of
improvisation within a very broad framework of alternative objec-
tives. In the circumstances of the Bank, some might argue that this
is a defensible style of work for the reasons discussed below in
para l4. However, it leaves essentially no planning role for the
CPP. If the goal is to make the CPP a meaningful planning instrument,
then some changes are needed.

To make the CPP a meaningful planning instrument, the following

actions seem necessary:

(a)

confirm that the CPP"s main role is planning

The first step is to make clear that CPP’s unique function is as

a planning instrument. Currently some see it as a cumbersome
briefing document. Some see it as a decision-making instrument,
competing ineffectively with other day-to-day decision-making
mechanisms (such as the Monthly Stafus Report, Memoranda to the
Loan Committee and ad hoc memoranda) and use the CPP principally

as a lever to try to get more resources for the country in question.
It may at one time have been envisaged as a "program" document in
the PPBS sense, containing both inputs and outputs, though this has

proved to be impracticable for the reasons given below in para 30.
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Unfortunately O.M.l.12 does not really clarify the matter. To
remove the ambiguity, O.M. 1.12 should be modified to state that
planning should be the CPP’s principal function, with all

other functions subsidiary to this., There are various indirect ways
in which management can also make this understood, including the
steps listed below. But the first step is to make explicit in the
Operational Memorandum that the CPP’s primary purpose is planning,
i.e. the systematic formulation and appraisal of objectives and of
the actions necessary to achieve those objectives. Needless

to say, the CPP would continue to report on the country’s own
objectives and performance and overall external assistance. It
would continue to relate to the Bank”s assistance on a 5=-year
horizon. It would continue to attach a project-specific 5 year
country lending program. The CPP as a plan would be expected to
have a useful life of at least a year, though it would be recognized
that the project-specific lending program would probably undergo
changes in the subsequent day-to-day decision-making described below
in Section III.

give more prominence in the CPP process to setting

country assistance objectives for the Bank

There are various ways in which objective setting could be given
more prominence. One possibility would be to supplement the
current Postscript by a concise formal statement of the principal
country and sectoral assistance objectives. Another possibility is
to have the Summary and Conclusions restate the principal country
and sectoral assistance objectives. The standard format might be:

"The principal country assistance objectives of the Bank are:
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(a) to help benefit lower income people; (b) veveese (C) ceveceese
etc. The principal inter-sectoral objectives are: (a) to devote
at least one third of our lending in FY79 aﬁd FY80 to rural
development projects; (b) eecececsees (C)esessssss etce The
principal assistance objectives in the agriculture sector are

(a) to develop rural development projects which raise incomes

and productivity of poor farmers in the densely populated
groundnut Basin: (B) susenes (L) sepsvesss Bte."

require each CPP to formulate explicitly the principal assistance
objectives for the Bank in the country

The full articulation of all the objectives of the Bank in a
country could result in an enormous number of objectives. Large
numbers of objectives can be systematically represented in network
form, and such exhaustive presentation might be encouraged

in the CPP process, Nevertheless, it is not possible for managers
to concentrate equally on large numbers of objectives and the
attempt to do so can easily diffuse their efforts. This is
particularly critical for programming decisions where managers

are often trying to decide the relative priorities of projects in
different countries. It is, therefore, suggested that the CPP
should select from among the many aims relating to the country, the

principal assistance objectives, i.e. the objectives that will

make the greatest difference in the Bank’s work from the point

of view of accomplishing the Bank’s overall development

objectives In formulating objectives, the planner should try

to foresee the kind of issues that are going to arise in the
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course of the year so as to establish in advance a framework

for resolving them. Selecting the principal objectives in this
context is not necessarily the same as selecting the essential
objectives. For instance, an objective to lend for economically
viable projects is very important, but to emphasize it would have
very little impact because the Bank does it automatically. Hence,

it is not appropriate in this context as a principal objective for
the Bank in a country. The kind of objective which may be appro-
priate, for instance, is to help raise incomes and productivity of
lower income people. Relevant objectives will often involve changes,
but equally may concern continuation of existing policies, especially
where such policies may be considered controversial, e.g. to continue
lending for traditional infrastructure projects. The idea of making
the principal objectives explicit is to clarify the direction, the
image, the tone and even the philosophy underlying a complex set of
activities, so that all the institution’s efforts pull in the same
direction.

encourage each CPP to distinguish and segregate country assistance

objectives into cross—sectoral and inter-sectoral objectives

In some of the sample CPPs, the discussion of country strategy
amounted to little more than a discussion of the sectoral content

of the lending program, e.g. '""to focus our assistance on agriculture
and to a lesser extent on transport." Objectives of this sort (here-
after called inter-sectoral objectives) are very close to being mere
proxy objectives and by themselves constitute an inadequate consi=-
deration of strategy. The substantive planning issue is: why are

we focussing on agriculture? The answer in terms of substantive
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objectives at the country level tends to be cross-sectoral in

nature, e.g. to help relieve the balance of payments or to benefit
lower income people. To lessen the risk of country stragegy dis-
cussion degenerating into the formulation of mere proxy or inter-
sectoral objectives, it is suggested that CPPs should systematically
distinguish and segregate cross-sectoral and inter-sectoral objectives.
The principal country assistance objectives would normally be
cross—sectoral in nature.

(e) require each CPP to formulate explicitly the principal objectives
for the Bank in each sector in which the Bank is active

Conditions in different sectors may vary considerably, resulting
in, different emphases in Bank activities. These emphases should
be made explicit in the CPP by the formulation of objectives going
beyond the standard "A th project is scheduled for FY____ ."
The standard format might be: "The principal assistance objectives
of the Bank in the industrial sector are: (a) to help expand and
diversify financial and technical assistance programs for small and
medium scale industries: (b) .eeeeee (€) ceeves.. ete."”

(f) require each CPP to appraise the intra sectoral objectives it
formulates in the light of the principal country objectives

Planning includes the systematic appraisal of objectives. If the
CPP is to be a meaningful planning instrument, it must start taking
the appraisal of objectives more seriously, rather than using an
undetermined list of objectives as a device for ad hoc rationaliza-
tions. It is not implied that all the principal sectoral objectives
could be related to the principal country objectives. One would

however expect some degree of correspondence.
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require each CPP to appraise the proposed lending program in
the light of the principal country and sectoral objectives

The idea of formulating objectives is to affect decision-making
throughout the coming year. As a start in this direction, the
current lending program attached to the CPP should be analyzed
in the light of the principal objectives. Possible alternative
ways of achieving the objectives more efficiently or effectively
might be discussed in the CPP.

encourage each CPP to relate the principal country assistance
objectives to the relevant decisions to be made

The major distinction to be drawn relates to different time
periods ahead. For the projects in the first and second year
ahead, the issue is generally, given the projects we have,

what can be done to maximize the contribution to our country
objectives? For projects in the third and fourth year, the
issue is: what implications will our objectives have for the
selection of projects'during the course of the next year or so?
For the fifth and sixth year, the issue generally is: what new
lines of activity should we be developing given our country
objectives?

diminish the current emphasis in the CPP process on level of
dollar commitments in the country

The main way of doing this will be to encourage concentration
on more productive topics such as the formulation and apprai-
sal of country assistance objectives. However, there may be

other indirect methods for de-emphasizing the level of lending
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issues. One possibility might be to make the matter more open

by having a formal "advocacy" section in which the case could be
made for a level of lending higher than the 2 year approved base
(see paras 27-28). Explicit evaluations of the case for increasing
lending might be made by top management in order to prepare for the
contingency that more funds may become available if other countries
drop from the program. Another possibility would be to confirm that
the principal process for deciding country levels of lending is an
annual Bankwide allocation by country of IBRD and IDA funds for the
two years ahead. The "advocacy" section in the CPP would then be
directed towards any proposed modification to this allocation. The
CPP as a whole would be directed towards establishing the two year
base in the next Bank-wide allocation. Another possibility would be
to reduce the formal decisions on dollar commitments from a horizon
of five to three years so that the argumentation and decision-making
would be focused on the real issues. The final two years could be
retained for the purposes of illustration and aggregation but
normally excluded from the decision-making (see below para 28).

make the emphasis of the CPP review process an appraisal of the
CPP as a planning instrument.

The current CPP review process tends to be issue-oriented. In
effect, reviewers try to find issues for discussion, often by
searching for unusual aspects or apparent gaps in the lending
program or opposing the almost standard proposal to increase
lending. While the latter function is probably inevitable, the
search for aspects of the program to challenge is probably counter-

productive. CPP writers quickly learn to defend themselves
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by providing rationales for everything. The result is an
"issue-free" paper, except possibly for one or two token
issues almost deliberately left in for discussion purposes
(e.g. to put in Reserve an extremely attractive project or
to include an apparently unattractive project in the lending
program). Reviewers could help the CPP become a serious plan-
ning instrument. The first step at the working level might
consist of pointing out to the writer, as appropriate, the
large number of unorganized objectives, the lack of clear
priority among them, the emptiness of objecﬁives such as
"to schedule a project in FY80," the difficulty of identifying
the objectives in the CPP as written, the lack of explicit
relationship between the principal objectives and the program
and so on. At a higher level, the reviewers should explicitly
assess the CPP as a planning instrument, asking: does it
systematically formulate and appraise the Bank’s objectives
in the country and the actions necessary to achieve those
objectives? 1In effect, a "good" CPP should be one that not
only tells it like it is, but also serves a useful purpose in
subsequent decision-making by staff and management during the
year.

(k) develop procedures for integrating the Bank’s country and sector

objectives approved in the CPP process into the day-to-day
decision-making procedures of the Bank

The approval of the CPP should be the beginning of its

effective life, not the end as now tends to be the case.
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The first step is to produce it in such a way that it can be useful.
The second step is to devise procedures which ensure that it is used
in the subsequent decision-making. The basis for such procedures
will be outlined in the following sections.

14, It should be noted that the recommendations for the CPP rest on

the following assumptions:

(a) that planning is desirable

Though rarely questioned openly, planning is sometimes covertly
questioned by an emphasis on intuitive judgments, flexibility

and keeping options open. A planning approach does not imply

that decisions are not made on the basis of judgments. The question
is whether those judgments have to be made in the mists of inadequate
information, undefined issues and a welter of conflicting personal
opinions or whether they can be made on the basis of adequate,
reliable information, relevant experience and clearly drawn issues.
The planning approach emphasizes "procedural rationality" in which
established procedures, common frames of reference for discussion
and agreed kinds of information to collect facilitate rational
discourse within the organizationm.

(b) that planning at the country level on an annual or biennial basis
is possible and desirable

The CPP process depends on the ability to formulate enduring
guidance for work on the country. The approved lending program
in the CPP does not achieve this because it changes too rapidly.

The viability of the CPP process depends on the ability to
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formulate something of sufficient generality that it will have
lasting validity, yet of sufficient specificity that it is useful.

that the CPP review process can permit open communication

To be useful, objectives have to be specific and may imply change.
But if they are specific and if they imply change, they inevitably
call into question some of the things currently being done. If the
review process is characterized by a search for points to challenge,
then the reviewers can easily use the objectives to attack the
program. The CPP writers will protect themselves by making objec-
tives more general, so that the objectives no longer imply change.
As a result, the CPP as a planning process is seriously weakened,
and effective country planning is done outside the CPP process or
not at all. Successful implementation of the recommendations
depends on the possibility of open communication. One important
element will be the awareness on the part of writers and reviewers
that meaningful objectives often imply change, that change takes
time and that not all the current activities of the Bank fit our
principal objectives. However the open recognition of this fact is a
prerequisite to doing domething about it. Otherwise the planning
process consists of producing objectives to justify the status

quo.

that the CPP can serve many purposes

The idea of an instrument which not only formulates overall
objectives, but also requests specific decisions on level of

lending, is ambitious. There is a very serious risk that unless
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writers and reviewers display considerable skill, an advocacy
approach to the level of lending will prevent the formulation
of specific objectives.

that is is possible to reach agreement on priorities between
objectives

The complexity and ambiguity of the Bank’s activities is undeniable.
It is inevitable that in any country a wide range of interrelated
objectives are being pursued. In fact, it might be helpful on an
experimental basis to introduce into some CPPs a comprehensive
statement of objectives in a systematic fashion, e.g. in the form of
a hierarchical network., What is being proposed is, first, that

the implications of pursuing many objectives should be examined with
more intellectual seriousness; secondly that, insofar as it is
impractical to pursue large numbers of objectives with equal atten=-
tion, priorities should be indicated between objectives; and thirdly
that the objectives, once formulated, appraised and approved, should
play a central role in subsequent decision-making. If this is

not possible then it implies that planning at the country level

is not possible and the attempt to do it by the CPP process should
be abandoned.

that the formulation of objectives is not viewed as an undesirable
loss of flexibility

Planning involves choice. The choice once made means a loss of
the options excluded by the choice. The number of options excluded

depends on the specificity of the plan. For instance a plan to
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"do something" excludes only one option i.e. "doing nothing".
The degree of specificity of a plan is one of the most important
decisions a manager has to make. It is true that, once set,
objectives can take over. If they are inappropriate and pursued
mindlessly, they can lead an institution astray. However, the
concept of planning proposed here is a dynamic one of defining
development objectives, devising alternative ways of achieving
those objectives, evaluating these alternatives, questioning

the objectives and the assumptions underlying the evaluation,
opening new alternatives and establishing new objectives, and

so on indefinitely. On this basis, the concept should increase
actual flexibility by encouraging the systematic consideration
of alternatives. The concept is proposed in opposition to an
approach in which the lending of the Bank is determined by
improvising projects within an undetermined range of alternative
objectives. If the latter approach is to prevail, then it should
be adopted explicitly so that the elaborate planning machinery
now in place can be dismantled and replaced with simple briefing
mechanisms.

(g) that effective planning is not excluded by uncertainty

Uncertainty creates a dilemma. On the one hand the more uncertain
a situation the more difficult it is to plan. On the other hand,
the more uncertain a situation, the greater the need to plan so

as to anticipate difficulties and to take advantage of opportuni-

ties. The question is not whether to plan or not, but rather
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how to match the level of generality of the plan to the relevant
time horizon and the frequency of decision-making. Many of the
current problems with the CPP stem from the attempt to plan on
an annual or biennial basis to a degree of detail which is
inconsistent with the fundamental uncertainty of the subject
matter. The appropriate solution is not to abandon any attempt
at planning, but rather to plan at an appropriate level of
generality.

the Bank can and should formulate its own objectives

The recommendations assume that although the Bank is involved
in a cooperative enterprise with its borrowers, it should
formulate its own strategy as to what it is trying to
accomplish. Even if its objective is to help the borrower
pursue the borrower’s own strategy, the Bank still has to
determine in what sector, in what form and to what extent

it is going to help the borrower. The notion that the Bank
simply reacts to what the borrower proposes is not supported
by analysis. As noted in a recent OED study, as many as 407
of projects are seen in retrospect as having been conceived
by the Bank before the borrower. Even if 100%Z of projects
were conceived by borrowers and submitted to the Bank, the
Bank would still have to devise a strategy for responding

to borrowers” requests. In fact, the more the borrower
tries to influence what the Bank does, the more important

it is that the Bank have its own strategy to ensure the

achievement of its own institutional objectives.
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III. ONGOING DECISION-MAKING PROCESSES

15 The overall object of the planning system is to optimize the
achievement of the Bank’s resource transfer and technical assistance objec-
tives. The first step in clarifying the operation of the system was to

spell out the role of the CPP as the principal planning instrument, viz

to make explicit the Bank’s resource transfer and technical assistance objec-
tives in the country and the actions necessary to achieve those objectives.
Because the CPP takes place on an annual or biennial cycle in a rapidly
changing environment, its unique and most important contribution is in the
formulation and appraisal of the Bank’s country assistance objectives.

The ongoing decision-making processes inevitably modify the particular actions
proposed in the CPP as new information becomes available and as the situation
changes. The second step, therefore, in clarifying the operation of the
planning system is to explain the operation of the Bank’s ongoing decision-
making processes relating to lending. This is the topic of Section III. For
the purpose of simplifying the discussion, three broad areas of decision-
making will be distinguished (though clearly they are interrelated and need to

be integrated as explained below):

A. generation, selection and development of projects;
B. dollar levels of IBRD/IDA commitments;

C. administrative budget.

A. Generation, selection and development of projects

16. Each CPP attaches a lending program which shows the projects

planned for the succeeding five years. This section will be concerned
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with the processes which determine how these particular projects get into
the lending program and what happens after the lending program is approved.
It will deal with a variety of issues related to the concepts for
decision-making (paras 17-18), the responsibility for decision-making (paras
19-21), the criteria for decision-making (para 22-23) and the frequency of
decision-making (para 24).

Concepts for decision-making

ks This paper accepts that the existing concepts for decision-

making are appropriate for the generation, selection and development of
projects. Thus the project-specific lending program designated by country, by
type of project, by fiscal year of Board presentation, together with the
likely loan amount and scheduled dates for performing critical steps, is
generally satisfactory. The most important requirements, namely, that it be
in ferms of objectives (albeit proxy objectives), rather than means, and that
it reflect major management concerns, are met.

18. If the existing terminology for decision-making is retained, then
one point which is now implicit should be made explicit. It should be
recognized that the use of the terminology implies that a project in the
lending program prima facie has a higher priority than projects in the
standby program. Thus the project-specific lending program was devised

in order to give clearer guidance on priorities. It appears to be treated

in practice by projects staff as indicating priorities, regardless of any

instructions to ignore the distinction. If it is desired not to indicate
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priorities by the decision-making concepts, then a different terminology
should be used, such as the former operations program. In effect, the
project-specific lending program forces a very clear @resentatian of lend-
ing plans. If it is felt that it is too clear then a more ambiguous termi-
nology should be chosen. The point of view adopted in this paper is that
with appropriate steps to differentiate and integrate the elements of the
system, the concept of the project-specific lending program is a suitable
basis for decision-making in terms of generating, selecting and developing
projects., It will be argued, however, in para 27 below that it is by itself
an inadequate basis for controlling country allocations of IBRD and IDA
resources.

Responsibility for decision-making

19, Planning involves an organizational dilemma. On the one hand,
effective planning implies coordination, and coordination is generally seen to
imply centralized decision-making. On the other hand, effective planning
requires the participation in the formulation of the plan of those affected by
it, in order to maximize the commitment to implementing it. Thus participation
implies decentralized decision-making. This dilemma poses severe practical
problems in assigning responsibility for planning of lending within the
regional offices, Thus a change in one country lending program frequently has
ripple effects throughout the region, affecting directly the work plans of the
sector-oriented projects division and thereby other country lending programs
in the region. A proposal to change a country lending program often raises a
regional issue, particularly when changes to several country lending programs

are involved. The decision can only be taken effectively by someone with a



& 59 =

with a regional perspective. Thus the dilemma appears to imply either a

coordinated decision at the region’s center (RVP, Program Coordinator or

Directors) with low commitment of the staff or a decision at the region’s

periphery

with higher commitment of the staff which is nevertheless un-

coordinated and hence unrealistic and ineffective.

20.

appear to
(a)
(b)

Within the present organizational structure of the regions, there
be only four alternatives:

decentralized decision-making in the country program divisions

This was essentially the official approach adopted before the
reorganization and for a year or two thereafter. The result
was an inflated lending program which vastly exceeded the capacity
of the projects divisions to process it. The real planning

>

decisions were taken outside the formal decision-making

apparatus, apparently mainly by the projects staff.

decentralized decision-making in the projects divisions

This was essentially what actually happened prior to and just

after the reorganization. It was effective because the projects
divisions not only had responsibility for project preparation and
appraisal but also had a regional perspective owing to their sector
orientation. However, there is a substantive question whether

the projects division is best placed to weigh inter-country and

inter-sectoral priorities.
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centralized decision-making at the level of RVP, Program Coordinator

or Director

Such decision-making can be coordinated and effective, but tends to
lack the commitment of the staff to implement it. An illustration of
the effect on morale of centralized decision-making can be seen from
the following quotation from Mr. Kearns’ memorandum on the programs
function: "loan officers often view CPP work as an effort to

(1) develop strategic rationalizations for projects which are in
the lending program for the first two or three years, (2) provide a
means for people having less country knowledge than they do to
affect long-term assistance strategy and (3) provide after-the-fact
justifications for the decisions made by such people." Another
symptom of the lack of commitment to the decisions is the frequency
of proposals for change to the lending program, implying that the
original decision did not meet with general satisfaction and accep-
tance. There is a permanent "open season'" on decision-making: the
fact that the lending program excludes a project today does not
prevent anyone from proposing it again tomorrow. A further symptom
of the tension between the centralized decision-making and the

staff is apparent at the CPP review when the CPP is used by the
program division in a generally unsuccessful attempt to get a larger:
share of the region’s processing resources for the relevant country.

The Regional Lending Program is thus not something which the program

‘divisions are committed to implementing but rather something they

expend energy trying to change. The planning system is tolerated
as a necessary burden, instead of contributing to the region’s

work, as a positive constructive element. The various measures
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that can be used to mitigate the effects of centralized decision-
making will be discussed below in para 21. But the measures
can only mitigate: they do not remove the problem.

participative decision-making by the country program divisions

Some institutions have dealt with the type of problem discussed
above by introducing participative decision-making. It remains
an open question whether such an approach could be introduced into

any Region in the Bank at present. It is discussed in Annex I.

Given the dominant management style throughout the Bank today,

centralized decision-making will probably be the norm and the main issue is

how to get maximum benefits from it. Centralized decision-making implies

competition for scarce processing resources, and the object should be to keep

the competition within bounds and to explain its operation to the participants.

One step will be to define country assistance objectives more sharply as

explained above in Section II and to establish decision criteria as explained

below in paras 22-23. In addition the following measures might be considered:

(a)

(b)

clarification of planning responsibilities

The centralized nature of decision-making should be made explicit
and formalized, with the role of the program divisions clarified.
guidelines When requesting the formulation of a new Regional Lending
Program by the country program departments, the Program Coordinator
should provide guidelines showing numbers of projects for:

(i) each department;
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(ii) each major country;
(1iii) each sector in which processing resources are scarce.

(c¢) agenda for meetings

Meetings for centralized decision-making often suffer from the lack

of detailed knowledge of the issues by the participants unless they

have had a chance to brief themselves. This underlines the need for
participants in centralized decision meetings on the Regional Lend-

ing Program to give advance notice of any issues to enhance the

quality of the decision-making.

(d) reasons for decisions

The reasoning behind decisions should be systematically communicated
to all interested staff in the form of detailed minutes by the
Program Coordinator.

Criteria for decisions

22. Discussions of programming issues are generally bedeviled by a lack
of clear criteria for decision-making. Without criteria, it is very easy for
the decision-making to degenerate into adversary style bargaining in which
the achievement of the country development objectives as spelt out by the

CPP tends to fade into the background. It is therefore suggested that each
decision-making group, whether centralized and decentralized, should esta-
blish clear decision criteria before undertaking any actual decision-making.
In such a complex area, criteria could easily be elaborated to an imprac-
tical degree of detail. It is therefore suggested as a start that the

criteria should be kept to a few key dimensions such as:
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(a) project’s relation to the Bank”s objectives in the country as
spelt out in the CPP;

(b) equity considerations in the context of the country’s fair share
of the region’s processing resources;

(c) the feasibility of presenting the project in the relevant fiscal
year (preparation time, financing, position of the government,
ete).

23, The importance of these criteria varies depending on the time
period. In the fifth and sixth year, virtually the only relevant considera-
tion is the first, viz the project’s relation to the Bank’s country objec-
tives. In the third and fourth year, in which the important project selection
largely takes place, the equity consideration starts to play an important
role. In the first, second and, to some extent, third year, the question of
the feasibility of presenting the project starts to loom large. It may be
that by making these points explicit some progress can be made in clarifying
programming discussions.

Frequency of iteration

24, Many of the present difficulties stem from the random and exces-
sively frequent iterations of the program. One result is that staff are

never sure as to when decisions are going to be made and hence cannot always
make their contribution. This is a serious problem for the Central Projects
Department. Another result is "planning fatigue," particularly during the
budget process. A further result is that the more often plans are remade, the
more likely it is that the planning process will seem less binding, so that

the plans it generates will be subject to further revision. For all these
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reasons, it is recommended that the iteration of new programs should be
governed by a fixed rhythm which should only be disturbed in the most unusual
circumstances. It is suggested:
(a) the Regional Lending Program for years one and two
should be prepared no more frequently than once a
month. Thus the budget process would in effect
have to be fitted around the Monthly Status Report,
as the cost in confusion of any alternative approach is
probably too high.
(b) the Regional Lending Program for years three and four
should be prepared on a fixed two month, three month,
four month or six month schedule. To permit effective
COPD participation, this may need to be agreed Bank-wide.

B. Dollar levels of IBRD/IDA commitments

25. This section will discuss the dollar levels of IBRD/IDA commitments
in terms of the responsibility for decision (para 26), the concepts for
decision-making (para 27), the frequency of decisions (para 28) and the
procedures for changing decisions (para 29).

Responsibility for decision

26. As noted above, this paper starts from the principle that country
allocations of IBRD and IDA resources should be decided by the President
and Senior Vice President. This principle is embodied in the written rules
for years one and two contained in the President’s memorandum of October 30,
1975. The three areas where clarification is needed are:

(a) rules for years three-five

A recent DPS study has shown that management decisions on

the fourth, fifth and sixth year vary by as much as 100% in
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real terms from what actually materializes. This is not however a
matter of much concern as accurate decisions on the outer years are
simply not needed. Thus while options relating to the choice of
projects in a country tend to narrow drastically several years in
advance of Board presentation, the level of lending for a country
permits considerable flexibility up to and even during the year

of Board presentation. It is therefore suggested that top management
decision-making should concentrate on the first and second year as
now, only making formal decisions beyond this period in relation to
the third year (to prepare for the new two-year base) and in excep=
tional cases where longer advance planning may be needed (e.g.
enclave projects, phasing out lending). Thus apart from these
exceptions, the region would extrapolate to determine approximate
levels of lending beyond years one, two and three. This would be
sufficient for most practical purposes, including the Bank”s 5 year
lending program and financial plan.

right of review must be exercised

One confusing aspect of the FY77 budget preparation was the fact

that several regional lending programs were called for, the country
implications of which were apparently never reviewed by top management.
To prevent this confusion in future, it appears that If decisions as

to the dollar level of commitments are to be made by top management

on a country basis, this must be the consistent practice. In

effect, if the lending program is to be revised Bank-wide, top
management must actually exercise its right of review and examine

the country implications within a reasonable period of time (say,
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one month). If it is not practicable for top management to
carry out the review at that time, then the preparation of
new programs should be postponed until a top management
review is practicable. Generally speaking, new programs
should not be called for until the country implications

of the previous submission have been reviewed and approved
by top management.

use of regional lending allocations

Particular care is needed in the use of the concept of the
regional lending programs. Thus although the Regional
Lending Program may, under the October 30, 1975 rules,
serve as a limitation on the extent to which the region
can make adjustments within the two year approved base

in each country, the use of the Regional Lending Program
concept in preparing new lending programs can easily give
the impression that each region is being given authority
to allocate a new and often large regional total among its
countries (c.f. Mr. Knapp’s memoranda of February 5, 1976
and April 16, 1976). It may be that the regional lending
total is a useful way of indicating guidelines for making
new country submissions. But it should be made clear at
the same time that it is only a guideline and that top
management is going to review and approve each country

allocation.
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Concepts for decision-making

27 The President’s memorandum of October 30, 1975 made clear that

the control of country allocations of IBRD/IDA resources would use the

the project-specific lending program. Each country’s lending program was
defined as "the specific projects and amounts listed for the country in

the Regional Lending Program for the year." It implied that control decisions
would be made in terms of a two-year approved base for each country. What was
not clear was whether the sum of the individual loan amounts listed for each
country would or should always be identical with the two-year approved base
for that country. As Mr. Knapp’s memorandum of April 16, 1976 shows, cir-
cumstances could arise in which it was desired to establish a two-year
approved base for each country which was in excess of the aggregated forecast
loan amounts at the time. Much of the difficulty in dealing with that situa-
tion derived from the fact that the concept of the two-year approved base for
each country was implicit rather than explicit. As a result, there were no
generally agreed terms for discussing and effecting the change. It is there-
fore recommended that the concept of the two-year approved base for each
country be made explicit and distinguished from the individual loan amounts
forecast or predicted at the project level. 1In effect, there may be cir-
cumstances, such as in October 1975, when it is desired to make the two-year
approved base equal to the aggregate forecast loan amounts in the country.
There may be other situations, such as in April 1976, where it is desired

to have the two-year approaved base larger than the aggregated loan amounts
in the country. To give top management the flexibility of making a choice,
the concepts need to be defined, distinguished and recorded separately, for

instance, in the Monthly Status Report and the lending program attached
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to the CPP. The term "two-year approved base for a country" is used in Mr.
Adler’s memorandum of August 16, 1976 and might be defined as the level of
lending for a country for the current and succeeding fiscal year as authorized
by the President and Senior Vice President.

Frequency of decision

28. The level of lending to a country is clearly one of the major
planning issues relating to it, and it is inevitable that this subject will
receive attention in the CPP review. Nevertheless the CPP process by itself
cannot handle the allocation of funds issue. Thus quite apart from the
rapid changes which affect individual country lending programs, it is highly
unlikely that a set of sequential CPP decisions made annually or biennially
on each of 75 countries will exactly anticipate the Bank-wide decisions

and forecasts made at the time of the annual budget. In effect, the only
satisfactory approach to allocating scarce resources is to start by looking
at the grand total and then break it down into its parts, rather than starting
with small pieces and working up. The implicatioms for decision-making

in respect of dollar levels of IBRD/IDA commitments are twofold.

(a) Bank-wide allocation

Once each year, an allocation in terms of a two-year approved
base for every country should be established by the President

and Senior Vice President after consultation with and proposals
from the regions. This would be done as in October/November 1975
and in August 1976. It would be the main decision-making process

for the allocation of IBRD and IDA funds among countries. It
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would take place against a background of analysis and discussion
in the CPPs, and such other special analytical exercises as would be
helpful.

(b) CPPs

The CPPs would serve two functions. First, CPPs would provide the
background analysis to enable top management to make the next
Bank-wide allocation. To this end, top management would review in
the context of each CPP not just the two-year approved base for the
country, but also the third year which in the succeeding year would
prima facie become part of the two-year approved base. Secondly,
the CPP could contain an "advocacy" section in which the case for a
larger two-year approved base could be made. Management might
explicitly evaluate the case for additional lending, so that,

should additional funds become available later, there would be an
established framework for deciding which countries merited increased
resources. The decision-making in the CPP process however would not
normally focus on the level of lending in the fourth, fifth or

sixth year.

Changes in decisions

29. It would be desirable to have a system which could accomodate
changing Bank-wide resource constraints, i.e. expand, contain or reduce
lending amounts while expanding, containing or reducing the numbers of pro-
jects. These types of changes are continually recurring in the context of the
budget, end-of-year adjustments, and anticipated shortfalls in output.

Instead of dealing with each case as a separate problem, it might be helpful
for both staff and management if systematic procedures were devised to deal

with each of the nine possible contingencies, instead of dealing with
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each instance in an ad hoc fashion. The nine cases should be studied, the
degree of flexibility determined and the best procedures agreed upon.

C. Budget process

30. The budget is a variety of plan concerned with the relationships

of inputs and outputs generally expressed in quantitative terms. In the
Bank, the inputs are readily quantifiable in terms of staff positions and
administrative expenses. However the inputs necessary to achieve given
output are difficult to predict with any accuracy at the country level, on
account of the small numbers and wide variances involved. It is only at the
regional and Bank-wide levels that there is any stability in the relationship
between inputs and output in a single fiscal year. In the Bank, the lending
outputs are only quantifiable in terms of the proxy objectives, i.e. numbers
of projects and dollar levels of IBRD/IDA commitments. The Bank spells out
its substantive objectives at the country level, but its proxy objectives at
the country level in a single fiscal year fluctuate so rapidly that only proxy
objectives at higher levels of generality than the country (i.e. at the
regional and Bank-wide levels) tend to have much meaning in a single fiscal
year. The main mechanism for integrating the Bank’s substantive objectives at
a country level and the proxy objectives for the purposes of the budget
process is the Regional Lending Program, which, together with the region’s
Five-Year Work Program and Budget Proposal, constitutes a comprehensive

plan covering every aspect of the region’s work. This note will not attempt a
review of the Bank-wide budget process but will confine itself to the inter-
action of the budget process with the lending decision-making processes.

Country lending implications of budget

Sits It is possible to decide the output aspect of the budget process

either in an aggregate fashion as for FY76 or with specific project detail
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as for FY77. The latter approach produces a more convincing plan, provided
that all the implications of the plan are understood and approved. Thus

for a project-specific plan to be meaningful, it requires approval of the
implied country implications of IBRD/IDA. If in the institution, alloca-
tions of IBRD/IDA are decided by the President and Senior Vice President, then
the project-specific plan is only meaningful if its country implications have
their approval. Consequently if the budget process is to include preparation
of project-specific detail then the Bank-wide allocation of lending resources
mentioned in para 28(a) must take place before the budget preparation. If
this it not possible, then the budget should be prepared without project-specific
detail and the Bank-wide allocation of lending resources carried out later at
some more convenient point.

Coordination of the budget process

32, The budget is only as good as the care that has gone into its
preparation. If the plan is prepared by a series of ad hoc requests, frequent
adjustments and last-minute slashing, the quality of the plan may be jeopardi-
zed. This is particularly the case with the project-specific detail which can
only be repeatedly integrated in the form of the Regional Lending Program at a
considerable cost in "planning fatigue." It has already been suggested above
that the project-specific detail for the budget process should be required no
more frequently than once a month, and then as part of the regular Monthly
Status Report. In addition, an agreed annual timetable for preparing the

budget could enhance the quality of the information in the budget plan.
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The margin

33. This paper takes the view that the question whether there should-

be a margin between the World Bank Lending Program (the President’s commitment
to the Board and the basis for justifying budget resources) and the aggregated
Regional lending Programs is substantive, not procedural. 1In other words,
management should have the flexibility to maintain a margin or eliminate it in
any year as it sees fit. In any event it is practically impossible to maintain
a continuous reconciliation of the aggregated Regional lending Program and the
overall Bank target, so that the possibility of a discrepancy needs to be
allowed for. The question of how to adjust the numbers of projects and dollar
lending amounts shouid be dealt with under the systematic approach suggested

above in para 29.

IV. INTEGRATION OF THE SYSTEM

34. The integration of the system has been implicit in what has gone
before. The key to the integration is the formulation of the Bank’s substan-
tive country objectives in the context of the CPP and the use of those ob-
jectives in subsequent decision-making. The relationships of the overall
system are sketched below in Chart 3.

35. The Regional Lending Program is the main integrative device and

would use the country assistance objectives as one of the main criteria in
the ongoing decision-making as to the content of the Regional Lending Pro-
gram. The significance of the Regional Lending Program would depend on the
time period. In years five and six, it would be little more than a register

of new ideas, with scarcely any attempt to constrain the content within
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the processing capacity and all the emphasis on encouraging originality
and creativity. In years three and four, the selection process would
start in earnest, possibly using the project brief to help incorporate
the CPP objectives. . In years one and two, the emphasis would be on
managing the program within the constraints against the background

of the CPP objectives. The Monthly Status Report would comprise years

one and two of the Regional Lending Program.
36. The country objectives as formulated in the CPP would also play
a role in other ongoing decision-making:

(a) the issues paper would evaluate the project against the Bank’s

country and sectoral objectives;

(b) memoranda to the Loan Committee and ad hoc memoranda to Mr. Knapp,

when raising any issue for decision, should normally refer back
to the Bank’s country and sector objectives;

(¢) the CPP would be integrated into the budget process by way of the

Regional Lending Program.

V. ALTERNATIVES

37. This paper has been an attempt to make sense of the existing system
rather than to create anything new. In this Section, it will glance briefly
at some of the further possibilities that might be explored outside the

existing system.
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38. The notion of planning used in this paper depends on the formula-
tion and appraisal of objectives. The current failure of the CPP to spell
out meaningful substantive objectives means that the ‘planning system is

. condemned to the realm of proxy objectives. If the recommendations con-
tained in Section II cannot be implemented, there are four possible
alternatives:

(a) project planning: this is largely what happens now. The Bank's

substantive planning is done at the project level, under a super-
structure of proxy objectives at the country, regional and Bank
levels. However, much of the proxy planning that occurs does not
seem very meaningful to the participants.

(b) country level: the CPP is an ambitious multi-purpose document.

At present, the discussion of level of lending tends to prevent the
meaningful formulation of substantive country objectives. If this
continues, then the possibility should be considered of splitting
the CPP into two separate vehicles, one dealing with the macro-
economic situation and the level of lending and the other formula-
ting substantive country objectives for the Bank.

(¢) regional level: if it is difficult to plan substantively at a

country level, then it may be even more difficult to do it at the
regional level. Possibly regional sector strategies might be

formulated to supplement the Bank’s country objectives.
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sidered:
(a)
(b)
(c)
40.
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Bank-wide: some more formal expression of the Bank”s substantive
objectives might be considered as a longer term goal. Clearly
it will be a very difficult task.

As to the conceptual framework, three possibilities might be con-

operations program: while the project-specific lending program
forces a very clear presentation of lending plans and should
probably be retained for communications between the regions and
top management, some regions might prefer to use the old opera-
tions program for their own internal management purposes.
bunching: the present use of fiscal year objectives tends to lead
to bunching. The programming system tends to encourage this by
dealing only in fiscal years. Any serious attempt to eliminate
bunching will involve inter alia taking quarterly or other targets
more seriously. One way of doing this, should it be considered
desirable, is to have a programming system that distinguishes
between quarters as well as fiscal years.

lending program: some further study may be warranted of the

possibility of a more precise terminology which distinguished

between ceilings, targets, forecasts and floors.

VI. CONCLUSION

The above proposals are put forward as a basis for discussion

to determine whether they could constitute a first step toward clarifying
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and codifying the existing system. They are intended to explain the basic
idea of the system so that, if they are accepted, the preparation of detailed
procedures, forms and instructions would be a relatively clearly defined
task.

41. While the proposals use the forms of the existing system, it
would be wrong to assume that the existing procedures operate in the

manner described above. For them to operate in this way, considerable
change in thinking and approach will be needed at many levels. Some
experimentation may be required to see whether the procedures can work

in this way. Implementation may show that improvements, modifications

or regional variations should be introduced. Although therefore the pro-
posals might constitute a basis for codifying the existing system relatively
quickly, an extended period of testing and adjustment would be required to

bring actual practices and the official procedures in line with each other.



ANNEX I
Page 1

Participative decision-making by program divisions

j This approach is based on the following considerations. First

the country program departments are responsible for the planning of country
lending programs, so that this is where the planning is supposed to be

done. Secondly, to maximize the commitment to implement decisions, it is
important to push all possible decisions to the bottom of the decision pyra-
mid. It is at the divisional level that the detailed project knowledge
necessary for planning exists. Thus country lending decisions should, if
possible, be taken at the divisional level within a framework of objectives
agreed with higher management. Thirdly, the reason why decisions are not taken
in the country program divisions now is that each country program division has
the detailed project knowledge, but lacks the regional perspective necessary
to plan effectively. No guidelines can give it that perspective because the
permutations and combinations of 30-50 projects in up to 20 countries and 10
sectors are essentially unpredictable. To plan country lending effectively,
one has to know what else is being planned in the region and then decide what
has priority. However, the countfy program divisions together have all the
necessary elements to plan the region”s lending. Fourthly, if the country
program divisions would cooperate with each other, they could effectively plan
the country lending, and hence exercise their assigned function. If, on the
other hand, the country program divisions either compete actively with each
other for processing resources or fail to communicate and coordinate their
proposals with each other, they will not exercise their assigned function of
planning country lending programs effectively. The making of country submissions

to the Program Director or Program Coordinator is a highly ineffective form of
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communicating and cooperating with the other program divisions. It puts the
program division in the position of making pr0posals.without having the
necessary elements to know whether its proposals are consistent with the
criteria for a satisfactory decision. Consequently, the division tends to
maximize its requests and ends up competing with the other program divisions
for scarce processing resources. In practice this results in the planning
decisions being taken centrally within the region by the RVP, Program Coor-
dinator, Projects or Program Director. By failing to deal directly with the
other program divisions, each program division is effectively delegating its
planning responsibility back to the center. It can propose but others dispose.
The result is a sense of powerlessmess. It is of course more than a sense.
The division will always play a subordinate role under the formal decision-
making procedure unless and until it starts cooperating with the other program
divisions in an effort to arrive at the best regional decision. A frequent
reaction of the program division, however, is to stop taking the official
decision-making seriously and to press on as best it can under informal
arrangements with the projects divisions. This strategy may succeed in the
short run in getting out a program, but can in the long run be damaging both
to the morale of the division’s staff and to the effectiveness of the overall
planning system. Nevertheless it is not a necessary result and could be
avoided if the country program divisions cooperated with each other and
participated in taking programming decisions as a group. The next paragraph

will try to explain how this might be accomplished, 1f so desired.
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There are a number of conditions that would have to be met to

permit participative decision-making by the country program divisions.

(a)

(b)

(c)

substantive country and sectoral objectives must have been

established for each country.

Unless the CPP has already spelt out the Bank’s objectives in

each country, there will be little common ground for discussion.
Thus if all divisions are keeping all their options open, then there
is little foundation for participative decision-making. A joint
meeting of the program divisions, for instance, is likely to result
in a competitive bargaining session characterized by adversary
behavior, unless considerable preparation has been done by formula-
ting clear country and sectoral objectives for each country.

overall decision criteria must have been established.

This is discussed in para 22. It is especially important if
participative decision-making is to be possible for same reasons
as given under (a) above.

there must be a clear and continuing commitment on the part of

the regional management to participative decision-making

It the Regional Vice President or the Program Directors wish to
retain centralized decision-making, by encouraging competition
between program divisions, there is very little prospect of the
country program divisions being able to cooperate effectively.

The effect of competition between program divisions is that the
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regular day to day planning decisions are taken centrally by the
RVP, Program Coordinator or Program Directqr. Participative
decision-making would mean that regional management intervention in
the planning process would be in the form of a review rather tham by
taking most of the planning decisions as now. It is not enough for
regional management to say they support participative decision-making.
They must support the endeavor on a continuing basis by acting so as
to encourage the program divisions to cooperate in taking joint
decisions from a regional viewpoint.

(d) there must be some commitment in the group to cooperate

There is at present very little perceived need or desire among
the program divisions to cooperate with each other. This is
particularly so where the program divisions are split into

two departments. Unless there is some support for cooperation,
there is little prospect of participative decision-making
developing.

(e) the skills necessary for participative decision-making may
need training

Experience in other institutions shows that groups accustomed to
competing or acting in an adversary competitive way do not move
easily to a participative approach. The change needs a great

deal of time and effort, often with the help of training courses.
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(f) detailed procedures are worked out so as to integrate decision-
making with the projects departments and the regional management

There are a number of alternative procedures for achieving these inte-
grative goals. The choice should be made in the context of the
actual implementation of the overall approach within a particular
region.
3. Until condition (a) is met, participative decision-making cannot be
seriously contemplated. Resolution of conditions (d) and (e) will also take
time. Immediate implementation of the approach is therefore impracticable.
Instead one might envisage a planned step-by-step introduction lasting about

a year.
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Summary Analysis of CPP for Country A

|15 The Postscript does not refer to Bank’s substantive objectives in
the country, except by confirming the proxy objectives ("the size and composi-
tion of the lending program were about right"). Apart from the allusion in
para 4(d), there is no statement of the Bank’s substantive objectives in the
country in the Conclusions and Recommendations which focus on the size of the
program.
2. The second sentence of para 57 possibly states either a major
objective or the major objective. It is not clear which. It says "The
proposed Bank program is designed to assist in the improvement of sector and
sub-sector programs and the financing of projects which generate broad policy
or institutional improvements." The objective is very general but possibly not
sufficiently wide to justify the power or transport lending which seems to be
mainly aimed at resource transfer. Moreover it is not really clear whether
the major objectives include the following themes which appear when they
strengthen the case for the lending program but disappear when they might call
it into question.

(a) to benefit lower income people (e.g. para 58 for agriculture,

paras 59, 67, 69, 71);
(b) expanding employment (e.g. para 58 on industry, para 72);
(¢) regional development (para 58 on industry, paras 71, 72, 76,

82);
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3 It is not clear whether the failure to state these objectives
explicitly as principal country objectives is due to (a) the fact that they
are not principal objectives or (b).a concern that projects which did not meet
the objectives would come under fire or (c) the fact that the writer is not
trying to say what are the principal objectives or (d) a preference for
keeping the options open.
4. Several hours’ analysis is required to identify and classify all
the main themes. Even then the principal country objectives and most of the
sectoral objectives remain a matter of interpretation, and it is difficult to
feel confident that the CPP results in any consensus as to the principal
objectives, except the proxy objectives represented in the lending program.

Assessment as a planning instrument

o>

5« The CPP can be rated as follows:

(a) formulation of objectives: The writer is aware he should be

formulating objectives but in the end fails to do so clearly and

unambiguously.

(b) appraisal of objectives: No attempt is made to appraise objectives.

(¢) formulation of actions: The activities (or lending program) are fully

articulated.

(d) appraisal of actions: Little attempt is made to appraise actions in

the light of the objectives. Objectives are used on an ad hoc basis

to justify actions but not to question them.



% Annex 2, Part 1, Page 3
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8L. . This paper was reviewed at a meeting in Mr McNamara's office on

June L, 1976, and the following conclusions wers reached:

a) The size and composition of the lending program were about right, Note (1) overall exphasis on

provided that the Government contimued to manage the economy: - size of program
effectively and the country was able to expand exports at the rapid

rate projected in the CFP since this could affect the country's (2) reference to proxy
creditworthiness. The Region would continue to monitor developments ; b +1 i cpe a
in these areas very closely with a view to making adjustments in ;o O Je‘{'- S ¥ON - size an
the lending program should this prove to be necessary. © . composition of program
b) The total lending program for FYT7 should be reduced from " N - ‘

$335 to $315 million, by reducing the proposed loan for the seventh . (3) absence of reference
power project from $85 to $65 million. ' ; to substantive objec-
¢) Local cost financing in the GEEMEEENS should be limited to ' tives of the Bank 1n
4O percent of total project costs rather than to 50 percent as had : the country.

been proposed in the CFF.

A. CONCLUSIONS AND RECOMMENDATIONS

O LS S e ee——

L The last CPP for the RN vas reviewed by Mr. McNamara

in December 1973. A SPP was reviewed in July 1974. At that time, it wvas

agreed that the next CPP would be reviewed in FY76 following completion

of the Basic Economic Report.

2. At the time of the SPP review, the Bank’s senior management : i : e
approved a lending program increasing gradually from $315 million in FY76 Background information on size
ro $330 million in FY80, aggregating §1,505 million. 1In the Bank-wide lend- £ . -

ing program review in July 1975, the FY76 lending program was reduced to of program
§277 million and a FY77 program of at least $300 million was approved. #
During the subsequent lending program review in November 1975, the FY77 > -
program was raised to $320 million. -

3. The lending program that is now proposed for the FY76-80 period d
torals $1,568 million. This program is only 563 million (4.2 percent) larger The main thrust is an increase
{n terms of current prices than the program approved in July 1974. In terms 3 vam

of amounts, the proposed program is consistent with the Regionmal FY76-31 in the prog

lending program submitted to P & B in the Region’s memorandum of April 23, :

1976, but minor adjustments have been made in the amounts and timing of some

loans mainly to accomodate the addition of a rural electrification project in

FY79. ’

4. The proposed program is based on the following major considerations: o &

(a) The Government is expanding its development program to provida : %
for more rapid future growth and a broader distribution of *

economic benefits. This program, which takes into account e e e
the eritical need to expand foreign exchange earnings and Govermment's objectives
employment, would, if implemented over the next tem years, _ ) )
(1) provide sufficient food for the el cxpanding i i F .
population; (1i) emsure at least a minimum increase in the ¢
standard of living and thereby help to alleviate the poverty
of the lowest income groups; and (111) absorb the rapid
{ncrease in the labor force, which is the inevitable result of
past population growth. Should there be a major shortfall in
the implementation of the program, unemployment would rise,
standards of living would decline for large segments of the '
population, income distribution would deteriorate and
effective economic management would become very difficult.

(b) The Government is managing the economy well in the currently R

difficult economic circumstances and is generally pursuing .
policies which are conducive to the longer term development '
of the country. The NN has reasonably good natural Govermment ' s performance
resources and relatively well-developed human resources;
once international conditions improve, the prospects for a ¢
higher growth rate and more balanced future development are
good.
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(¢) The Govermment has under preparation a large number of
projects to support its development program, many of which
are designed to provide substantial benefits to low income
groups; its performance in implementing existing projects has
been excellent. The Govermment’s significantly improved
project preparation and implementation capability therefore
provides a sound basis for a large external borrowing
program.

(d) While economic management is good, the Govermment needs
assistance in further improving and refining its policies
in a number of sectors and in strengthening the capacity
of public sector agencies to plan and administer expanding
development programs, particularly those which involve
assistance to large numbers of people in rural areas. The
Bank can continue to play a major role in this process because
the Government is receptive to Bank staff advice. An active
Bank presence also has the effect of strengthening the position
of the highly capable technical leadership in the Govermment
and helping them to implement policies that foster development.

(e) Even with the expected improvement in the mobilization of
domestic resources to which the Govermment is committed, the
will need to borrow large amounts from abroad. We
eatimate that the SR vill need commitments of assist-
ance from official sources of at least $3 billion over the next
ive years to rinance its development program and to maintain the
satisfactory structure of its external debt. Official develop-
ment assistance will also help to bring about the institutional
improvements necessary for increased lending by nonm-official
sources, which should also provide substantial amounts om
favorable terms. Official development assistance has for histori-
cal reasons been relatively low in the past and is likely to decline
in real terms during the coming years. The VINEEESESER will there-
fore have to rely heavily on the Bank, ADE and other semi-con-
cessional sources to help finance its ﬁwelﬁuenn requirements.
The Bank Group”s share of total public debt outstanding 1is
currently about 19 percent and is projected to rise to as much
as 28 percent in 1980 and 29 percent in 1985, with a declining
trend thereafter. This situation, however, should not give cause
for concern so long as the Govermment continues its sound debt
management policies and the debt-service ratio does not exceed
the projected peak of 18-19 percent in the early 1980s.

(f) The Bank’s per capita lending to the NN of $7.80 per
annum for the period FY76-80 and $8.08 for the pericd FY77-81
would be about average for countries of similar size and
income.

5. The proposed level of lending to the WNNNEE (s justified in
the light of the development requirements, high absorptive capacity, and
relative lack of access to alternative sources of official assistance 1l/.
The proposed lending program is, however, predicated on the asaumption that
the good general management of the economy will continue, that the Govern—
ment will intensify its efforts to assist lower income groups and that ex-
ternal debt will continue to be kept within manageable limita. Should any
of these pre-conditions no longer apply, the lending program would be
reviewed with a view to making necessary reductions.
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Govermment's pfogram

' This paragraph alludes to Bank

objectives, rather than stating
them directly.

-

Govermment's need for external
resources

-

Govermment will have tc'rely
on Bank.

Lé?el of lending would be
about average

g '.
Final plea for increased lending
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56.
special cmphasis on measurcs Lo
of payments. The Covernment’s overall
objecetives,

although further efforts will be needed to re

part B has described the seed for a larger investment prograa wvith
{ncrease cmployment and

eific areas and to improve the capacity of public agencies Lo implement more

effective sectoral programs.
to strengthen the capacity of regional
{mplement programs which
of different areas of the country.

57.
program are set out in para & above.

to assist in the improvenent of sector
cing of prajects
in this regard,

but will also respond to opportunities
capabilities through ceasures designed

training, and increass the participacion of local consulting

works contractors.

58. The seectoral distribution of

sis to agricultural and turnl develsnmment,

one=third of total lending,
improving agricultural and ocher
of lower income people live and it is
grams most nced to be strengthened.

concencrate on the financing of

the Government”s irrigacili,
prograns. In the industrial sector,
total lending, the dank would continue
institutional support for DUP's large=

are more closely actuned

which generate broad policy or
considerable progress is possible
-esponsive to the Bank’s supgestions and already
an resources to implement iLS programs.
e technical assistance, particularly te les

because Chere 1ia
production in rural areas where the

Ia most sectors, the Government will also need

and local institutions to plan and
to the ¢ ces and d

The considerations which justify a large and diversified lending
The proposed Bank progra=m is designed
and sub=sector programs and the finan—

{nstitutional improvements.
because the Covernment is
The Bank will contioue to pro=
for further strengthening local

to improve manpover planning and
firms and civil

the program gives particular empha=
which would sccount for mors than
conaideroble potential for
bulk
in these areas where Covernment pro=

The Bank’s lending {n this sector would
projects which would support the Government’s
objective of increasing the productivity of small farmera and would strengthem’
credit, extension, and other rural development
which would account for 15 percenc of

to provide necessary financial and
scale industrial prograg, and would

increase and diversify the support provided to the Covernment Lo promote

the small and medium industries essential

centers and expanding nonagricultural

In the transportation and sower sectors,

for encouraging regiondl growth
employment in arcas ocutside of WSCEN.
wirich would aceount for nearly

one-chird ot total lending, the 3ank would concentrate on the provision of

badly-needed infrastructure,
wnd on the P r develop

which continues to
¢ and institucional improvements necassary for

be a constraint on growth,

ublic seetor agencies to plan and implement rapidly expanding programs.

Lending to social sectors would expand to

to the rapid expansion in our lending

for urban development projects,

urban fleld, the Covernment ia still in the carly stages of developing amuch

larger prosrams for housing,

WwSSER and other citles; the Bank prog

water supply, sewerage and other services in

ram would concentrace om the financing

of projects designed co nelp create an appropriate policy and instictutional

basis for carrying out these programs.

has made good progress ln the last several years

to provide assistance to the GCovernmen

The national family planning program
and the Bank would continus
¢ in support of this imporcant effort.

COMPOSITION OF TUE LENDING PRNGRAM (PERCENT)

strengthen the balance
policies are broadly in line with thesa
fine policies in spe=

has relatively well developed

s experiemced project agencies,

18 percent of the total, mainly due
In the

a paragraph.
even the major cbjective. However this is
not explicit and there is no analysis of
its implications

\ ! »
'
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Comments

-

e objective is embedded in the middle of
Tt is implicitly a major or

I Turther objectives, which are subobjectives
| of the objective in the second sentence

<

B —

Allusions to the objective of helping lowver
income people. Is-this also a major objec-
ﬁiﬂnt

Alusion to employment objective. Is this
| a major objective or an intrasectoral
E?Jectiw!

does financing infrastructure relate

How
- Lo the apparent major objective ia para _S5T7T

Ad.c_;ption of. major objective in para 5T for
this sector, but no analysis of its impli-
cations.

Current

\ FY69=73 Y76 FY77-81 .
Agriculture and Rural Development i s1 34 ' 2
Soctal Scctors (Education, Population i .

and Urban Development) a1 18
Transportation . 20 - 13
Power 17 - 20 [a =
Industry - 23 Cl ¢

. ’

Ja This includes part of the lending for the multipurpose irrigation

projects, which will provide f

actlities for power penerationm, and a
loan for the Bank’s tirst rural electrification project in tha



S, The lemding program (s rxpected tn have a algnificant msocial
(it an %% percent of totnl lending im tor projects pruviding substantial
Atrect henetita to low inecome neople. cCareful attencion has also been glven
te the puographical locatlon of prujects with yreater priority thun in the
aast given to low income arcan of the ARSI

Al). The total amount of the progused FY77-81 lending program of 1,623
alllion would provide abour 18 percent of the eatimated comaltments of

svdium and long=term losas and )b percent of the eatimated commitments on
concensional®and semi-concessaional terms required during the period. In
nominal terms, the propescd propgraa for FYT6-80 of 51,568 million s $63
million (or about 4.2 percent) larger than the program approved in July 1974
on the basis of the SPP. Thirty=five million dallars, or over half of this
{ncrease, can be accounted for by the additionality effect of Third

Window financing. In real terms, the proposed increase would be 4.1 percent.
The proposed lending program for FY76=#0 would amount to sbout 57.80 per
caplta per annum ($4.69 {n constant Ff74 dollars), which appears to be about
average for counctries of similar size and inccme 1/ and is teasvonable given
the MEENSPPRINER poverty, development requirementcs, good economic performance,
high absorptive capaclty and relative lack of access to alternactive

sources of officlal assistance. In terms of number of projects, the FY77=-81
program includes }4 projects, wnich compares to the 3B projects approved for
FY76=80 on the basis of the SPP. As 2 result of inflation and the growving
bsorptive capacity of Government agencies, the average loan size would
ncreass fzow 544.5 million during FY77=79 to $33.8 million during FY80-8l.

6l. It should be possible to implement a lending program of the pro=-
posed magnitude because of the advanced state of preparation of projects in
tha early years and the good prospects for substituting alternative projects.
in the future Lf ry. The prop d FY77 and FY78 programs are based
on the present status of project preparation and take into account the known
possibilities for co-financing. 2/ Of cthe oight projects in the FY77 lending
nrogram, four projects amounting to §240 million will be appraised before

the end of the current fiscal year and the program is backed up b¥ a number
of standby FY78 projects vhich would be brought forvard 1f the need arises.

62. The share of tha Bank Group in public debt service payments is
expected to increase from 10.8 percent in 1975 to l4.2 percent in 1980,

16 percent in 1985 and 1§ percent in 1990. Total Bank Group loans ouc3tang=
ing and dishursed are expected to increase from 19 percent of total publie
debt outstaading ia 1975 to 28 percent in 1980 and 29 percent in 1985 and
will decline thereafter to 26 percent by 1990. The Bank Group”s share of
total outstanding and disbursed medium and long-term private and public debt
1s expected to increase from 10 percent at present to l9 percent in 1980
and 21 perceat in 1985 and 1990. The MSEEEEESE® share of total Bank loans
outstanding and disbursed in 1980 will be 3.9 gercent, While the 3ank will
account for a relacively high pertion of the SPNIEPYWS ublic debe, this
situvation caa be tolerated given tha continuanca of sound debt management
polizies and modarate debt-service racio and the limiced WG

access to other concessional financing.

63. Total Bamk Group disbursements for tha paricd FY77-FY8]1 are esti-
mated to be 51,108 million, which wvould be equal to about 13 percent of the
SN, projected gross receipts from medium and long-tera loans and 31
percent of foreign assistance on concesslonal or seai-concessional terms.
The net transfer of Bank Group resources during this period would be $662
million.

b The size and composition of the HNNNENFENER lending program is

such that Lf the capital inflow target is to be arhieved, uxternal assistaonce
wouid need to exceed that which would beccme avatlable if only foreign ex-
change cequirements of projects were to be financed. The progren includes a
number of pyojects, particularly agricultural projects, wirich would signi=-
ficantly increase productivity and incomes of poor wegzents of the populacion,
but which need only limited amounts of foreign exchange. We estimate chat
there would be approximately six such projects in FY77 and FY78, We therefore
propose to finance local costs in appropriato cases, normally in amouncs
sufficicnt to bring Bank financing to 50 percent of the ctotal cesc of .an
{ndividual project.

65. Manpower and Seaffing Requiremencs: Wa estimacte that the lending
program will absurb about 20 percent of the Regloa’s planned lending and supar=
vision manpowver over the FY77-FY3l period. Given the rise in the mumber of
Bank={inanced projects in the NN and the concumitant increase im tha
supervistion workload, we have given consideration to the possibilicy of
establishing a small resident office !n WEl. In addition to assisting in
loan alministration and supetvision, such a misslon would be useful in helping
to maintain & close link with SEEEER-bascd apencics auch as the ADR, to keep
In close touch with current political and econmic developments and to adjust
our operations im kevplng with current cireumatancea. lowever, the need to
estublish a Bank resident offlce does not appeur Lo be urgent hecause of our
close working relationship with the Covernment; we have deeided therefore
ARAinst making A pusitive recommendation at this time.

bb. The Fconomic aml Sector Wors Program:  The lendlop progros will
be suppacted hy a large and diversificd evonoale work progris, We will
contimm to prepare A comtry eccnomic memefnmiim caen ear for the annwal
meeting of the Gonsulrative creoep,  We alse plan 8 werios ot wrclor aod

speetal studies,  fatttally, these would concentrate on a aumber ot problem

& -
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Comments

Allusion to benefits for low income
people. Is this an objective?

Size of program discussion.

Further discussion of size of program.

A

;
Further discussion of size of program
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_areas \dencified in the Basic Economic
empld menc, export potencial, effective protecation and Labor=intensive,
rewioually=dispersed manufscturing. We also plan to review progress in
akrartian tefors and the lmprovement of agricultural supperting dervicas.

Foc the later years of tha five=-year program, Ve have tencacively scheduled
studivs of the financial seccor, public finance and the role of the.public
corporate sector. Thers vill ba sector surveys in vater supply and sewerage,
eduracion and powar. lo addition, we ars serving as executing agency for
UNDP=financed projects in the fislds of regional plasaing, touriss, and
highway pre=invescsent studies.

geport, including nronfarm rural

Y. BANK GROUP PROGRAX

67. Agriculture and Rural Developmenc: The Samk’s lending for agricul-
ture and rucal development 1s designed to assist the Govermmant in increasing
the productivity and incomes of small farmers/producers through: (a) in=
creasing rice production by Llmproving and axpsnding irrigacion and other
supporting sarvices; and (b) strengtheaing the institutiomal suppert for
agriculture and rural development programs through projects designed to L=
prove the agricultural credit system to make it more rasponsive o the needs
of smaller farmers, the relatively vesk extension sarvices, the provisiom of
rural infrastructure, the presently inefiective land settlemenc program, and
the Governmeat’s capability te wdsrtaks lntegraced rural developmentc projects.
-

68. With respect to (a) above, the FY77-81 program provides for $393
aillion to finance thres priority irrigacion projects identified by the
Macional lrrigacios System lmprovemsnt Study (financed undar Loan No. lOSO-4N),
three large multipurposa wacer stocags projects suitable for co=l and
ons other irrigaticm project. NIA has developed considerable capacity to

plan and implemenc the irrigation program and is effsctively carcying out

the existing projects.

69. wWith respect to (b) above, va plan in the contsxt af all of our
agricultural and rural development projects to with tha Governmeat in
screngchening the inscitucions providing agricultural secrvicas to farmars;

wa have ineluded sight loans toralling $270 million which focus on spacifie
aspects of this problem. e ars cucTently appraising & fourch qricul:urg
eredit project vhich will provide credit to farmars for a vide variaty of
purposes through the more than 700 rural banks (o tha Tha first
thres such projects have been successful in using tha rursal Sanking system
for providing long-ters credit to sany middle income farmers; in ths context
of the fourth agricultural credit project, v plan to make this program more
responsive to the needs of smaller farmers. Tha Govecnmant is alse iniciacing
a nev agricultural credit progras, with special emphasis on land reform bene—
ficiacies, through the Land Bank; ve are considering a project to assist chis
program. Wa have previously made saparate loans to support DBE’s livestock,
fisheries and grain pr ing prog Afver the proposed loaan for tha
creas farming project in FY73, wva ars planning to continue this assiscance

for agricultural developmeat with a single multipurpose loas for DBP in FY80.

70. Agricultural extension is weak in
educacion project scheduled tor FY77 is specifically directed to improving
the level of agricultural craining; Lt provides, incer alia, for rural craio=
ing centars for extension workars and the escablianmenc of farmer training
centers. Wa also have and will continue to include in the contexc of our
other agricultural projects spacific componentcs for screngthening the suppart=
{ng services provided by relavant bursaus of the Department of Agriculture. -
The G has a of programs for providing rural infrascruccure

to local communitiss and ve have tncluded a project in wnich wouid nelp
expand and improve rural roads, irrigaciom, health, wvactar supply, and haalth
programs in salected provinces.

Tl. The lending program also provides faor
to halp tha Covernmenc improve its ineffective land sectlement progras which
provides infrastructure and supporting services in relacively unpopulated
areas for low-income sactlers aigracing from densely populaced areas of the
the lending prograa provides in FY79 for an Lnnguud
ssmms, one of the poorest islands of cthe cOuntrye

one project in FY77 designed

2. Induscrv: Tha Bank Group lending in the {ndustrial sector ls de=-
signed to help: (a) axpand and diversify financial and tachaical assistance
programs for small and med lum-scale industries which can lay tha basis for
rexional development and eaploy creation; (b) screngchen DEP and other
financial intermediariss which play a major role in the financing of induscrial
development; and (c) finance the planned ammonia/urea fertilizer complax to
help the Coverrmeat assure its technical and economic viability and to raach
sacisfactory financial arrangements wvith octhar forsign sources.

3. The FY77-31 lending program {oecludes one loan to support a major
industrial investment: an samonia/urea fertilizer plant with a capacity

of 1,500=1,700 toms per day waich, when completed, would allow the

to produce about 70 p et of the d tie requirements f[or urea by tha
carly 1980s. In the longer term, there ara good prospects ian the context of
ASEAN for regional cooperacion for fertilizer productiom based on the compar=
ative advancage of individual countries; the would concuntrate om
the production of phosphatic tartilizar and import the balance of its urea
requir from Ind ia

The The balance of our lesding for lndustry (four loans cotalliog §$215
atllion) would be for financial interaediaries for relending to the privace
sector. In the context of our two large-scale induserial loans cto DAP,

we have had considerable success ln building up the overall £inancial and
inscitucional zapactity of this extremely importanc inmacitucion and plan t2
continua this efforc. Our future {nduscrial loans fac ON¥ im Fr74 and FYSL
would help flnaace the requirements of soth larze and small and aedium
{ndusccies, Which have previously beea financed unier sapaTate projecta.

Annex 2, Part 1, Page T
Ccomments

Relatively cleer statement of intra-
sectoral objectives which again imply
that helping low income people is an
objective.

Y

How do these projects relate to the
objective?

rl.?ood_ illustration of "developing project
in first two years in reference to
objective. However no discussion of
other agriculture projects in first

two years. No reference to choices to
be made for third and fourth years and
the alterpatives available, apart from
| land reform project.

How does the tree farming loan relate
to the objectives?

How long'vill it take agricultural
training to affect agricultural
extension? Can anything else be done?

L]

s this project as firm as this
implies? .
Relatively clear statement of intra-
seétoral objectives which imply that
regional development and employment
c:.'ee.tion are among the major objec-
ives.

How doces this loan relate to country
objectives? Can anything be done %o
make it contribute more? 4

L

How long can institutional building
justify lending to DBP?



T5. We also plan to continue our suppart, beyua under Loan 1120-m8, for
wepaTate progroms for lending to small and medium—scale industrles by commer—
cial banks and other [lanancial intcrmudiacies; such loans are scheduled for
EY7H and FYBl. We are also considerinp the possibilicy of building into
these projects componenta for small regional industrial estates and equity
{nvestment through a new publicly-owned venture capital orgauization.

76. Urban Deve:lopment: The Bank’s lending program is designed co assisc
the Government im: (a) providing for urgently needed infrastructrure, social
services and emplovment in the Metropolitan NEEEEE Areca EEW; and (b) provid-
ing similar assistance to other urban centers throughout the TN to
help chem to develop into alternative growth centers. The first urban develop=
ment project, which is scheduled to be presented to the Executive Directors ia
May 1976, will help upgrade one of MENEENR worst slums SMEIESRS T |
develop a first phase sites and services settlement at nearby SN
and provide substantial technical assistance to the recently-established
Metropolitan WENSER Commission and National Housing Authority. Thia project
is to be followed by two more projects of essentially the same type in E ]
and, possibly, other cities. A first sewerage project is planned for HEEEEN
in FYS80. In addition, the lending program includes two loans, one in Y77

and another in FY80, for improving water supply systems in municipalities
outside M.

77. Education and Training: The kay elements of the Government”s
strategy for educatiom are: (a) to raise the quality of elementary and se=
condary education througi curriculum reform and the provisiom of more and
betrer textbooks; (b) to increase the relevance of the sysatea to national
needs by improving facilities for industrial and agricultural training;

(¢) to redress imbalances of educational opportunities between urban and
rural areas; and (d) to improve management through a reorganization of the
Department of Education and the adoption of modern management practices. The
Bank’s program in the sector is designed to support this strategy. The re=
cently-approved Third Education Project includes textbook production and
discribucion, assistance for management systems in the Department of Educa—
tion, and a mass media pre-investment study. The Fourth Educaction Project
scheduled for FY77 will support farmer training, training of extension
workers, and higher agricultural education. A FY80 project will continua
our support of the Government’s textbook program and, possibly, help finance
a program of mass education through use of mass media.

78, Population: The successful ongoing Population Project, which
consists of construction and rehabilitation of Rural Health Units, training
of personnel for family planning work in the rural health services, and
improvement of supply logistics and management systems, will be followed by
a second population project in FYBO.

79. Power Sector: Demand for electricity i3 expected to grow by 11
percert a vear during the coming decade. Failure to meet this demand would
constrain induscrial growcth, which is essential to deal with the

balance of payments and employment problems. The Govermment’s program calls
for generating capacity to almost triple over the decade, while capacity
operated by the Nactional Power Corporation (NPC) = inecluding acquisition of
existing private sector capacity - would {ncrease by a factor of Cen.

80. The NENNNSWSEES will not be able to meet the financial and techai-
cal requirements of the power development program without substancial assis-
tance from foreign sources. The Bank’s FY77-8l lending program includes two
power loans, amounting to $180 milllon, to assist NPC with its power genera=-
tion and transmission program, and three multipurpose water scorage projects
which inelude hydroelectric components. The next Bank=-financed project,
scheduled for FY77, would include substantial provision for a manpower
development program to assist NPC to train its staff, particularly those in
the managerial and supervisory categories. Bank assistance is expected to
help NPC through a period of very rapid expansion, as the Bank willl play an
important role in assisting NPC to make the organizational, managerial and
pollcy changes which will be necessary to permic the rapid growth in its
operations.

8l. The succassful ongoing rural electrification program has extended
electric service to about fifty rural electric cooperatives representing more
than a milllon people. USAID, which has provided most of the extermal finance-
ing for the program in the past, is now phasing out its support and the
Government is requesting financial assistance from the Jag Gov Es
ADB and IBRD. A loan of $25 million for this purpose has been included ina
tha FY79 lending program. E

82. Transport Sector: The Government plans Investments of about $1.6
billion in the tramsportatlon sector over the 1976-79 peried. Our lend lng
operations are intended to provide a share of the resources needed for this
program and to help the Government develop policles and planning procedures
for greater efficlency Ln the transport system. Asslstance in transport
planning is being provided under the JNEM Urban Development Project (see
para 54). The two highway projects lncluded ln our program will finance
feeder roads as well as national highways, and will broaden our involvement
in the highways sub-sector from WS to the WS and SS. The second
inter-island shipping project in FY77 will help relleve the constrainc om
the development of some of the less developed islands of the M.,

83. 1FC: IFC has made commitments in the WS toctalling $76.2
million for Investments ln thirteen companies {n the flelds of development
banking, power, telecommunicatlons, ceramic tiles, paper, petroleum products,
nickel mining and refinlng, chemlcals and synthecic fibers. FPreliminary
propesals have been recelved for an a.uminum smelter and other projects ia
the ftelds of pulp and paper, dinnerware, meccal alleys, and shipbullding.

ln the capltal markets area, IFC' s Caplral Markects Departmwent ls providing
asslstance in a number of financlal aress relating to securities carkets

and nortgage banking.
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How far do these loans meet the
objectives in para 72(2)?

Is the development of alternative
growth centers the sole basis for
(b)? If not what are the other
objectives? Is it the Bank's objec-
tive -to promote develorment of
alternative growth centers?

Ts this the best way of achieving
thé sectoral objectives of develop-
ing alternative growth centers?

These objectives seem to mix general
objectives (increasing system's
relevance to national needs and
redress imbalances in opportunities)
with specific objectives (curriculum
reform, menagement practices). The
result is an impression of fuzziness.

'What are the Bank's objectives in
.this sector?

What are the Bank's objectives in

the power sector? How do they re-
late to the overall country objec-
tives? Do manpower development

and institution building also justify
the FY81 lcan? What has been
achieved so far?

—_—

8

How does resource transfer fit
into the overall country objectives?



TECHNICAL SUPPLEMENT ST

 F This annex provides background analyses of the budget process (para 2-4),

the day-to-day decision-making process (paras 5-11), the shape of the project pipe-

line (paras 12-18), and the overall object of the planning system (para 19).

Budget process

2. One of the most important decision-making processes with which the CPP

;ust be integrated is the budget process. The budget is a variety of plan con- -~
cerned with the relationship between inputs and outputs, generally expressed in
quantitative terms. The budget process forces managers to go through the discipline
of expressing the ends sought in concrete terms and making explicit the specific

means to achieve the ends. In the case of the Bank, the means or inputs are readily
quantifiable in terms of staff positions and administrative expenses, but the ends

or output in relation to lending are only quantifiable in terms of the proxy objec-
tives, i.e. numbers of projects and dollar levels of IBRD/IDA commitments. The fact
that the Bank's substantive objectives cannot be quantified has important implications
for the nature and meaning of the budget process. In the first place, the substantive
-__Objeeﬁifééiand the proxy objectives do not always correspond exactly. In fact,
unqualified pursuit of the proxy objectives could undermine the attaimment of the

substantive objectives. As a result, the meening of the proxy objectives as standards

of performance is never unambiguous. Secondly, given the variable content of Bank
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projects, the validity of using numbers of projects as a measure of the Bank's
technical assistance objectives increases as the number of projects involved increases.
Thus, with small numbers of projects, there may be onlf a haphazard relationship
between the number of projects and the technical assistance objective. With larger
numbers of projects, the element of chance is diminished. Thirdly, given the uncer-
single country in a fiscal year, it would be very difficult for the Bank to set and
meet megningful proxy objectives in terms of the numbers of projects in a fiscal
year for all countries without either maintaining an uneconomic number of standby
or reserve projects or compromising its substantive objectives in some countries.
On the other hand, it is possible for the Bank to set and meet meaningful proxy
objectives in terms of a certain number of projects in a fiscal year for a region
or for the Bank as a whole, by preparing a limited numbér of standby projects to

- projects which slip or drop.
replace, Fourthly, there is no organizational unit within the regions clearly
responsible for the achievement of proxy objectives at the country level. Thus the
program division is not responsible for the preparation and appraisal process, while
each projects di?isi@gtfrocesses fragments of different country lending programs.
Country lending programs cut across organizational lines within the region, so that
when a project in one country lending program slips or drops, a decision to advance
a replacement project may affect not only other country lending programs but also
the work of divisions not involved in the original cﬁange. Thus a change in one
country lending program can have ripple effects throughout the region, so that a
proposal to change a country lending program oftén raises a regional issue. In this

enviromment, country lending objectives in terms of numbers of projects can be
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3. | The overall result is that whereas the Bank spells out its substantive
-oﬁhéé£ives at the country level in the context of the CPP, it tends to spell out
its proxy objectives at higher levels of generality than the country, i.e. at the
regional and Bank-wide levels. There seems nothing inherently wrong with this
arrangement, provided that there are mechanisms for integrating the substantive
objectives at the country level with the proxy objectives at the regional and Bank-wide
levels.
_ h? The CPP itself does not provide such a mechanism. In 0.M,1.12 it is said
that CPPs "provide the basis for annual budgets and five year work programs." However
if this means that the annual budget should represent a "costing-out" of previously
made CPP decisions, it appears unrealistic. Both levels of lending and administrative
resources are constrained by the .Bank-wide availability of funds which is often not
known in advance. Quite apart from the rapid changes which affect individual country
lending programs, it is highly unlikely that a set of sequential CPP decisions made
annually or biennially on each of T5 countries will exactly anticipate the Bank-wide
decisions and forecasts made at the time of the annual yudget. Thus although the
CPP can provide the country development objectives which should help determine and
justify the inputs and outputs chosen in the course of the budget process, there have
to be mechanisms for preparing the annual budget which do more than simply cost-out
the CPP decisions. The main mechanism for achieving the integration of the Bank's
substantive country assistance objectives and the region's proxy objectives for the
purposes of the budget process is the Regional Lending Program, which, together with
the Region's Five Year Work Program and Budget Proposal, constitutes a comprehensive

plan covering every aspect of the region's lending work.
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Day-to-day decision-making processes

5 The Regional Lending Program, which is a kind of "rolling file" maintained

by tﬁe Program Coordinator to record and update the region's lending plans, is also
a key instrument for integrating the country development objectives as detemine;c; 17 N
the CPP process into the day-to-day decision-making. The successful integration

depends in part on there being general agreement as to what are the major country
assistance decisions that need to be taken and when they need to be taken. Several
recent memoranda have questioned whether there is such general agreement (e.g. Mr. Kearns'
memorandum to Mr. Votaw of March 19, 1976 on the "Program Functions Problem" and a

paper entitled "Programming of Lending" dated June 21, 1976). While it may be sur-
prising that such a basic matter is in question at all, clearly any attempt to clarify
the operation of the existing programming system should put the matter beyond doubt

by making explicit what are the principal country assistance decisions that need to

be taken. Part of the difficulty may derive from the fact that the concept of the

five year lending program, which performs the essential function of providing an

agreed horizon for discussion of future country assistance, tends to obscure the very

great differences between the years of the five year lending program.

6. The main elements of the decision-making processes are:

(a) generation of new project proposals: It is essential for a healthy

institution to have a steady flow of new project proposals, coming

from within the institution or ffcé outside the institution (e.g. govern-
ments, institutions within client country, consultants) or from a joint
effort inside and outside the institution. An OED study of 300 projects
in 1972-1974 found that for as many as L40% of the projects the conception

of the project within the Bank preceded the conception of the project in



(v)

(e)

(a)
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the borrowing country, as now seen by the borrowers (SecMT6-100).

This indicates that generation of project proposals within the

institution plays a very significant roie in the lending that materializes.
evaluating and selecting projects: This involves evaluating the new
projects proposed for inclusion in the lending program and selecting

them on the basis of the evaluation as well as on any known constraints.

The process may be informal or formal, intuitive or systematic.

developing the projects: This involves performing whatever operational

work is appropriate (identification, preparation, appraisal and so on).
control: Monitoring of progress of work on the chosen projects and

meking any adjustments needed.

7. These steps may be represented as follows ¥

CDMNETRANTS MONITDRING
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8 In practice in the Bank, because of the length and uncertainty of the

development phase of our projects, the selection process is an iterative one as

follows;
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Hevertheless the basic steps remain the same, however many times they are repeated.

9. The significance of the different elements depends to a large extent

on the planning period involved:

(a) first and second year: In this period, the main emphasis is on
developing projects which have effectively been chosen and reconciling
them with the constraints in terms of IBRD/IDA allocations. Thus a
regional study has shown that the operations program for the current and
second year confained 88% of the projects which actually materialized in
the period. Of the 12% which were not in the operations program, half

were either reformulations of projects which had been dropped, supplementary



(b)
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loans or engineering credits and the other half were DFC projects. In effect,

the issue of choosing new projects does not arise in a significant way

in the current and second fiscal year (unless the region has failed

to reconcile its lending program with its processing resources). The
lending program has a momentum of its own and there is little flexibility
at this late stat; for choosing new projects. The issue is: given the
projects that we have in the _ program for the current and second
year, what can we make of them? How can e develﬁp the projects that

we have in the lending program for the current and second year so that

they contribute to our country development objectives to the maximum

possitle extent?

third and fourth year:

An OED study of project preparation (SecM76-100) shows that the
median time betwéen Bank conception and Board presentation is about

3 years ("Bank conception" being defined as the date when the Bank
puts on record that the project was being considered for finance and
began to follow it up in a serious and continual way). This conclu-~
sion was confirmed by interviews with projects staff who indicated
that the "choice point" for deciding whether to make a serious effort
to process a project is genérall?ri% E%eb?:hird or fourth year ahead.
Thus the principal country assistancé issue for decision in the third
and fourth year involves relating the selection of projects for
serious processing to the country develomment cbjectives. Wnile in

this period it may sometimes be too-late for wholly new initiatives,

there may in some cases still be time to process a new orelect pro-
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posal which relates better to the country development objectives than
any of the projects currently in the gxisting lending program (meny

of which may have entered the lending program when still unidentified
and of unknown content). The Bank, like aﬁy forward-looking organiza-
tion, is producing more jdeas for projects than it can possibly process.
Tt is thus normal that there should be & need to choose between
projects. In the case of the Bank, the time for decision is in

general the third and fourth year ahead.

(¢) fifth and sixth year:
It is essential for a healthy institution to have a steady flow of

new project idsas, and this should be the main emphasis of
planning for the fifth and sixth year. Thus in the current and

second year, the accent is on developing a given set of projects

in accordance with a given set of constraints. In the third and

. . evaluation a%g
fourth year, the main task 1s thewfelectlon o

projects for serious
processing from a wider range of alternatives. In the fifth and
sixth year, the focus should be ©on generating the project alterna-
tives from which the succeeding years' program will be chosen. At
this stage, originality and creativity in devising better ways to
meet the country development objéctives are more important than

the attempt to forecast the lending .result or reconcile the forecas:

with possible constraints.

10% Tt is implicit in the preceding paragraph that the dollar level of IBRD/IDA

commitments is only of much significance in the first, second and possibly third years.
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Thus a recent DPS study has shown that management decisions on the fourth, fifth
and sixth year vary by as much as 100% in real terms from what actually materializes.
An organization should only plan as far ahead as can be done with some reasonabie
degree of accuracy and it appears that the ability to plan dollar commitméﬁté-fof
countries beyond the third year does not meet this criterion. The decision-making
needs to be concentrated on the first three years in such a way that the largely
hypothetical issues related to the level of lending in thé outer years do not distract
attention from the real issues in the first two or three years.
1. ﬂ“' To summarize the argument of this part, the main focus of the decision-
meking in relation to country assistance planning should be on:

(a) development of projects ih the first and second year;

(b) evaluation and seléctién of'pféjects in the third and fourth year;

(¢) generation of new project proposals in the fifth and sixth year;

(d) level of dollar commitments of IBRD/IDA resources in the first, second

and third year.

Some reservations need to be made about this list. Clearly there are other important
planning issues (such as administrative budget issues) which arise in contexts other
than a country assistance context for the reasons given above in para <  , but must
at some point be integrated with the country assistance decisions. Clearly the
demarcation between periods is not sharp and clear cut: the distinction is one of
emphasis. Nevertheless the establishment of a broad concensus between staff and
management as to the significance of different time periods in the Five Year Lending

Program could greatly clarify the operations of the programming system.
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Shape of project pipeline

}2- _ Because of the long lead time for project identification, preparaticn,
appraisal and negotiation prior to Board presentation;'the projects on which work

is being performed are frequently referred to as the project pipeline. While this

is in some respects-a helpful analogy, it is also a dangerous one as it tends to
convey a false impression of the nature of project work, nsmely an image of uniformity

regularity and certainty which is inappropriate. It ;lso fends to imply that the
programming of lending is essentially a problem of productiég:;;ﬁagement when in

fact it is, except for the first two years, more a problem of new product management.
These points may be illustrated by pursuing the analogy of the pipeline and considering
its shape.

13. Tt is common ground that, given the uncertainty of project work, it is
“necéééary to be working on more projects for a given fiscal year than the target

result for that year. Prior to the reorganization and for a year or two after it,

the shape of the pipeline was something like this.

F;S Cu‘. Jdnf
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1k, However because the projects departments could not work on such a large

number of projects in the near term, they only worked seriously on part of the

official pipeline of projects.
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15 By end 1575 all of the regions had brought their official lending programs

in years one and two in conformity with the informal pipeline really being worked on

by the projects department.
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16. However in February 1976 the regions were instructed to present essentially

level lending programs for all years, implying that the desirable shape of the pipe-

line was as follows:
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17. This involved excluding from the official lending program a large number

of project proposals which may well be needed when the limited number of projects
officially in the pipeline started to suffer the normal rate of slippage and droppsage.
The effect was to have a larger informal pipeline enclosing the official lending

pipeline.

Fiseal Jear

l':'as‘n' - -3 -1 - Pesent =+ +2 +3 t4 +5 Fuotwre

-
.

UnofFicral P‘-_j“?‘,-.-.‘-'
P,Flmg ’{_ LR




Page 13

18. The conclusion from this experience should be that unless the official

lending program reflects the nature of the work, informal mechanisms will be developed
ocutside the official system to cope with the practical decisions that have to be

made. One object in designing should be to have the official lending program
coincide with the actual decision-meking that is going on in the institution. To

achieve this, it is suggested that the shape of the pipeline should be:

Fscal year
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Object of the planning system

19. The object of the overall planning system is to optimize the achievement

of the Bank's lending objectives. An essential element in the overall arrangements
is the existence of individual project review processes which ensure the economic

financial and technical viability of each Bank project. The overall planning
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system endeavors to protect the Bank from five main risks of sub-optimization

.against which the individual project review processes are not am adequate pro-

tection:

. (a) under-achievement: the requirement of developing countries for

capital and technical assistance from the Bank Group greatly exceeds
the amount that we can provide. It is important to avoid comitting
less than is, in some sense, available, or providing less technical

assistance than is, in some sensé, possible:

(b) diffusion of effort: because the development needs of the borrowing

countries vastly exceed the capacity of the Bank to meet them, it

would be easy for the Bank's staff to diffuse their efforts over a
individual

wide spectrum of /activities, so as to achieve less than they can

achieve, if there are agreed priorities between objectives and agreed

plans to carry them out.

(e) bureaucracy: there is a risk that the Bank's activities may be deter-
mined, not by the needs of the ;@éyé}pping countries, but by the
internal administrative structures and preferenees of the Bank. There
is a risk, for example, that a power division may continue to lobby for
the inclusion of power projects in a country at a time when power pro-
Jects no longer represent the optimal use of the Bank's resources.
There is also # risk that original and innovative ideas for new pro-
Jects will be rejected precisely because they are original and innova-

tive. There is a need to avoid excessive organizational conservatism

in the generation, selection and development of project proposals.
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external influence: the Bank's lending operations are cooperative
enterprises with the borrowing country and clearly the borrower's
plans and objectives are very important. Yet from time to time,

the Bank is urged by a borrowing country to lend for a project which
represents a sub-optimal use of the Bank's resources. Although the
appraisal process caﬁ eliminate projects which are not economically,
i financially and technically viable, it cannot and does not deal
effectively with priorities between viable projects.

misallocation: becsuse the Bank's resourcés are less than the develop-
ment needs, it is important that the resources be allocated to
borrowers in some defensible manner, e.g. bq§ed on equity, credit-

worthiness, absorptive capacity, performance and so on.
o>



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Files DATE: September 21, 1976
FROM: Alastair J. Stone ef, Operations Review and Support Unit, Urban Projects

SUBJECT: Minute on Meeting of CPS Project Directors to Discuss Mr. Jaycox's
Memo of September 1l

;i 8 A meeting was held in Mr. Baum's office at 2:15 on September 20
to discuss Jaycox's memo of September 1L, titled Programming Urban
Poverty. In attendance at the meeting were Messrs. Baum, van der Tak,
Jaycox, Roveni, Ballentine, Tolbert, Christoffersen, Davis, Zymelman,
Messenger and Stone.

2 The meeting was opened by statements from Baum and Jaycox regarding
the need for an effort in each of the sectoral departments in CPS to act
swiftly to internalize the concepts contained in the memorandum under
discussion. Requests were made for high priority efforts to provide: -

a2 clear definition of the poverty problem in each sector; a statement of a
program target for that sector in terms of the amount of the problem that the
Bank should be willing to tackle; and importently, for the Regional projects
departments a description of the features of a poverty project in each sector,
together with identification of actual "prototype" projects which meet these
criteria. These were needed in the immediate future; eventuelly we would also
need guidelines for sector work and for project design and monitoring. The
directors were each asked to respond to the memorandum with a timetable for
the production of the above mentioned items.

3. After a wide ranging discussion it was agreed that, collectively and
individually, the CPS departments should take the initiative in developing the
urban poverty component of the lending program. It was further agreed that
more time was needed to define each department's response and that a second
meeting to discuss these responses be held on Monday, September 27. The time
and place of this second meeting will be announced by Mr. Jaycox. ‘

AJStone:dd

cc: Messrs. Baum, van der Tak (CPS)
Jaycox, Dunkerley, Churchill (Urban)
Roveni (Energy, Water & Telecommmnications)
Ballantine, Zymelman (Education)
Tolbert (Tourism)
Yudelman, Christoffersen, Davis (Agric. & Rural)
Kenagaratnam, Messenger (Population)
Fuchs (Industrial)
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TO: David Gordon DATE: Sept. 16, 1976

FROM: Gary Hyde /{ o Zd-
s

SUBJECT: Urban Povorty Progrem Inplementation

p 5% On Saptember 1l we met briefly with Messrs. Stone, Beier,

and Lethbridge of the Urban Operations Review and Support Unit (UORSU)

to discuss Mr. Stone's mewo of September 9 to E. V. K. Jaycox (attached).

This note swmarizes sclected aspects of that memo and our discussion thersof.

2, The memo deals with four mein topics: (a) definition of the Urban
Poverty Program (UPP) target population, (b) definition of Bank UPP lending,
(c¢) specification of regional (both country and sector). UPP lending targets,
and (d) creation of an information system to be mzintained by UCRSU,

3. The definition of the UPP target population has been refined a
bit, and now refers to 21). urban dwellers living in absolute poverty and
those with incomes below one-third the national average per capita income
-~ after inflation of that national average by the ratio of urban living
costs to average natiocnsl living costs.

h. To determine how much Bank lending is UPP lending, one must first
find out how much is urban-related (at prasent it is estimated that about
30 percent is urban-related). It is then necessary to add up all lending,
in value terms, via projects and components of projects, which promises
direct benefits to the target population. If, for example, %0 milliion

of a $100 million urban water supply loon is earmarked for distributicn
facilities to the poor, one would say that 1/5 of the operation involves
UPP lending (even thouph it mwight be noted that well over 1/5 of the
anticipated socioaconomic benefits of the projact would srise from the

$20 million component). Two tests are relsvant in designing VPP operations:
affordability (the poor must ba ablo and willing to pay for the generated
good or service) and yeplicability (the operation must be sustainable over
time and subject to large-scale multiplication without a need for massive
subsidization). i

5. Para. 13 of the memo presents a method for determining the
proportion of DFU/Industry/Tourism lending which may be called UPP lending,
recognizing that the impact of such lending is more difficult to tracs than
in the case of sites and services, slum upgrading, etc. The operaticrnal test
o of affordability hers is the capital cost par job creatad, relative to the
country's total Gross Domsstic Investment and labor force expansion. A "job"
is defined as 15 man-years of employment opportunity (i.e., 30 work rlaces
each of 5 years duration would count as 10 "jobs"). Capital cost ir defined
as the sum of all expscted fixed, working, and replacement capital outlays
over the life of a project, discounted to a net present value (NFV), To
cbtain some sort of country benchmark as a basis of refersnce, the memo
reconmends that GDI (presumably for the most recent available year) ba
divided by the current absolute growth increment in the labor force plus
1715 of the employed labor force (to alleow for amual revlenishment of the
capital stock, on tha assumption of a 15~yoar average 1ife). If the "cost
of capital" per "job'" is less than twice this adjusted-GDI-per-worker fipure
the project would qualify as UPDP lending.



Bl

6. Mr. Banerji and I observed that tha proposad method seemad to
require four rathar arbitrary assumptions concorning (a) ths 15 man-year
definition of a "job," (b) the »ats of discount to be used in the capital
cost NPV caleulation, (c) the 1/1%5 capital o nsumption rate, and (d) the
multiplier of iwo used to datarming our UPP threshold., You went furthor
by noting that even if the method ¢ould bs shown to be feasible for DFC
operations, we might 5till be very hard-pressed to apply it to truly
small-scale venturas (where on-lending would probably involve a great

deal of on-the-spot Judgment about the borrower and very little guantified
information about his "project"). Mr. Stone suggested that a short seminar
might be held in the nazr future, in order to permit fuller discussion of
the proposed method and its vnderlying rationala.

Te We did not go into UORSU's information system proposals. We

did query some of tha FY1976-80 lending figuras shown in Annex 2 of the
memo, including the assumption that only 3/L of proposed DFC lending
would be urban-related. It was stated that the figures were to be checked
and updated bafore sending the report to Mr. McNamara toward the end of
this month.

cc: Messrs."Stone, Beier, and Lethbridge
DFCD Stzif
DFC Division Chiefs
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO: Those Iisted Below DAT ber 1L, 1976
FROM: Edward V.K. Jaycox, Chairman, Ur sk G
\ U
SUBJECT: Ppogramming Urban Poverty P

) 52 Attached is a memorandum prepared by t rban Operations Review
and Support Unit describing a system to program Ahd monitor the Bank's
Urban Poverty Lending. I have approved the spybgtance of the memorandum
and plan to submit to Mr. McNamara a status rt based upon its contents
in the near future.

24 Please review the memorandum and ck the information contained
therein, as well as the results of analyses to determine the location
and urban poverty impact of the currengt fivekyear program which will be
sent to you under separate cover. revision to the Regional Urban
Poverty Programs and to the status the efforts to establish sector
targets and guidelines will be wel for inclusion in the status report.
The Unit staff are available for dditional explanations that may be
required, and for subsequent development of detailed interpretations of the
concepts presented in the memorandym. I would appreciate your comments by
September 2 8.

EVKJaycox/AJStone :dd

Messrs. Baum, van dep’Tak, Isragl, Lee (CPS Advisory Staff)
Ballantine, Hultin, Zymdlman (Education)
Rovani, Warford, Kalbermatten (Energy, Water & Tele.)
Fuchs, Kalmanoff (Industrial)
Kanagaratnam, Messenger (Population)
Tolbert (Tourigd);) Willoughby (Transportation)

Yudelman, Chris ersen, Turnham, Davis, Berg (Agric. & Rural)
J. Ad¥ér, Blaxall/ Wood (P&B)
D. Gordon (DKE); Duloy (DRC); Avramovic, Stoutjeskijk, Keare (Dev. Econ.)

: éh,| Wiehen, Hablutzel, Barry, Bronfman (E. Africa)

Gue). Poylifuen} Wright, de la Renaudiere, de Azcarate, Denning (W. Africa)
\ Votaw, Hasan, Ruddy, Howell (E. Asia & Pacific)

Picciottd, Rajagopalan, Blobel, Gilmartin, Street (S. Asia)

, Paijmans, Bart, Dubey, Finzi (EMENA)

éer, Glaessner, Lerdau, Wiese, Holsen, Perez (LAC)

Dunkerley, Churchill, Walters, Mould, Strombom, Venkateswaran,
McCulloch (Urban Projects)



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: My, KEdward V.K. Jayco verty Task Force DATE: September 1L, 1976

FROM:  Alastair J. Stone; Serations Review and Support Unit, Urban Projects

SUBJECT:  Urban Poverty Program Implementation

Introduction

1. The implementation of the strategy outlined in the Interim Report
of the Task Group has been pursued at both the country program and sector
levels of activity in the Bank. Progress achieved in each sector and in
each region has varied. Both country programs and sectoral departments
have had the opportunity to develop their own responses to the initiatives
of the Urban Poverty Program. However, these efforts do not constitute

to my mind an integrated program and it is to achieve such a program that
the following detailed approach to programming the Bank's Urban Poverty
Lending has been developed.

2. First, an operationally useful definition of the urban poverty
target population is presented. This is followed by two sets of criteria

to define what portion of Bank lending constitutes urban poverty lending,

one for projects which create low capital cost employment, and another for
those which produce goods and services to meet the basic needs of the poor.
Next, we set out a method for determining that portion of the regional
lending programs which should be allocated to directly benefit the target
group. This is followed by a statement as to how sector specific targets

for each sector of Bank urban lending -- e.g., basic urbanization, water
supply, labor-intensive enterprise, etc. should be developed which reflect

in some measure the extent of the worldwide urban poverty problem in that
sector as well as the Bank's ability to contribute to its solution. The
first attempts of the regions to identify and develop Regional Urban Poverty
Programs are then set out. These were developed without firm sectoral or
overall lending targets or definitions and therefore are very tentative though
still indicative of the potential for reorienting our urban lending. Finally,
we describe the information system that this Unit will operate to monitor the
whole Urban Poverty Program.

3. It is proposed that the substance of this memo, together with the
results of the exercise now being completed to define the urban poverty
target group, plus the program implications, thereof, and the status of
relevant research and policy papers, be combined and presented in a report
to Mr. McNamara, in the near future.

The Target Group

L. The target population for urban poverty programs and projects is
now defined as all urban dwellers in absolute poverty, or with incomes below
one-third of the average national per capita income (after average per capita
income has been inflated by the ratio of urban living costs to average living
costs). This definition is not quite the same as that used in the Interim
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Report of the Urban Poverty Task CGroup last October, but in changing it
this way we have cnsured consistency between the poverty definitions used
in both the urban and rural poverty programs.l

5. Unfortunately, the work done by the regional country economists

has yielded only 1L countries with absolute poverty estimates. These
ostimates arve derived from costing a basic diet in urban (and rural) areas

and after adding the cost of non-food basic needs, deriving income thresholds
in urban (and rural) areas below which nutritional intake would likely be

less than minimum levels. Application of this income threshold to income
distribution data yields the absolutely poor in numbers of people. The data
available for a large number of countries is insufficient to generate estimates
of absolute poverty which are much better than those generated by the Urban
Poverty Task Group last Fall. In addition, the definition of the target group
just outlined requires estimates of urban dwellers in relative as well as
absolute poverty. Data for this exercise is also imprecise and will remain

so until country economic work refine these measurements over time.

ba Bocause we need immediate working estimates for each country, and
rather than spend additional time refining these estimates at a detalled

level now, the target population for each country is in the process of being
calculated by the Unit as follows: (1) where available, the absolute poverty
work sheet received from country economists which cost out basic diets and
non-food requirements in urban and rural areas will be used to determine an
urban income cost of living inflator, in other cases other cost of living

data will be applied;2/ (ii) this inflator will be applied to inflate one-
third the average per capita income to give the threshold income of the target
group in urban areas; and (1ii) the number of people in this target group will
bo determined by setting the threshold income against the income distribution
data aveilable to us. The results of these exercises will be distributed in

a memorandum to be issued in two weeks' time. These estimates although rough
and ready will form the basis of all urban poverty programming and project
definition unless and until we can get refined estimates from country
economists. All such refined estimates are to be welcomed and should in any
case become a standard part of country economic work.

Definition of Urban Poverty Lending

Ts In contrast to rural poverty projects, which are predominantly in
the agriculture sector, urban poverty projects can occur in almost all
sectors of Bank lending. Furthermore, in rural poverty projects benefits
will normally accrue from increased production and hence direct income
generation: this will often not be the case in urban poverty projects which
provide or extend urban services. An increased emphasis on urban poverty

1/ To be entirely consistent the rural definition should deflate threshold
income by the ratio of rural living costs to the average living costs.
However, the difference would be marginal and no change is proposed to
existing practice in rural development.

g/ Where there is no country specific data, an inflator for each region

between 1.1 and 1.7 will be used in agreement with the respective senior
economi. st.
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lending will require determined efforts to re-orientate much of our
axisting lending practice and project types which are located in urban
areas and spresd among almost all sectors. (This type of lending accounts
for about 30% of the existing total lending for the Bank.) For these
reasons we have developed:the following criteria to use in defining the
portion of the lending program which is Urban Poverty Lending.

8. Urban poverty lending is lending which directly benefits the
target group. Therefore all lending (i.e., projects or parts of projects)
which generates definable benefits flowing to the target group should be
counted as urban poverty lending. Thus, if L0% of a project ylelds direct
benefits to the poor, then LO% of the loan amount would be counted as urban
poverty 1ending._/

9. The main objective is to increase the share of Bank investment
spent, directly on increased production by and supply of basic needs to the
urban poverty group. However, in doing this we do not want to replace or
modify existing first order criteria for Bank financing of projects which
include economic and financial efficiency, national priorities, institutional
viability and technical soundness. The introduction of an income determined
target beneficiary group does, however, give specilal importance to tests of
affordability and replicability of investments which are of direct benefit
to the poor. The main concern is to assure the level of spending on urban
poverty solutions for the benefit of any individual or group is feasible
within the resources available to the country or city. In determining the
amount that can be spent per person or per unit of service therefore, some
notion of the overall needs and avallable resources must be developed. For
example, if a project provides services to 5% of the unserviced urban poor,
the question arises whether it could be done 20 times within the resource
constraints of the city. This affordability/replicability criterion is
important to stress, since many of our borrowers view urban poverty programs
as highly subsidized welfare programs. The Bank's urban poverty program does
not include "show case" projects which are designed to stendards the target
group cannot afford and which are not financially or institutionally
replicable on a scale commensurate with the problem.

10, Put simply, the test of affordability is that the costs of the
service or benefit provided in a project are less than or equal to what the
poor are able and willing to pay for that service or benefit. Such a project
would normally be replicable. Where institutional capacity exists to charge
prices that are below average costs for services that would not otherwise be
affordable to the poor, e.g., through differential loading of overhead costs

l/' This 1s not quite the same as saying that the urban poverty element of
total lending is the same as the share of benefits which accrue to the
target group on account of that lending; for example, a water supply
project for $100 m may include a $20 m component which finances dis-
tribution of water to the poor and which accounts for 50% of the total
benefits of the project, in these circumstances only $20 m would be
counted as poverty lending.
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sccording to ability to pay, the prices paid by the poor can be used instead
of the average costs to test affordability, provided that these prices are
sustainable in the long run. Prices that include subsidies replicable on a
scale which would allow a program to serve all the poor would pass the test
of affordability, but to justify this subsidy it would have to be shown that
the subsidy is economically justified and is not occasioned by overdesign.

1l. In the case of sites and services, slum upgrading, water distri-
bution, schools, or other location specific projects with identifiable direct
beneficiaries and benefits, there should normally be little problem in
recognizing the urban poverty element of lending as has just been described.
For systems such as transportation, the problem may be more difficult, but

in these cases, to the extent that services are produced at costs and prices
the target population can afford and there are no supply conditions which bar
access to the poor, the projects or parts of projects thus characterized, may
be classified as urban poverty projects.

124 The emphasis that has been given to affordability and replicability
also means that projects that result in the production of basic goods and
services for the target group at a cost below prevailing costs would also
qualify as urban poverty lending. Site and services, water, urban trans-
portation are special cases of this class which were discussed above. But

in principle, urban poverty projects should be developed in many industries,
e.g. in food industries, clothing or the provision of rental shelter. The
test in each case would be the production of basic products demanded by the
poor and at a price affordable by the poor.

13 For DFC, industry and tourism lending, and for the employment and
income generating impacts of all other sectors, +the main contribution to

urban poverty programs is expected to be in terms of the employment they create.
Here we propose a slightly different criterion. For employment, the relevant
test of affordability becomes the average capital cost per direct job created
related to the overall means of the country concerned, namely its savings level.
This is a difficult and problematic concept to employ. However, we have devised
a formula, which in the absence of carefully worked out country specific
alternatives, we propose to use as a test for the labor intensity of employment
creating projects, taking account of the availability of capital and labor in
the country concerned. Many alternative rules of varying complexity were
developed. Among the most appealing were the creation of jobs at levels of
productivity which implied relatively low capitalization, or linked investment
per job to net growth in capital stock and a target quantity of new jobs.

p i TR The rule suggested therefore should be thought of as an arbitrary
operational compromise which nonetheless highlights the major attributes of
the solution to the employment problem. The rule is as follows: - First,
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we have defined a "job" as 15 man-years of employment.i/ Next, by

dlviding the number of jobs thus determined into the total capital costs

of the project (capital costs defined to include all working capital and
replacement required over the life of the project in present value terms)

we get a capital cost per job. The capital cost per job derived in this

way should then be compared with the figure which emerges by dividing

gross domestic investment by the current growth in the labor force plus

1/15 of the labor force currently employed.&/ For all projects where the
capital cost per job is less than twice this figure we propose they qualify
as urban poverty lending. The doubling of the average figure is an arbitrary
factoring to account for possible indirect employment effects at substan-
tially lower capital costs and to place the threshold more clearly within the
operationally feasible range of Bank intervention. To illustrate, we
estimate roughlyl/ that the capital cost per job which would qualify the
project as a poverty project is as shown below in some representative
countries,

Kenya UsS§l, 700
Sierra Leone 1,800
Turkey 6,700
Morocco 6,000
Brazil 9,100
Jamaica 15,600
Colombia L,800
Malaysia 6,200
Indonesia 1,700
India 1,000
18. This formula has the advantages of simplicity and an obvious relation

to supply of investment resources and the size of the employment problem; it
can also quite easily be derived from project information and from macro-
economic data already routinely collected. Further, as may be seen above, the
results of applying this rule appear to be of a reasonable order of magnitude,
varying from investments per job which are easily achieved without much change
from previous practice in relatively rich countries to very difficult targets
indeed in poor countries.

16 In a few cases a project which does not meet these direct tests of
poverty relief may quallfy where it achieves policy or institutional changes
which correct or substantially mitigate economic distortions with respect to
opportunities for production and consumption by the urban poor. Such cases
should be judged on their individual merits, but it would have to be shown that
the correction is economy-wide (or city-wide) and substantial.

3/ Thus, 30 work places lasting 5 years would be counted as 10 jobs and 10 work
places lasting 30 years as 20 jobs,

2/ The "1/15 of the labor force currently employed," takes account of the need
to replace worn-out capital assuming that on average the capital employed
has a 15-year life. Alternatives can be used where the case can be made for
them. Also where "labor force currently employed" is not available or cannot
be estimated, "labor force" can be used.

3/ Based on latest country economic data sheets with data ranging from 1970
to 1974 which has not been adjusted.
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Regional Lending Targets

17+ Estimates obtained from the target population definition and data,
as outlined at the beginning of this memo, will be used to determine initial
targets for the Bank's Urban Poverty Program. It is apparent, from the
preceding description of an urban poverty project, that such lending will
come from diverse sectors of Bank activity and need not always determine

the character of the entire loan. For this reason and also because of rather
large variations in loan amounts between sectors, all targets for the Urban
Poverty Program will be set in dollar amounts: as a share of urban lending,
rather than in numbers of projects. The proportion of such lending in any
regional program that should be poverty lending will be determined by the
proportion of the urban poverty target group to total urban population. This
factor will be applied to all lending which is programmed to take place in
urban areas or to be urban-related, and when summed for all countries will
generate a regilonal urban poverty lending target.

18, Note that this targeting does not affect the share of lending in
urban as opposed to rural areas. Urban poverty programming per se will
apply to only that portion of lending classified as urban related, i.e.,
all lending which 1s located in urban areas or has a definable and direct
effect on consumption, production or access to land and services in urban
areas.

Sector Targets and Project Design Criteria

19 In addition to targets for the proportion of urban lending that
should directly bencfit the target group, we want to have sector-specific
targets for each of the key sectors that will be involved in the urban
poverty program: labor-intensive enterprise, basic urbanization, low cost
water supply and sanitation, preventive health care and nutrition. These
tarpets will be set in terms of the numbers of target population served or
employed, or in terms of the proportion of lending for urban located projects
(say SO%S which meet the poverty lending criteria. The sector targets are to
be set taking account of the extent of the poverty problem that is susceptible
to improvement by investments in each particular sector (e.g., the number of
people living in and adding to unserviced squatter areas in IDCs) and the
capacity of the Bank to do anything about it in particular sectors and regions.

20. There is a large role to be played by the CPS sector and operating
departments in quantifying the extent of the poverty problem and working with
their regional counterparts to set operatimal targets. In addition, the CPS
gector departments should integrate the concerns for urban poverty impacts
into sectoral project design criteria, sector work guidelines, and guidelines
for monitoring "new-style" project performance.

21, Progress in developing sector-specific targets and project and
sector puidelines is not as well advanced as we had hoped it would be by
this time. The present status of work in the key sectors is outlined in the
matrix in Attachment 1. This matrix shows that relatively little overt and
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clear dofinition of urban poverty programs from a sectoral point of view
has yot emorged and reflects the difficulty which has been experienced
in dofining urban poverty program claims on total sectoral resources
apainst the background of the very fluld nature of the overall lending
program as it developed for the recent budget. Also part of the problem
has been the need for initiative to be taken by several CPS departments
with competing priorities and for the cooperation of many parts of the
decentralized management structure. It may be that in some sectors,
greater progress has been made on a number of points than we know about
and has been shown in the matrix. In any case we suggest an early meeting
of the key sector department heads with you and Mr. Baum to move this
process forward.

Regional Urban Poverty Programs

22, Definitive Regional Urban Poverty Programs will eventually emerge
from the CPP process and the attempt to meet urban poverty lending targets-
and sectoral targets. The regions have been putting together first attempts
at urban poverty programs. These have been received from all regions except
LAC and South Asia. These first attempts are very much just that and were
developed during the rather frenetic period when the FY77 budget and the
overall five-year lending program were undergoing constant change. Also the
definition of an urban poverty project, the quantitative lending targets and
the sector targets not being firmed up therefore have not yet impinged on the
program. Despite this lack of finality and detail in the programs, we believe
that the regions have made a very good first effort (see Attachment 2). Of
the 2,2 urban related projects in the four regions that have reported, 12

of them or 51% have been identified as having urban poverty orientation or
components. We have not been able as yet to determine the proportion of these
projects in money terms that will benefit the target population but will
proceed in consultation with the regions to put the programming on that basis.
As a first step we will be sending to each region and sector early next week,
the relevant results of the programming and location exercises. They will be
asked to apply(with our assistance) the above project criteria and programming
rules to each year on the current five-year lending program. Obviously, emphasis
will be placed on the current and next fiscal years where detailed project
information is available.

Urban Poverty Program Information System

23, To assist in the speedy determination and implementation of urban
poverty targets at the programming level, to ensure that lending designated
as urban poverty lending lives up to expectations, to stimulate urban sector
work, and to allow systematic attention to be paid to the locational distri-
bution of the Bank's lending, UORSU will maintain an information system and
promulgate appropriate reports on a regular basis.

2l « Few new forms and sources of information will be required to carry
out this program, and every attempt has been and will continue to be made to
1limit these incremental information needs and to build on the existing
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programming and project information flows in the Bank. There is a

genaral trend in the Bank, which started with the rural development
program and has now spread to all sectors via the project brief system

to systematize program and project data much earlier in the project

cycle than is currently the practice. The urban poverty information
gystem continues this trend and is designed to fit in both with practices
already existing in rural development and becoming widespread through the
project brief system. Indeed, it has already been proposed that, at least
as far as programming is concerned, the information requirements for rural
dovelopment goals and urban poverty goals be consolidated into one central
system.

25, The starting point of the system is the five-year regional lending
program which is prepared annually as part of the budget exercise. These
programs should show which projects, or how much of particular projects, are
urban related and then within that category which of them, or how much of
each of them, is designated as urban poverty lending.

26, With these slight amendments incorporated in regional five-year
lending programs, it will be a simple matter for all concerned to see whether
or not the regional program meets poverty targets and to the extent that it
falls short to take steps to meet targets either through a re-design of
identified projects or through the designation of unidentified lending for
design as poverty lending. Of course, the regional urban poverty program
will also have +to take account of sectoral targets which will be pushed for
by the sectoral division chiefs within each region and their CPS counterparts
or by COMs. The resolution of independently determined regional/country
targets and the sectoral targets will take place, as is the case now, during
the CPP process.

27 To follow the development of individual urban related projects

there will be an addition to the project brief or to project identification
reports where a project brief is not employed which gives urban poverty data
(see Attachment 3). Any urban related project which has been shown as such

in the regional program should have this data completed to the level possible
at any point in the project's preparation, and be continuously updated whenever
new information on the project is available. The data includes items such as
the project's location, its urban p arerty element, and the number of people

in the target group served.

28. The information system will be the responsibility of this Unit,

whose job it will be to collect, collate, update and report on the entire
urban poverty program. To allow the information system to be as up to date

as possible, and because the major input will be an annual exercise, individual
CPPs will be reviewed by the Unit for the information which has just been
deseribed for regional programs. Information derived and updated in this way
will be analyzed and reported upon by UORSU at least twice a year. UORSU will
also draw to the attention of regional management cases where the regional
program appears to be wide of the targets, or where projects appear not to be
living up to the expectations made of them in the regional program.
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29 In parallel to the programming and project data collection just
described, the Unit will keep track of the location of Bank urban lending.
Countrics where there are cities with concentration of projects in the
five-year lending program will be identified. This locational layout will
agsist in assessing where urban and other urban-related sector and economic
work may be optimized in support of operations, and where coordinated city
programs may be called for. Where there are large concentrations of Bank
lending the operating divisions of the Urban Projects Department will
generate city data shects (see Attachment L) to be employed by all concerned
in project design and coordination of Bank operations.

AJStone /NLethbridge/GBeier:dd

cet Messrs. Dunkerley, Churchill, Courtney, Holland, Watson, Kahnert
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F776-80 LENDING PROGRAM, BY REGION AND ozCTOR 9/08/76

1/ URBAN 3IELATED DESIGNATED
REGION TOTAL LENDING = LEDING PROJECT UPP/URL CITIES/TOWNS
# $m ; om # -] §§ v; #
East Africa 13L (1) 2,307.7 56 797.8 19 313.5 33.9  39.3 71
West Africa 121 (2) 1,672.9 50 610.6 37 425.0 7L.0  69.6 g
EMENA 178 5,687.8 8 2,6L1.0 Ll 1,215.5 51.2  L6.0 L5
1ac 3/ 152 (2) 6,L68.L 100 3,6L1.0 - i - - 90
EAP 106 L,707.5 50 1,901.0 2l 801.0 48.0 L2.1 31
S. Asia &/ 82 (1) L1171 35 1,0L5.8 P = g 19
WORID BANK TOTAL 783 (6) 2L,961.L 377 10,637.3 1k 2,755.0 32.9 25,9 330
/Iy REGIONS ONLY (EA, WA, EMENA & EAP 7
] 1

Agriculture L/ 7 102.2 6 2L.53 - - -
Telecommmnications 18 559.2 9 167.76 - = - - -
DFCs 110 3,150.6 79 2,299.9L 30 702.0 38.0 30.5 -
Education 9% (1) 1,583.3 32 3L8.33 21  351.0 65.6 100.8 -
Non-Project 15 850.5 0 25.52 - - » s =
Industry 78 3,316.0 38 1,62L.8L 17  36L.0 L7 22.4 -
Mezintenance Imports 5 620.0 - - - - - - -
Population 16 304.3 6 91.29 2 30.0 33.3 32,9 o
Power 91 Li,L93.8 L1 1,8L2.46 6  155.5 1.6 8. -
Tourd sm 16 279.0 8 181.35 - - - - -
Transportation 199 (5) 6,305.L L 1,32L.13 - - - - -
Urbanization L6 1,155.6 LS  1,07L.71 23 582.,0 51.1 5.2 =
Water Supply 79 2,158.5 59 1,618.88 25  570.5 2., 35,2 =
Unallocated n 35.0 - - - - - - -
Technical

Assistance _9 L4L8.0 - - - - - - -
WORID BANK TOTAL 783 (6) 2L,961.L ATT 10,623.7h 12l; 2,755.0 32.9 25.9

1/ excluding most agriculture sector projects . .
?/ numbers in parentheses indicate project supplements: amounts are included in totals
/ no project specific RUPP received, therefore no UPPs identified

L/ agriculture projects identified by the Regions as having urban impact Note : %otals g% differ slightly,due
o roundihg

7 FUBuoEs 7Y




ATTACHMENT L

2,00 GITY DATA @ City Namei

Areat Gross population: (19 )

bl e

[ LOCAL - KCONOMY & (H0VERNMENT

CL01 GITY GOVEHNMENT FINANGES (19 )

A.  Hovenuas (total)

-~ Loeal lov. Tax

= lLoeal Gov. non Tax

- Transfers from City Enterprises
- Trannfora from Provinelal Govt.
~ Tranafers from National Govt.

- (Other

. Expenditures (Total):

=~ Administritien
- Sorvice !roviasion
- Health, liducation, Welfare

- Emorgency Funds:
- Othors:

0. Dabt Sarvice:
b Surplus Moficite

e Flnonee of Deficit:

Tranafers to City Enterprises & other Govts.

5%
(Mln)
/

sk | Amount,
(Min) ?
1y | 19

Par Capita

Tt GETY LNGY T TUNS

AGENCY (5)

Centers

nage
ty
ghts
oy
Small Scale Ind.
Refuse Collection
ire Protection
Police Protection

Materials Depot

Markets

ormuni t;

F

Recreation Areas

Water Supply
Sewerage
Roads/Drai.
Health Centers

Street 1i
Schools

Electrici

n
"

Cther

Other

Manning

__Finaneing

PMublic Worka

Uperntiona

Maintenance

Trchnical Assistance

Other (Specify)

Other (Specify)

city, nelghborhood or other levsl),

Inatructions: List the names of public and private institutions directly responsible for the provision of city
services in this box and indicate the type of institution (public or private,

national; provincial,
Code these institutions by)numbering them consecutively.

Transcribe the codes to the blanks above.




Page 2

£.07  EMPLOYMENT (19 )
A, Tolnl labor Forco:
N,  Avorape Annunl (rowth
. Forma) Employment @
-~ fovnrmmant
~  Industry
- ommoroo
- Horvicon

No. of persons Share of City output

% p/a
% of Labour force

TNCOMS DISTRIBUTION (19 )
Avorage Per Capitn Incomed Usy
1t Cintile:
£, 2nd Quintilet
D. Yrd Quintile:
I, hth Quintile:
I, 5th Quintile:

TR WR A

p.&.

Throshold Poverty Income
H. No. of Prople below G.

Us$
No. of People

TAND VALUES

A, Residential
B, Commercinl
0, Industrial

% change from (19 )
4 change from (19 )
% change from (19 )

Instrictions: Significant changes in land values indicate % change for most recent period of measurement.

TI. NATURAL ENVIRONMENT
A0 WATER QUALTTY

A. lExponed Watoer Suffering Contamination

% of total

M 1L.IMATE/NATURAL DISASTERS
.
R,
1
0.

No. of work lays lost through flooding
Topulation affected by frequent flooding
Ta eity prone to earthquake

(Mthor elimatic features of importance

No.:
% of total population

11T, FUBLIC & PRIVATE SERVICES
ACCESS TO PTPED WATER (19 )

A. Individual Connections:
fommnal Supplyt

% of total population
% of total population

0. No direct Supply % of total population

D, No Supply % of total population
?.09 HREATTH & NUTRITION

A. Population per physiciant (no.)

B. Population per bed: (no.

. Population per nurse: (no.

D. Per Capita Caloric Supply: cal/day

E. Per Capita Protein Supply: gms/day

F. Doath Rate, O-L Yrs. Old:

. Incidence of Gastro-Inteatinal Deseases,

0=l Yrs. Old.:

Incidence of Respiratory Deseases,
0-l; Yrs. Old:

Other

b

—
.




ATTACHMENT L
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Vv, LAND USE/POPULATION
517 POPMATTON (19 )
A. Total:e
N, Hate of (hrowtht
o, Crude Birth Hate ipﬂ!‘ 1,000) t
0. Crudo Danth Rate (per 1,000)1
F, Av. Family Sige
F. Ape/Sext Ape % Male % Femals
6-51
6=-1L1
15-601
A5 & over!
1R DENSITY (19 )
A. High Density Range: (+800/ha.) % of total population % clty area
B. Medium Density Range! % of total population £ city area
. low Denalty Range (-200/ha.) % of total population % city area
.19 LAND USE ( 19 )
A, Residential: % of total of city Area % growth
B. Commercialt
. Industrialt
D. Oovernment:
li.  Undevnloped/Open Space:
F. Transport & olrculation:
G, Othart
.°0  LAND TENURE (19 )
A. TFee Simple: 4 of total of clty Area
B, Lanashold:
G. Othert
D. Public land:
E. Semi-Publlic land:
F. Priviate land:
(i, Seml I'rivate land:
H. Other:
[. Rate of prowth of settlement area %:
VI. OTHER DATA
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OFFICE MEMORANDUM
Mr. M. Yudelman . :';q%‘: DATE: September 1, 1976 TZ:L\
Ted J. Davis p N &g'ﬁh
e U

Comments on "Urban Poverty Program Implementation", an UORSU paper
dated September 9

The above paper, which you gave me this morning, is a review of
UORSU's proposals and actions for internal monitoring of the wrban poverty
impact of the Bank's lending program. This paper has significant implica-
tions for RORSU's activities. The major points in UORSU's paper are as
follows:

1. The major focus of the paper is on regional and sectoral targeting
of Bank's lending in the five year lending program, with respect to the
urban poor.

Comment: The target for rural poverty impact of the Bank's
lending program is an aggregate (50%) of its total agricultural
and rural development lending over five years. No regional or
sectoral-specific targets have (so far) been developed. Only
indirectly has RORSU's monitoring on the basis of this aggregate
target had an impact on some CPP development. A way needs to be
designed to focus CPP's on rural and urban poverty target groups.
Whether regional and sector specific targets can contribute to.
this, needs, however, to be carefully analyzed.

2. UCKSJ proposes a different definition of the poverty income levels.
They accept the definition of absolute poverty, but suggest that the relative
poverty level be based on one-third per capita GNP, inflated by an urban
price factor. 2

- A

Comment: RORSU use L, its relative poverty definition one-
third of per capit%‘TPI total personal income of the country).,

3. UORSU's analysis of projects focuses on the percentage of lending

which will benefit the target group.
Comment: The percentage of lending, which will benefit a target
group, is an input indicator. RORSU believes that it is better
to use an output indicator. RORSU defines rural development
projects among all agricultural and rural development projects,
on the basis of the majority of benefits directly accruing to the
rural poverty target group. Obviously, when only 30% to LO% of
the benefits acerue to the target group, this simple methodology
raises some problems. Although some refinement might thvs be
required, an output indicator should be preferred.

L. UORSY proposes a P1b system for analyzing all projects iﬁ'IhéﬂfiG;m

year lending program. (To facilitube this, they have-asked P & B.to o 23 e

“project wumber_ ‘to a'’ projects in the lending program, not just to th: e

with timetables.) - ) - _ - . .

s




Mr. Yudelman -2 - September 1L, 1976

Comment: RORSU should expand its monitoring activities beyond
agricultural projects. However, its attempt to monitor all
projects in the five year lending program failed because
regional project staff could not provide information on specific
projects beyond the second year in the program.

5. There are substantial differences in the definition of "benefits"
of a project. UORSU plans to use different criteria for different types
of projects such as: (a) employment (cost per job); (b) services received
by the target group, i.e., education, health, water supply; and (¢) con-
sumption (lowering prices of consumed items).

Comment: RORSU defines benefits as those which raise the
incomes of the rural poor. The provision of social services
is sometimes separately quantified.



