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Schedule for Mr. McNamara's Visit to Bern

November 28 - 29, 1980

November 28

7:30 a.m. Departure from Paris (Roissy Airport) on AF 680 (Messrs.
McNamara, Benjenk, Steckhan).

8:35 a.m. Arrival Zurich. Party will be met by Ambassador Jacobi
and his associate, Mr. Jecker. Two cars will take the
party directly to Bern (distance: 130 kms estimated
travel time: 90 minutes).

10:30 -m. Arrival Bern -- Hotel Bellevue.

11:00 a.m. Party will meet with Federal Councillor Honegger (Minister of
the Economy) in his ofice at the Bundeshaus (next to Hotel
Bellevue). Also present: Central Bank President Leutwiler,
State Secretary Jolles, Ambassador Jacobi.

11:15 a.m. Federal Councillors Aubert (Minister of Foreign Affairs) and
Ritschard (Minister of Finance) will join the meeting.
Photographers and television will take a few pictures
(but no questions).

11:30 a.m.- Meeting in conference room 87 of Parliament (simultaneous
12:45 p.m interpretation provided). Present: three Ministers,

Central Bank President Leutwiler and two aides per Minister
(including Ex-Ambassador to the United States Probst).

13:00 p.m.- Lunch at State Guest House (Von Wattenwyl-Haus) offered
15:15 p.m by the three Ministers for participants at morning's

discussion. (The State Guest House is within walking
distance, however, cars are available in case of bad
weather.)

15:30 p.m. Return to Bellevue Hotel. Free time.

17:55 p.m. Party will walk to town hall (across the street from
hotel) for courtesy visit to state government of Bern.

18:15 p.m.- Party will go to the adjacent council hall
19:15 P.M in town hall. (The council hall has about

350 seats. Simultaneous translation into German.
Since 500 guests are expected, speech will also be
transmitted into adjacent room). Former Ambassador
Schnyder, President of Swiss Society for Foreign
Policy, will introduce Mr. McNamara.



18:30 p.m. Speech by Mr. McNamara

19:10 p.m. Concluding remarks by Dr. Aebi, President of
the Economic Society of Bern. Return to hotel.

19:45 p.m.- Drinks followed by dinner at hotel (about 90 guests).
22:30 p.m Former Federal Councillor Brugger, presently President

of Volksbank, the fourth largest bank in Switzerland,
which underwrites the event, will give a toast and
Mr. McNamara will reply (note it is customary that the
major Swiss banks take turns in underwriting such
official dinners).

November 29

8:15 a.m. Departure from hotel by car to Zurich for 10.55 a.m.
(LH 223) flight Zurich-Frankfurt



The Sponsors of McNamara's Engagement in Bern

The sponsors of his speaking engagement on November 28, 1980,

at 18:15 hours are the Swiss Society for Foreign Policy and the

Economic Society of the Canton of Bern, the two most prestigious

societies in the area.

The Swiss Society for Foreign Policy has some 330 members.

Its president is the former Swiss Ambassador to the United States,

Felix Schnyder. Its purpose is to promote understanding of foreign

policy issues. Among the subjects discussed last year were UNESCO,

UNCTAD and the posture of Switzerland in the North-South conflict.

President Schnyder will introduce Mr. McNamara to the audience.

The Economic Society has some 540 members. Its purpose is to

promote discussion of socio-economic subjects. Its president Dr.

Aebi, Director of the Chamber of Commerce of Bern, will move a vote of

thanks after Mr. McNamara's speech. Ambassador Jacobi is a board

member of the Society.
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Issues for Discussion During Mr. McNamara's Visit

The Swiss would be interested to hear about:

M Mr. McNamara's views of the situation of the Third World

over the next ten years and the necessary assistance from

OPEC and OECD countries;

(ii) Future programs of the Bank (Energy, China, Structural
Adjustment, Health, etc.);

(iii) Financing these programs;

(iv) Implications of North-South dialogue and global negotiations
on the future structure, voting rights, etc., of the Bank;

(v) Timing, size and prospects for IDA7;

(vi) Possibilities for Switzerland to influence IDA policies if

it were to join IDA7;

(vii) Implications of possible Swiss membership in Bretton Woods

Institutions and possibilities for a Swiss seat on the IMF

board.

The Swiss would hope Mr. McNamara:

M Would ask the Ministers about how the Swiss see the

future of their relationship with IDA and IBRD;

(10 Would emphasize to the Ministers that Switzerland's present
it i
privileged" position in IDA and IBRD (e.g. procurement)

is being increasingly criticized by the Bank's shareholders.

Mr. McNamara may have views and questions on the proposed withholding

tax on interest payable on Swiss franc bonds of foreign borrowers.
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BRT_FPTN(7 PAPER UPDATE

SWITZERTAND

I. KEY ISSUES

A. IDA

The Swiss Upper House approved, on October 10, the conversion

of the two Swiss loans to IDA into grants. The measure will become

law by January 19, 1981, unless 50,000 signatures can be collected to

allow a referendum. However, this is hi :Iily improbable. The effect of

this conversion upon the Association is that it would relieve IDA of

future repayment obligations totalling the equivalent of about US$110

million (urider the exchange rates prevailing on September 30, 1980).

B. -ODA

On October 9 the f irst Chamber of the Swiss Parliament

approved by 124 to 3 votes a new three-y 2, ir aid program of SWF 1.65

'billion (US$1 billion equivalent) which repreqented an i n c r eas e of

about two-thirds over the previous three-year program. At US$1

billion, Swiss public aid would rise to a level of 0.31% of GNP by

1983. However, public opinion is basically against further increases

in the Swiss aid program.

C. Swiss Membership in the United 'Na t 1 on s and in The Bretton

Woods Institutions

The issue of Swiss membership in the United Nations, on the one
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hand, and in the Bretton Woods Institutions on the other, are separate

and seen as such by the government. There is no agreement as yet in

the government whether the proposal to join the United Nations or to

join the Bretton Woods Institutions should he considered first. Some

in the Department of Economy feel Bretton Woods should come first

while many at Foreign Affairs would give priority to United Nations

membership.

(i) Membership in the United Nations

Despite a policy of neutrality which dates back at least

to the Congress of Vienna in 1815, after World War I, Switzerland

became a member of the League of Nations after a successful national

referendum. Now, Switzerland is the only country remaining outside

the U.N.by its own will. Switzerland is a member of most United

Nations specialized agencies and finds this advantageous. In fact, in

Ceneva, the dozen main UN and intergovernmental organizations and the

diplomatic missions accredited to them reportedly employ about 20,000

people, a tenth of Geneva's working population. In 1977 both houses

of Parliament accepted the government's contention that entry into the

United Nations was desirable and asked the government to propose the

necessary steps in due course, a national referendum being mandatory.

Opinion polls, however, show consistently that the United Nations is

widely considered as an inefficient and expensive organization whose

General Assembly has fallen under the influence of what many Swiss
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regard as an unruly Third World. While government considers United

Nations membership as an important foreign policy target of the

current 1979-1983 legislative period, a detailed schedule for the

necessary legislative measures is not yet known.

(ii) Membership in the Bretton Woods Institutions

Discussion of Switzerland's relationship with IDA, IBRD

and IMF seems less advanced than United Nations membership and has to

be seen against the background of Switzerland's difficult fiscal

situation and the unpopularity of international public aid

institutions.

On the fiscal side, Switzerland has been running a

small but worrisome budget deficit and in 1982 the two main sources of

federal revenue, an income tax and the turnover tax, will expire.

Since Federal Councillor Willi Ritschard became Finance Minister a

year ago - the first socialist in this job in two decades - he has

been desperately trying to put together a new tax regime to be

approved by Parliament and referendum before the end of 1982. The

sovereign, i.e. the people, have in the past rejected twice, by

referendum, the introduction of a value added tax as part of a reform

of the entire budget structure. If new taxes are not voted by 1982,

aid expansion, including IDA contributions, may prove difficult. In

the meantime, a number of cutbacks are proposed, such as cancellation

of a bread subsidy and reduction of federal contributions to social
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security.

On the IDA side, some progress has been made. After

the conversion of the IDA loans into grants, the Swiss authorities are

planning, as the next step, a series of co-financings with IDA to make

IDA more acceptable to the public by showing that it works and

corresponds to Switzerland's aid policy as laid down in the 1976

Development Cooperation law. The possibility of a Swiss contribution

to IDA7 is still remote. During Mr. McNamara's visit, the Swiss will

be interested to learn about the effectiveness of IDA in reaching the

poor, and the prospects and timetable for IDA7. The Swiss authorities

also feel that Switzerland will have to have some say in IDA's

policies if they were to join IDA7.

The broader issue of Swiss membership in the Bretton

Woods Institutions has been the subject of an internal draft report

which some senior officials in the Department of Economy feel needs

substantial rewriting. Thus, Mr. McNamara's visit is timely and his

interlocutors will have questions in this field. It is clear that

without the agreement of the Central Bank President, Switzerland will

not join - and President Leutwiler wants a seat on the IMF board. The

Bank's friends in the government hope that Mr. McNamara may be able to

help in this respect. All in all, an eventual proposal to join the

Bretton Woods Institutions is less advanced than that to join the

United Nations.
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II. CURRENT AID DEVELOPMENTS

A. Public Attitudes

Aid matters get frequently discussed in Swiss newspapers and

on Swiss radio. Most major newspapers support aid and are, despite

the odd critical article, increasingly sympathetic to the World Bank.

The Swiss authorities have launched an active but limited information

program on aid (costing 0.3% of total aid disbursements). Thus, two

years ago the Ministries of Foreign Affairs and the Economy started a

quarterly called "Development" with a circulation of 15,000 copies.

In addition, senior government officials like State

Secretary Jolles and Ambassador Jacobi have in recent years been very

busy speaking out on aid and supporting the World Bank in public. In

reference to Switzerland's niggardliness towards IDA, Central Bank

President Leutwiler said "I am ashamed of being Swiss". The quote hit

the headlines of all influential papers.

Two years ago, government set up a 15-member advisory

commission on aid to facilitate a dialogue in this field. Its members

come from voluntary aid organizations, business and banking, the

parties, academia and the mass media. Among them is Swiss Bank

Corporation Director General Frant Lutolf, a former senior World Bank

staff member. The advisory commission meets four times a year with

representatives from the Federal Council to discuss various aspects of
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aid. Recently, it supported the proposed SWF 1.65 billion (US $1

billion equivalent) aid program for the next three years. At last

week's meeting for instance, World Bank/IMF membership was touched

upon and the commission expressed the wish to be consulted before the

Federal Council sends a message on IDA/IBRD membership to Parliament.

As a result of all these efforts, the Swiss public has in

recent years become more conscious of the requirements of the Third

World. Nevertheless, a deep-rooted resistance to public aid and the

World Bank is still quite common, although the Swiss are generous when

it comes to voluntary private aid (US$51.3 million in 1979 or 25% of

total ODA). Generally speaking, the man in the street is suspicious

of large-size international organizations, their anonymity, their

power, their lack of supervision, and their penchant for huge

projects. There is a popular feeling that private aid can work more

easily and effectively in the Third World in raising the standards of

living.

While it is difficult to know the present aid views of the

"silent majority", the small but vocal extreme left continues to speak

out strongly against development aid. The Swiss extreme left

considers the state of the Third World as clear evidence that

something is wrong in the industralized states. The objectives of the

left are to establish active solidarity between the so-called

underprivileged workers in Switzerland and the absolute poor in the
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Third World and to break the Third World's dependence on the North

which is alledgedly reinforced by the activities of nothern

politicians, the military, the multinationals and - even well intended

- development aid.

To break this dependence, the economies of the South have to

be "uncoupled" from the North ("Abkuppelung") which means:

(I) reduction of economic relations between North and

South, including aid and trade ties, to the absolute

minimum;

(ii) development of a national market in each developing

country with special emphasis on the production and

distribution of goods to cover basic needs;

(iii) priority for agriculture and production of food rather

than cash crops for export;

(iv) nationalization of foreign firms and state control of

international banking to prevent the upper class from

transferring their capital to (presumably Swiss) bank

accounts;

(v) promotion of South-South trade through regional

integration;

(vi) reduction or temporary interruption of foreign



development aid.

The four major political parties support aid in general with

the Socialists being the most critical. However, the parties put

major emphasis on bilateral aid while at the same time accepting the

need for some multilateral aid. The last aid debate in the House

provided a glimpse of the aid views of parliamentarians. It took

place on October 9 of this year when the House approved a record three

year aid program of Swiss Francs 1.65 billion (US$1 bn equivalent) by

124 to 3 votes.

The approval came after more than six hours debate. All parties

supported the program, although not without reservations from some

speakers. There was very little discussion about multilateral aid,

most of the debate being concerned with financial constraints (can

Switzerland really afford to give so much aid?). Little was said

about basic development issues (such as those included in the Brandt

Report) and the proposals for a new International Economic Order, but

interestingly, the debate followed immediately after a review of the

Swiss Defense budget and several deputies took the occasion to

underline the relationship between security and development.

Among the arguments advanced in support of an expanded aid

effort were:

(M) the needs of the Third World and the growing gap
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between rich and poor countries;

(ii) aid as a factor promoting world security;

(iii) solidarity with other industralized countries who

provide much more aid than Switzerland;

(iv) avoidance of the danger of international isolation and

criticism from abroad;

(v) the commercial interests of Switzerland as an exporting

country.

But despite the overwhelming support for the government

program, many critical voices were heard during the debate:

(i) not enough is known about the relevance and usefulness

of current aid projects;

(ii) parliament should have a larger say in controlling aid,

especially multilateral aid;

(iii) insufficient efforts have been made to explain openly

to the public why Switzerland should support more aid.

To sum up, since the ill-fated IDA referendum of June 1976,

the attitude towards aid and the Bretton Woods Institutions in

Switzerland has become more favorable, despite continued opposition by
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extremists. Nevertheless, it still appears highly doubtful whether a

referendum on IMF/World Bank membership would pass.
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III. AID PERFORMANCE AND POLICIES

A. Aid Performance

In contrast to the situation of DAC countries taken

together, ODA flows from Switzerland have recently been rising from

0.19% of GNP in 1977 to 0.20% in 1978 and 0.21% in 1979. Although the

ratio remained at no more than about 60% of the DAC average, this

itself was a marked improvement from the position of the early

sixties, when the ratio was as low as 10% of the DAC average.

The expansion of Swiss ODA in 1979 was primarily due to

multilateral ODA which increased by 36% to US$98 million in 1979 from

US$72 million in 1978. Multilateral aid has accounted for about 43%

of all Swiss ODA in 1976-1978, rising to 48% in 1979. Switzerland

participates in a substantial number of international aid

organizations and believes that through its membership it can

influence their policies and at least indirectly control the use of

its contributions to these organizations. Switzerland is not a member

of the United Nations. In the technical assistance field Switzerland

is a member of UNDP, FAO, ILO, ITU, UNESCO, UNICEF, UNIDO, WhO, and

W1O.

Swiss contributions to the UN agencies increased

substantially (by 34%) in 1979, to US$58.9 million (30% of total ODA)

from US$44.1 million in 1978. At present, UNDP is the largest
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beneficiary of Swiss multilateral assistance. The share of UNDP in

total UN agencies aid which was 35% in 1977, and 34% in 1978, fell

slightly to 33% in 1979. Switzerland, from the start, has always been

represented on the 48 member board of UNDP.

Swiss contributions to multilateral aid institutions are

concentrated on the three regional development banks and IFAD. Of the

US$21.0 million going to these banks in 1979, US$19.6 million (or 93%)

went to their respective funds for special operations. On the other

hand, bilateral ODA increased only slightly, by 6%, to US$107 million

in 1979 from US$101 million in 1978.

B. Capital Flows

In 1979 Swiss capital flows to developing countries were

US$5.5 billion, equivalent to 5.6% of CNP in that year(see Table 1).

Private financial flows made up over 90% of the total flows. It is

Swiss policy to encourage those private flows to developing countries

through guarantees on export credits and investment, official

supplements to private loans ("mixed credits") and efforts to maintain

open capital markets.
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Table 1. Swiss Capital Flows to Developing Countries
(1979)

Amount Percent of GNP
(US$m) (%)

Official Development Assistance 205 0.21

Other Official Flows 55 0.06

Grants by Private
Voluntary Agencies 51 5.33

Private Flows 5222 5.33

Total Capital Flows 5533 5.65

Source: DAC/OECD Memorandum de la Suisse

Contrary to the situation in most other industrial

countries, Swiss export credits are extended largely by the private

sector with a minimum of official assistance, except for Government

insurance to cover credit repayment risks. Prior to 1976, the annual

level of export credits to developing countries averaged about US$100

million per year, among the lowest for DAC countries. From 1976

through 1978, however, Swiss private export credits to developing

countries expanded very sharply to an average of close to US$700

million, considerably faster than in overall exports. In 1979 export

credits fell back to US$616 million. These high levels of lending

coincided with the emergence of Switzerland in 1976 as a significant

exporter of capital and the marked sharpening of export credit

competition at that time among most industrial countries.
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Although export credit declined somewhat in 1979, this was

more than offset by the rapid growth of direct investment and

especially by borrowing on the Swiss capital market (see Table 2).

The latter totalled US$3.2 billion net, of which US$2.6 billion was

directly by developing countries and US$0.6 billion in international

institutions, (US$405 million by the World Bank alone). Loans by

banks stayed flat at just under US$1.0 billion. It is, of course,

important to recognize that Switzerland's high capital outflow to

developing countries in 1979 reflects international intermediation.

Table 2. Swiss Net Private Capital Flows to Developing Countries
(US$ millions)

1977 1978 1979

Export Credits (Guaranteed and 916.3 830.1 616.2
Non-Guaranteed)

Direct Investment 211.3 174.1 415.9

Borrowing by International
Institutions and Developing 854.4 1562.1 3214.8
Countries

Long Term Bank Loans n.a. 941.0 975.0
1982.0 3507.3 5221.9

Source: DAC/OECD Memorandum de la Suisse
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IV. POLITICAL AND ECONOMIC SITUATION

A. Political Situation

The Swiss government system differs in many ways from other

European or American systems. The Battle of Morgarten in 1315 gained

the Swiss de facto independence from the Habsburg Emperors. Ever

since the Swiss have been fiercely Republican. Under the Swiss

constitution, the people is its own sovereign and often applies the

power implied to make or break legislation through referenda of which

there have been about 300 since the middle of the 19th century. (The

referendum of June 1976 defeating a Swiss contribution to IDA which

Government and Parliament had overwhelmingly approved is a typical

example).

The Swiss Confederation with a total population of some 6.3

million of which 880,000 are foreigners is an accretion of 26 highly

individualistic mini-states, the Cantons, with few national frontiers

to the outside world, which may explain the isolationist not to say

parochial outlook of the average Swiss citizen and his great distrust

of the central authorities in Bern. Three quarters of the population

speak Cerman, one fifth French, four percent Italian and 0.4 percent

Romansh. Of the Ministers Mr. McNamara will be meeting, Federal

Councillors Tionegger (Minister of the Economy) and Ritschard (Minister

for Finance) are German speaking and Aubert (Minister for Foreign

Affairs) French speaking. None of them speak English well.
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The principal branches of the federal government are the

bi-cameral Parliament and the so-called seven member Federal Council

(the Executive arm).

Parliament has a House (National Council) of 200 directly

elected members and a 46 member Senate (Council of States) to which

each of the 26 Cantonal (State) governments sends two representatives.

Every law requires approval by both chambers. Parliament meets in

Bern four times a year for about three weeks each time and the next

parlimentary session begins on December 1. Parliamentarians are

poorly paid (less than US$20,000 a year), have no personal aids and

usually have another full time job.

About a dozen parties are represented in the lower house with

the four major parties namely the Liberals (51 seats), the Socialists

(51 seats), the (Catholic) Christian Democrats (44 seats) and the

(agrarian and shop keepers) Swiss People's Party (23 seats) occupying

85 percent of the 200 seats. Since 1975 the Socialist have been the

largest party and the Ministers for Finance (Ritschard) and Foreign

Affairs (Aubert) who Mr. McNamara will meet are the two socialist

members of the seven-man Federal Council.

In fact members of the Federal Council are elected by both

houses of Parliament in joint session, whenever there is an opening,

taking into account aspects of regional and linguistic balance. Once

elected, a Federal Councillor keeps his post as a matter of tradition
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until he resigns or dies. Since 1959 a so-called magic formula has

been in operation whereby the seven seats on the Federal Council are

allocated among the four main parties on a 2:2:2:1 basis. Thus, the

Federal Council is a collegiate organ meeting once a week to discuss

gubernatorial matters and to administer the country. Since the

Council is strictly founded on the principle of joint responsibility

it is important that Mr. McNamara speak to the three councillors

(Messrs Honegger, Ritschard and Aubert) so as to impress upon them

collectively the importance of the World Bank and IDA. The Chairman

of the Federal Council holds an office which rotates annually among

its members. lie prepares and chairs the Council's meetings but unlike

the German Chancellor, the British Prime Minister or the President of

the United States, the Chairman can neither select his Ministers

(Federal Councillors) nor give them instructions or provide policy

guidelines. However, he is the nominal President of the Swiss

Confederation - though few ordinary Swiss citizens could tell his

name. (By the way this year Federal Councillor and Head of the

Military Department George-Andre Chevallaz is President). The Federal

Council does not need a "Parliamentary Majority". Hence there is no

danger of a government crisis even if Parliament votes against a

particular bill submitted by the Federal Council.

Of the Federal Councillors Mr. McNanra will meet, Fritz Honegger

(Economy) enjoys a solid reputation, while Pierre Aubert (Foreign

Affairs) is considered light-weight. Willi Ritschard (Finance), a
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trade union leader who was voted into the Federal Council by a

coalition of Bourgeois parties when a vacancy arose for a Socialist in

1973, was not the choice of his own Socialist party.

State Secretary Jolles is officially only the top civil servant

in the Department of Economy but because of his experience and

standing is often unofficially referred to as the Eighth Federal

Councillor.

B. Economic Situation

In both 1974 and 1978 Switzerland was the richest

industrialized country on a per capita basis with Sweden second. In

1978, Switzerland's per capita GNP was US$12,100. The margin of

superiority had, however, risen from 9 to 19 percent. 1/ 11ow was

this possible when between 1973 and 1978 Switzerland's GDP in constant

prices actually fell at an average rate of 1 percent a year, the worst

performance of any OECD country? The answer lies with its low

inflation rate (a 2.9% average annual rise in consumer prices between

1974 and 1979), strong balance of payments and political stability.

As a result of constant upward pressure, the exchange rate soared

between 1973 and 1978 and held on to healthy gains, even in real

terms, up to 1980. Thus, between 1973 and the peak in 1978 the

nominal effective exchange rate rose by 80% and the real effective

1/ Data on GNP per capita are from World Bank, Atlas 1976
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exchange rate by close to 40%, calculated from consumer prices, and by

close to 20% calculated from the export prices of manufactured goods.

(In 1980 corresponding figures were 70, 20 and 10% respectively.) It

was the strength of the exchange rate that lifted the country's per

capita income to such a high level in 1978.

Switzerland has had an extraordinarily strong and unusually

structured balance of payments. The current account has been in

continuous surplus and the trade balance actually improved after 1974,

partly because of the slow GDP growth, going into deficit again only

in 1979. Switzerland also enjoys large surpluses from transactions in

services, despite outflows of workers' remittances which were as large

as US$2.7 billion in 1978. The strong current account has permitted

large exports of long-term capital and has, nevertheless, led to

accumulation of reserves in most years. Official reserves reached

US$24 billion at the end of 1979 with gold at official government

valuation. At market prices for gold, reserves were worth about US$66

billion at the end of 1979. By August 1980, however, reserves had

fallen by about US$4 billion. The striking feature of the balance of

payments, however, is the large net "errors and omissions", (more than

a third of merchandise exports in 1978, for example) which presumably

reflect Switzerland's unique role as an international financial

center.

Switzerland's economy is open not only to capital flows, but



- 20 -

also to trade. Exports of goods and non-factor services are about 35%

of GNP. In 1979 only Belgium, Ireland, the Netherlands and Norway

were more dependent on exports of goods. Machinery and transport

equipment account for as much as a third of commodity exports. In

all, manufactures contribute over 90% of merchandise exports and in

1979 Switzerland enjoyed a surplus of US$2.8 billion in this sector.

Switzerland has, moreover, managed to retain liberal trade policies

throughout the 1970s.

Switzerland's strong trade balance is remarkable since the

country is completely dependent on imports for its supply of

petroleum, natural gas and coal. The country is well endowed,

however, with both hydro-generated electric power and with nuclear

power. Of local electricity production about 20% is exported and the

part domestically consumed covers as much as 40% of domestic energy

consumption. Also important for its ability to cope with higher oil

prices has been conservation. In 1978 petroleum consumption was 12.3%

below the 1973 level.

Overall, Switzerland has weathered the storms of the 1970s

at the cost of low growth. Its balance of payments has been very

strong - at least until 1980. The structure of the balance of

payments is unusual, with hugh movements of capital both into and out

of the country. It is probably in its role as a capital market rather

than as a trader or employer of labor that Switzerland is most
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important for the developing countries.
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I. KEY ISSUES

A. BANK ISSUES

IDA6

With the exception of IDA there are no Bank Group related

issues of pressing concern. In February 1980, Switzerland announced

its intention, subject to parliamentary approval, to convert the two

loans made to the Association in 1967 and 1972, respectively, into

grants. The loans amount to about Swf.180 million (approximately

US$110 million equivalent).

Mr. Mcnamara's Visit and Related Issues

Swiss authorities have confirmed their invitation to Mr.

McNamara to visit Switzerland after the Annual Meeting. By then, the

Council of States (Swiss Senate) will have deliberated on the IDA loan

conversion into grants.

The Swiss authorities prefer to place Mr. McNamara-s visit

into the more general framework of Switzerland's overall relations

with the Bretton Woods institutions (see Annex I, page 3). A briefing

by Mr. McNamara to the Federal Council on bank activities might

improve the prospects for the Swiss to pursue the question of their

membership in the Bretton Woods institutions, before considering

membership in the UN.



-2-

B. OTHER ISSUES

ODA

Despite the recent defeat in a referendum of a revenue

raising proposal and successive cuts in the 1980 and 1981 budget, the

ODA/GNP ratio has increased from 0.19% in 1977 to 0.21% in 1979.

Although the Government intends to raise the ratio to 0.30% by 1982,

public opinion is basically against further increases in the Swiss aid

program.
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II. AID PERFORMANCE AND POLICIES

A. Aid Performance

Switzerland is close to the bottom of the list among the 17

DAC members, while it ranks first with regard to per capita GNP. In

1979, net ODA disbursements rose 18% in nominal terms from US$173

million in 1978 to USS205 million. In terms of national currency ODA

increased by about 10%. In 1978, the growth in nominal terms was

considerably higher (45%) but was mostly due to the strong

appreciation of the Swiss currency.

The expansion of Swiss ODA in 1979 was primarily due to

multilateral ODA which increased by 36% to US$98 million in 1979 from

US$72 million in 1978. The U7N agencies and the EEC are the major

recipients. Multilateral aid has accounted for about 43% of all Swiss

ODA in 1976-78, rising to 48% in 1979. On the other hand, bilateral

ODA increased only slightly, by 6%, to US$107 million in 1979 from

US$101 million in 1978.

Swiss ODA commitments increased substantially (by 85%) in

1979, to US$316 million from US$171 million in 1978. Multilateral

commitments increased by 136% (from US$61 million to US$144 million);

bilateral commitments, as opposed to disbursements, increased

considerably (by 56%) in 1979, to US$172 million from US$110 million

in 1978.
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B. Aid Policies

The Swiss authorities have never adopted the 0.7% ODA

target. Their aim is to reach as soon as possible the ODA average of

the DAC countries, which in 1978 was 0.35%.

Achieving these targets will depend on the Government s

success in raising public revenues. Without the value-added tax,

which would have provided the federal government with a reliable

revenue source, federal finances are likely to remain extremely tiaht

for many years to come. The Government is now considering new revenue

measures which include a withholding tax on deposits by foreigners, as

well as taxes on energy consumption (as a simultaneous conservation

measure) and on heavy road transport (also to make rail transport more

competitive).

The basis for Switzerland's aid policy is the 1976

Development Co-operation Law which confirmed the marked Basic Needs

orientation to the Development Co-operation Program with a stress on:

(I) rural development, (ii) improvement of nutrition, particularly

food production for local consumption, (iii) promotion of handicrafts

and small-scale industry, (iv) employment creation, and (v) the

seeking and preservation of environmental and demographic equilibrium.

The law stipulates that Swiss aid should go to the poorest countries.

In recent years, assistance for food production and rural
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agro-industry has accounted for the largest share (between one-quarter

and one-third) of total project aid and technical assistance, with

education and health projects receiving about 15% of the total.

International experts agree that Swiss aid projects are usually well

designed and executed, and that many of them are properly poverty-

oriented.

In 1979, 49% of total Swiss ODA was directed to the low-

income countries. On January 1, 1978, Switzerland converted credits

to LLDCs amounting nominally to nearly US$75 million into grants.

Future aid to these countries will be provided in the forr. of grants.

In 1979, Switzerland agreed to reschedule US$43.8 million of Turkey's

debt.

To make their relatively small aid volume more effective,

the Swiss authorities have concentrated their funds on a small number

of countries. In Africa, where about 40% of Swiss bilateral aid

(nearly all grants) went in 1978-79, compared to 30% in 1977, the main

beneficiaries were Cameroon, Chad, Kenya, Madagascar, Mali, Niger,

Rwanda, Tanzania and Unner Volta. In Asia, with about 37 of Swiss

aid mostly in grant form, the large recipients were Bangladesh, India,

Indonesia, Nepal, Pakistan and Thailand; in Latin America with about

12% of all bilateral aid (more than half of it as grants), Bolivia,

Paraguay and Peru were the main beneficiaries.
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C. Aid Administration

The administration of Swiss aid is divided between the

Foreign Office (Minister Pierre Aubert) and the Ministry of the

Economy (Minister Fritz Honegger). In the Foreign Office, the

Directorate for Development Co-operation and Humanitarian Aid, headed

by Ambassador Marcel Heimo, is in charge of the planning and execution

of development projects and programs. In the Ministry of the Economy,

the Office for External Economic Relations, headed by Under-Secretary

Paul Jolles, deals among other things with LDC trade, private

financial flows and relations with international financial

institutions. In that Office, Ambassador Klaus Jacobi is in charge of

the financial aspects of development co-operation. The overall

planning and execution of Swiss aid policy is done by both ministries

together and the representation of Switzerland in international

conferences and institutions is assigned to one or the other on an ad

hoc basis. In April 1980, Atbassador Jacobi visited IDA projects in

Senegal in an attempt to gain first hand experience of IDA activities.

This was part of the Swiss government's recently stepped up public

relations campaign in favor of ODA when the Parliament is considering

the IDA debt waiver measure. The Ambassador was impressed by what he

saw during his visit and should be in a better position to respond to

queries from journalists on the subject of Swiss experience of IDA

projects.
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D. Public Attitudes

While the government, under the active leadership of Foreign

Minister Pierre Aubert, is making efforts to increase Switzerland's

participation in international institutions, the Parliament still

shows considerable reluctance. The recent debate on Swiss

participation in the regional development banks showed that the

traditional opposition from the extreme right as well as from the

extreme left to the established form of development is as strong as

ever. Because of the Swiss form of direct democracy where the

populace is called upon from time to time to express its views on

national and international issues, the attitudes of the voters, with

all its unpredictability, assumes a much greater importance than in

other countries. The decisive mass of Swiss voters is distant from,

and skeptical of, official development assistance. As witnessed by

the high level of private contributions (US$48.6 million in 1978, or

28'/ of ODA), the Swiss people have a tendency to regard development

more as a direct human effort than something that requires large-scale

programs by big organizations. Because of this popular attitude, it

has not been too difficult for anti-aid groups to mobilize the Swiss

electorate to vote down an aid-related bill (such as IDA in June 1976)

when it was put before them. There are indications, however, that

even the Swiss conservative financial circles are becoming more

interested in North/South issues. Recently, a monthly publication of

the largest Swiss bank (UBS) commented on the state of North/South



dialogue and emphasized the importance of the Brandt report, the

dangers of protectionism, the need for substantial relief for the 800

million absolute poor, the need for additional funds for middle-income

countries, and growing criticism of Switzerland's poor aid performance

and failure to contribute to IDA.

E. Relationship with IDA

Despite the 1976 referendum on IDA and the general negative

public attitude to official aid, the Swiss authorities have recently

embarked on an "IDA strategy" which involves three steps: first,

waiver of IDA 2 and 3 debts, amounting to about SwF. 180 million

(USS110 million), then more Swiss co-financing of IDA projects and

ultimately, a Swiss contribution to IDA 7. Considerable progress has

been made on the first point. In June 1980, the first chamber of

Parliament voted in favor of the Government proposed debt waiver.

however, it also added a clause submitting the proposal to a

referendum (provided enough signatures can be collected). The

proposal now goes to the Council of State (the Second Chamber), where

a vote is expected on October 10. Under the Swiss Constitution, no

referendum is required for ratification, unless both chambers of

Parliament vote specifically to submit it to a referendum. The First

Chamber has so voted. It is likely that the Second Chamber will vote

a similar provision.

In terms of co-financing, Swiss authorities have recently
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held extensive discussions with Bank staff on a number of projects.

Three of these projects are scheduled for Board presentation in FY81.

As to the likelihood of Swiss contribution to IDA 7, it is still too

early to tell. Membership in the Bretton Woods institution will be a

key test in this regard. Although legally, future Swiss commitments

to IDA 7 only require approval of the Federal Council, the latter may,

as a matter of political expediency, decide to submit future IDA

commitments to parliamentary ratification. Finally, a so-called

"initiative" requiring 100,000 signatures can open the way for a

referendum on a change of the Constitution. Thus, it would be

conceivable for example that through such an "initiative" the voters

will put a clause into the Constitution barring membership in any

multilateral organization such as IDA.
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III. BORROWINGS ON THE SWISS CAPITAL MARKET

During FY79, the Bank's total borrowings in Swiss Francs

amounted to SwF 2,400 million, equivalent to about US$1,431 million or

about 33.4% of the US$4,288 million FY79 borrowing program.

For FY80, the Bank's total borrowings in Swiss Francs

amounted to SwF 1,600, equivalent to about USS1,019 million or about

19% of the USS5,324 million FY80 borrowing program. Of the SwF 1,600

million, SwF 100 million was placed directly with the Saudi Arabian

Monetary Agency (SAMA), SwF 400 million in the form of 3- ane 4-year

notes to central banks, and SwF 1,100 million was raised in the Swiss

capital markets in the form of public offerings, private placements

and loans. For FY81, the Bank's total borrowings in Swiss Francs as

of September 30, 1980 amount to SwF 825 million (about US8509

million). This amount includes SwF 175 million from SAMA which is not

yet signed.

On June 30, 1980, outstanding Swiss franc borrowings

amounted to SwF 8,785 million (US$5,427.9 million equivalent) which

represent 18.3% of the Bank's outstanding debt.

The positive attitude of the Swiss National Bank towards

central banks holding Swiss currency as part of their official

reserves has resulted in two Swiss franc denominated issues to central

banks amounting to SwF 400 million (US$237.4 million equilavent), with
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a third such issue currently being offered. The Swiss National Bank

also supports the recycling of OPEC surpluses through the issue of

Swiss franc denominated, privately placed debt. One such transaction

for SwF 100 million (USS57.2 million equivalent) with SAMA was

successfully concluded in FY79.

Further new developments have served to broaden the market

for IBRD borrowings in the Swiss capital market. For the first time

an issue of SwF 100 million (US$57.2 million) was placed with banks

other than the big three (Credit Suisse, Swiss Banking Corporation,

Union Bank of Switzerland), another operation which increased the

scope of the market. Two additional banks have been included in the

Banlks private placement syndicate.

In addition, the Bank is currently envisaging transactions

which will combine the big three with the cooperative banking sector

and the cantonal banks. Fiscal year 1980 saw the Bank's first

syndicated loan of SwF 200 million (US$120.5 million) in the Swiss

capital market, and this has been repeated, in the same amount, in

FY81. Finally, there were a tctal of 12 transacticns in FY80 as

opposed to three or four up to a few years ago; an increase in

activity which bespeaks the Bank's increased access to the Swiss

market.
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POLITICAL AND ECONOMIC SITUATION

A. Political Situation

The basic elements of the Swiss political system are a small

but efficient federal government which keeps a low profile in view of

the Swiss abhorrence of bureaucracies, a parliament which does not

possess much expertise of its own and therefore traditionally follows

most government recommendations, and the "sovereign" (the Swiss people

itself), which is called upon to vote directly on a large number of

issues through popular referenda. More and more in recent times, the

Swiss voter has ignored recommendations from the government and from

parliament. Proposals which involve increased public spending and an

enhanced role for government are usually rejected by the electorate.

Typical examples were the IDA referendum in June 1976, the vote on a

new wealth tax in November 1977, and the twice defeated attempt to

introduce a new value-added tax in June 1977 and May 1979. The

failure to obtain new sources of revenue leaves the federal government

in a constrained financial situation, forcing it to cut down on public

spending.

Parliamentary elections in late October 1979 did not change

the Swiss political scene to any great extent. Four parties currently

make up 85% of the National Council, Switzerland's lower chamber (a

proportion unchanged from previous session). These are the Christian

Democrats (CVP) with 22% of the seats, the Liberal Party (FDP) with
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25%, the Social Democratic Party (SDS) with 25%, and the centrist

Swiss People's Party (SVP) with 11%.

For more than 15 years, these four parties have formed an

informal coalition which is known in Switzerland as the "magic

formula." The formula implies that, of the seven-member cabinet, two

ministers each will be put up by the PDP, CVP, and SDS, and one by the

SVP. Despite rumblings from the Social Democrats before the last

elections that they might withdraw because so many of their reform

initiatives have been frustrated, they have remained in the Council

and the "magic formula" has been left intact for the time being. At

present, the Social Democrats are preparing a proposal to reform the

Swiss banking system with a view to reducing its influence and lifting

some of the bank secrecy regulations, but again they fear that this

initiative will end without a tangible result. Despite the Social

Democrats' discontent, it is regarded as unlikely that they would go

so far as to leave the coalition, which after all has provided them

with ministerial posts and other positions of influence.

Following the elections, Defence Minister Rudolf Gnagi

resigned because of failure to provide the Swiss army with new tanks.

The former Minister of Finance, Georges Andre Chevallaz has assumed

the defense portfolio and is President, under the rotating presidency

system. Former Transport and Energy Minister, Willy Ritschard (one

of the Social Democrats), has remained in the Council despite failing
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health and has been given the finance portfolio. Leo Schlumpf (CVP)

is the new member given the energy portfolio. At present, the

following ministers are of importance to the Bank: Foreign Minister

Pierre Aubert (SDS), Finance Minister Willy Ritschard (SDS) and

Economics Minister Fritz Honegger (FDP).

The main foreign policy issue of interest to the Bank is the

question of Switzerland's membership in the UN and in the Bretton

Woods institutions. Switzerland is already a member of most UN

special agencies. Before the last elections, Foreign Minister Pierre

Aubert was pushing hard for full UN membership, but an increasing

number of officials in his own Ministry (and in the Economics

Ministry) have been arguing that membership in the Bretton Woods

institutions should be the first order of business. The argument runs

that UN membership stands little chance of being accepted by the Swiss

people (recent opinion polls have consistently shown a majority

against joining), and that it would be hopeless to try to obtain

approval for Bretton Woods membership in the wake of an unsuccessful

UN referendum. If, on the other hand, the more easily accepted

Bretton Woods membership came first, chances would look much better.

It is, of course, recognized that Bretton Woods membership, too, is

far from certain to be accepted, particularly in view of the negative

precedent of the 1976 IDA referendum. The Government was expected to

submit- its proposal on UN membership to the Parliament later this
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year. However, Foreign Minister Aubert, who is the main proponent of

the idea, was nearly defeated in the last election and is reportedly

going slow on this issue. All indications are that even if the

Government submits a message to the Parliament, the latter is likely

to procrastinate till prospects for the popular vote improve.

Membership in international organizations requires parliamentary

approval and is subject to the so-called discretionary referendum,

which means that Parliament has to put in a clause which says in

effect, "we approve this, provided the Swiss do not ask for a

referendum within 90 days.' The general expectation is that a

referendum will be initiated.

B. Economic Situation

Overall, the Swiss economy has done relatively well since

the 197.5 recession which resulted in an 8% loss of GNP. Small, but

steady growth rates in real terms have since compensated for about

half of that loss. Continued improvements in productivity and

successful development of new products, combined with generally stable

real exchange rates and labor discipline have kept exports (which

account for one-third of GNP) competitive and have allowed the Swiss

to reach and maintain their position at the top of the world table for

GNP per capita.

In the past 24 months, however, two outstanding developments
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have marred an otherwise stable economic situation in Switzerland.

The first was the dramatic rise in the value of the Swiss Franc in the

second half of 1978. In the year ending September 1978, the Swiss

franc had risen by 41.5% against the average of its 15 most important

trading partners' currencies. This rise had a profoundly negative

impact on exports. With exports accounting for 30% of GNP, the impact

of stagnating and then falling exports quickly spread through the

economy, slowing the growth in production.

In 1978, the GNP growth rate fell to 0.2% compared with 2.7%

in 1977. While fiscal policy did not react to the deflationary effect

of the currency's appreciation, in late 1978 the National Bank

abandoned its policy of fixing monetary targets and set instead a

target for the exchange rate with the D-Mark, because -of Swiss

exports' heavy dependence (20%) on West Germany. As a result of the

National Bank's intervention in the foreign exchange markets, by June

1979 the Swiss franc had retreated from the dizzying heights it had

reached earlier. Exports regained their competitive edge as the real

exchange rate of the Swiss franc declined further.

The second major development in the Swiss economy came in

the form of an unaccustomed inflationary push which began sweeping the

economy in late 1979. By December 1979, the consumer price index

which had been rising by about 1% a year, shot up to an annual rate of

more than 5%. The absence of the dampening effect of the steady Swiss
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franc appreciation, together with the increases in the prices of oil

and other raw materials, had finally worked through the system to

produce their maximum impact. Moreover, the National Bank's

intervention in foreign exchange markets in the preceding months had

led to a 25% increase in the narrowly defined monetary base in the

year ending December 1979.

Inflation is now considered as Public Enemy No. 1. The

Swiss are worried that unless they control rising prices their exports

will suffer and prevent any increases in, and possibly lower, living

standards in the future. The National Bank is following a prudent

monetary policy which would keep the growth rate of money supply at

about 4% in 1980, roughly equal to the projected growth in nominal

GNP.

Another fundamental change in the structure of the economy

is the recent disappearance of major current account surpluses.

Switzerland had been criticized in the past by other industrial

countries for its slow growth and high current account surplus. both

of which were contrary to the concerted action agreed among OECD

members. In 1979, a combination of rising raw material prices and

growing demand for imports following the economy recovery in the first

half of the year increased the import bill by 15% (10% in real terms).

Exports, on the other hand, increased by only 5% (2% in real terms)

and as a result the trade deficit rose to US$4.7 billion in 1979



ANNEX I

Page 7

compared with US$1.1 billion in 1978. The trade gap pushed the

current account surplus down from US$4.4 billion in 1978 to US$2.4

billion in 1979. Further deterioration in the terms of trade in early

1980 has widened the trade gap further. Large exports of capital and

increased investments abroad caused by the big difference between

interest rates in Switzerland and abroad in the first half of the year

will reduce the service surplus and is likely that by end 1980

Switzerland would have registered its first current account deficit in

ten years.

In 1980, GNP is expected to grow by 1% (just above the 0.8%

rise in 1979) largely on account of good export performance and a

booming construction industry in the first half of the year. Private

consumption will grow no faster than last year's 1.7% while public

consumption will rise by only 1% in view of continuing budgetary

constraints. Meanwhile, gross investment is expected to grow at about

5% compared to 7.2% in 1979. Since economic activity in Switzerland

always follows the evolution of the international situation some six

to twelve months later, the negative impact of the recession in other

industrial countries, particularly the LS, is likely to hit the Swiss

economy in late 1980 and first half of 1981. Thus, the outcome for

1981 may well be near zero growth.

Overall, the Swiss economy is probably less equipped today

to meet recession when it comes, than it was in 1974. Although
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unemployment at 0.2% is at its lowest since 1974, it must be noted

that during the last recession the labor force was reduced by about

10%. Two-thirds of those leaving the market were migrant workers who

went home and were not replaced, the remainder being mainly part-time

workers and those who had postponed retirement in the boom years.

Such adjustment will be difficult to repeat in the face of a new

recession. Moreover, although Swiss interest rates are lower than in

other industrialized countries, at about 5.5% they represent a near

doubling in a matter of years. Thus, higher interest rates have

eroded but not eliminated one of the comparative advantages of Swiss

industry.

The Swiss economy has probably used up most of the safety

margins it had accumulated in the good years. Economic management,

including fiscal and monetary policies will therefore have to play a

more important role than in the past, particularly in the difficult

times immediately ahead.
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COFINANCING

In FY79 Switzerland cofinanced its first Bank Group project

($5.0 million was provided for an IDA project in Bangladesh). In FY80

cofinancing increased sharply to $295.0 million.

Amount
of Cofinancing

Country Project IBRD/IDA US $ million

Turkey Karakaya Power IBRD 295.0
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SWISS STAFF IN THE WORLD BANK

From June 30, 1975, to June 30, 1980, the number of

Swiss staff in levels J and above rose from 19 (1.0%) to

26 (1.0%).

SWISS NATIONALS IN LEVELS 0-0
(As of June 30, 1980)

ROULET - Chief of Resident Mission, South Asia - Field

WYSS - Assistant Director, Latin America and Caribbean
Projects Department
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Table 4t ESTIMATED EFFECT OF tBoin AND IDA nPERATtONS OK SWITZEALAND-3
RALAWE OF PAYPTkrS THPOUCM FVRO

(VS3 millions; Fiscal Years)

Through
1971 1972 1973 1974 1975 1976 1977 1978 1979 IWO

TBAD EFFECT

Current Account

Procurement of Goods so' 323 39 As 47 4,9 54 49 72 139 139Interest to Bond Holders b/ 144 13 22 24 38 41 72 1016 156 221Interest to Loan Holders i/ 12 
2 3 3 1Administrative Expenses Inclwdlng issuance

Costs of Bonds 9 A 1 5 3 10 7 22 14Less: TAKI lnvestr ent Income 1 2 -2 1Loan Charges
Equals: Balance on Current Account -CAT -- W -- TT -- 7-4 -Tff -M

Capital Account

Loans Disbursed and Outst&nding

Less: IZ Subscription r/
92 Subscription '/
Yet IBRD Bond SaTes b/ 261 113 -55 147 -3 363 379 304 1359 5coNet IBRD Loan Sales / 1 2 2 15 14 -2 -19 -10Zquals: Balance on CapItal-Account -T61 53 149 -- 378 3 9-T -- j02 -D 413 -7, 6

Balance an Current and Long-Term Capital Account 226 -60 124 -7-3 8R -275 -260 -114 -1020 -116

Investments with Maturities over One Tear

Balance on Current and Long-Terz Capital Account
and Investments 

226 -60 124 -75 88 -275 -260 -114 -1020 -116

IDA EFFECT

Current Account

Procurement of Goods a/ 30 2 5 6 22 18 21 24 32 12Administrative Experses
Less IDA Investment Incorze 

- - - -- 22 18 - -
Equals. Balance on Cu-rent Accoun, 30 2 5 21 24 2 11

Capital Account

Proceeds o'f Loans 12 23 1/6
Equals: Balance on Capital Accoun. -12 23 1-

Balance on Current and Lo.-S-Term Capital Account la 2 -18 _8 72 is 21 24 32 12

Investments with Maturities over One Tear

balance on Current and Long-Tem Capital Account
and Investments 

is 2 -18 --A 22 18 21 24 32 12

COMBIKED TERVIDA EFFEC7

Current Account 
517 56 76 8,3 107 121 154 212 352 V6Capital Account, -273 -114 30 -163 3 -378 -393 -302 -1340 -4!0Investcents

Balance on Current and Long-Term Capital Account
and Investments 

244 -58 106 -83 t10 -757 -239 -90 -988 -1(4

&/ Includes procurecent. sp-ecifically identified as origlnatinZ In Switzerland and the same proportion of procurement no IIdentifiable by country, of origin.

V1 US dollar t onds and loans in other than Swiss francs are included. but transactions with the BanlL for InternationalSettlements are excluded.

e/ Pion-eeaber.

CENEILAL NOTE: The aao ,nts shown are In USS equivalents. using the exchanpe rates prevailinp. at the time the trAnsactiovstook place; thertfore, they will not necessarily agree with those ahovn In t te Bank's financial statements.

FAD
9/30/80



TABLE 5: FLOW OF RESOURCES FROM DAC >E MERS

(Net Disbursements, US$ millions)

ODA
Preliminary Total Flows

Actual Estimates Projected Actual

Ranking Country 1973 1978 1979 1984 1973 1978

1 United States 2655 5664 4567 8416 8033 16170

2 Germany 1102 2347 3378 5737 1807 7561

3 France 1461 2705 3342 5932 2773 7929

4 Japan 1011 2215 2638 5371 5844 10704

5 United Kingdom 658 1456 2067 2903 1528 10186

6 Netherlands 322 1074 1403 2457 612 2692

7 Canada 485 1060 1.033 1701 1074 2193

8 Sweden 275 783 956 1702 360 1338

9 Belgium 235 536 626 1205 507 2795

10 Australia 302 588 620 1062 370 710

11 Denmark 132 383 448 781 202 633

12 Norway 87 356 429 790 95 638

13 Italy 192 375 279 605 645 3213

14 Switzerland 65 173 205 400 299 3727

15 Austria 40 166 128 336 145 501

16 Finland 28 55 90 191 27 134

17 New Zealand 29 55 62 99 36 84

a/ Ranking is by ODA Flows in 1979

Source: Historical filures through 1979 are as reported by donors to OECD/DAC;

1984 figures are Bank Staff projections.



TABLE 6: CO>PARATIVE AID PERFORMANCE OF DAC EMB-ER COUNTRIES

(7. of GNP)

ODA
Preliminary Total Flows

a/ Actual Estimates Projected Actual

Ranking Count 1973 1978 1979 1984 1973 1978

1 Sweden 0.56 0.90 0.94 0.95 0.73 1.53

2 Netherlands 0.54 0.82 0.93 0.98 1.03 2.06

3 Norway 0.43 0.90 0.93 0.99 0.48 1.60

4 Denmark 0.48 0.75 0.75 0.70 0.74 1.24

5 France 0.57 0.57 0.59 0.60 1.09 1.68

6 Belgium 0.51 0.55 0.56 0.65 1.11 2.85

7 Australia 0.47 0.54 0.52 0.51 0.57 0.66

7 United Kingdom 0.37 0.48 0.52 0.40 0.86 3.27 /
9 Canada 0.39 0.52 0.47 0.44 0.90 1.09

10 Germany 0.32 0.37 0.44 0.46 0.52 1.18

11 New Zealand 0.27 0.34 0.30 0.30 0.33 0.52

12 Japan 0.25 0.23 0.26 0.29 1.44 1.10

13 Finland 0.16 0.17 0.22 0.27 0.16 0.40

14 Switzerland 0.16 0.20 0.21 0.27 0.72 4.23 b/

15 Austria 0.15 0.29 0.19 0.29 0.53 0.86

15 United States 0.20 0.27 0.19 0.22 0.62 0.76 c

17 Italy 0.14 0.14 0.09 0.11 0.47 1.23

a/ Ranking is by ODA/GNP ratio in 1979.

b/ Swiss and U.K. figures include all commercial bank flows originating in

these countries; i.e., loans by a British subsidiary of an American

commercial bank are included in British comme-cial bank loans.

c/ Including flows from U.S. affiliates in off-siore banking centers and

other DAC countries, the U.S. total flow was ).93% of GNP in 1978.

Source: Historical figures through 1979 are as reported by donors

to OECD/DAC; 1934 figures are Bank Staff projections.



TABLE 7: CONCESSIONALITY OF ODA COMMITMENTS

Overall Grant Element Grants as a % of

of the ODA Program Total ODA Commitments

Ranking a/ Country 1977 1978 1979 1977 1978 1979

1 Australia 100.0 100.0 100.0 100.0 100.0 100.0
2 New Zealand 99.8 100.0 n.a. 99.7 100.0 100.0
3 Norway 100.0 100.0 100.0 100.0 100.0 100.0
4 Sweden 99.8 100.0 100.0 98.1 99.3 99.6
5 Finland 97.0 99.0 96.7 89.9 96.8 91.0
6 Italy 97.7 98.0 100.0 94.2 96.8 99.6
7 Belgium 98.3 98.6 98.0 90.9 92.2 89.4
8 Canada 97.5 96.6 97.1 76.7 78.0 83.2
9 Denmark 97.3 95.3 96.7 85.5 73.9 77.0

10 Netherlands 91.1 93.3 92.4 77.3 82.4 80.6
11 United Kingdom 96.8 93.2 95.8 94.6 86.6 89.5
12 Switzerland 97.5 93.1 95.8 93.8 89.3 87.9
13 France 93.0 92.3 93.0 85.2 87.7 n.a.
14 United States 88.9 89.4 91.6 67.8 68.5 75.1
15 Germany 85.6 87.4 84.2 58.9 58.0 58.0
16 Japan 70.2 75.0 77.7 37.7 48.1 50.0
17 Austria 67.5 65.8 80.0 53.1 48.8 78.6

a! Ranking is by overall grant element in 1978.



TABLE 8: NET ODA FLOWS TO MULTILATERAL AGENCIES, 1979

Net Multilateral ODA IDA as a % Multilateral
of Total Net Aid as a % of

a/ % Cf Multilateral Total DAC

Ranking Country $ Million Total Net ODA Flows Multilateral

1 Italy 260.5 93.3 14.8 4.0

2 Austria 70.6 55.2 59.6 1.1

3 Finland 48.0 53.6 28.5 0.7

4 Switzerland 98.0 47.7 - 1.5

5 Canada 475.2 46.0 33.7 7.3

6 Denmark 201.1 44.9 15.9 3.1

7 United Kingdom 904.0 43.7 53.0 13.9

8 Norway 179.9 42.0 17.6 2.8

9 Germany 1235.0 36.6 29.6 19.0

10 Sweden 337.2 35.3 28.6 5.2

11 Netherlands 441.5 31.5 29.9 6.8

12 Belgium 194.5 30.0 26.7 3.0

13 Japan 716.3 27.2 47.4 11.0

14 Australia 161.6 26.1 33.0 2.5

15 New Zealand 15.9 25.8 - 0.2

16 France 568.9 17.0 28.4 8.7

17 United States 600.0 13.1 - 9.2

Total DAC 6508.2 29.2 30.7 100.0

a/ Ranking is by pe centage of net ODA multilateral flows in total net

ODA flows for 19'9.

Source: OECD/DAC



Table 9. DISTRIBUTION OF ODA FROM OECD COUNTRIES IN 1979 BY DEVELOPING COUNTRY INCOME GROUP at
(Amounts In millions of dollars)

b/

To Low-Income Countries To Middle and Righ-Income Countries Total ODA

Percent of Percent of Percent of Percent of Percent of

Amount Total ODA GNP Amount Total ODA GNP Amount GNP

Australia 170 27 .14 450 73 .38 620 .52

Austria 46 36 .07 - 82 64 .12 128 .19

Belgium 467 75 .42 159 . 25 .14 626 .56

Canada 547 53 ,25 486 47 .22 1033 .47

Denmark 295 66 .50 153 34 .25 448 .75

Finland 47 53 .12 42 47 .10 89 .22

Prance 935 28 .17 2407 72 .42 3342 .59

Germany 1605 48 -. 21 1773 52 .23 3378 .44

Italy 173 62 .04 106 38 .05 279 .09

Japan 1315 50 .13 1323 50 .13 2638 .26

Netherlands 861 61 .57 542 39 .36 1403 .93

New Zealand 8 13, .04 54 87 .26 62 .30

Norway 293 68 .63 136 32 .30 429 .93

Sweden 634 66 .62 322 34 .32 956 .94

Switzerland 100 49 .10 105 - .11 205 .21

United Kingdom 1379 67 .35 688 33 .17 2067 .52

United States 1088 24 .05 3479 76 .14 4567 .19

Total 9963 45 .15 12307 55 .19 22270 .34

a/ Estimates.
b/ Includes bilateral ODA contributions and allocable shares of contributions to

to multilateral development assistance institutions.

FAD
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IDA PROJECT WORK

Introduction

1. Since 1960, when IDA began operations, to the present it has made
development credits of over $12 billion in support of some 900 projects in
the poorest countries of the world. These projects have covered a wide
range of activities, including developing agriculture, improving education,
increasing electric power output, expanding industry, creating better urban
facilities, promoting family planning, extending telecommunications networks,
modernizing transportation systems, improving water supply and sewerage
systems, and establishing medical care. In developing these projects, IDA
has made a deliberate effort over the years to assure that the benefits
reach the lowest income groups within the poorest countries where life is
truly at the margin of subsistence. At the same time, it has assured a
good economic rate of return on the investment to sustain further develop-
ment and tried to incorporate methods that will enable the poorest segments
of the population to continue to participate effectively in the development
process.

2. This paper outlines how IDA as an institution works with a borrow-
ing country to formulate a long-term development strategy suitable for that
country given the limited resources available to it. The paper also discusses
the standards and procedures IDA uses to generate and execute economically
sound projects within this framework which also improve the lives of the
very poor; and explains how IDA systematically monitors and evaluates projects
and uses the lessons of experience to further improve the quality of assis-
tance it provides. A final section illustrates IDA's project work in the
poorest countries.

I. Country and Sector Perspective

3. The projects for which IDA gives financial assistance constitute
the main vehicle by which the Association transfers financial and technical
resources to the poorest countries of the world. IDA's role in the project
cycle is performed largely by its projects staff who now total about 1,100
drawn from almost 100 nationalities. Projects staff comprise almost three-
quarters of all operational staff and nearly half of all professional staff.
Though there are substantial groups of economists, financial analysts, and
engineers, an extraordinary variety of other specialized disciplines --
agronomists, sociologists, demographers, nutritionists, etc. -- is also
represented among the staff. These professionals undertake extensive economic
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and sector analysis within each borrowing country, which provides the
framework for formulating an appropriate long-term development strategy
for the country's economy and its major sectors, including policy and
institutional changes. Within this basic framework it is possible to
identify projects which fit into and support a coherent development

strategy. The economic and sector work programs for potential IDA
borrowers -- which generally cover a five-year period -- are carefully
reviewed to ensure that priority areas relevant to both a country's own
development problems and to the operational concerns of IDA are considered.
During the last five years (FY75-FY79) IDA has sent an average of 25
economic and sector missions each year to the countries that are its major
borrowers. In addition to missions from headquarters, the Bank has also
established a number of field missions, including substantial missions in
East and West Africa, India and Indonesia which assist countries in
identification and preparation of projects.

4. In preparing a development program in a given country or sector
and in selecting the most appropriat projects, IDA has over the years
increasiigly been coordinating its efforts with local experts. Also,
sector analyses are often carried out through one of the Bank's cooperative
programs with specialized U.N. agenc:es, or through studies financed by the
LTNDP, bilateral aid agencies, or specific provisions for studies by consul-
tants in earlier projects. The experience and knowledge gained from these

various sources, combined with its own operational work and research
significantly helps IDA improve its understanding of the entire development
process, particularly the complex interrelationships that exist among
various sectors.

5. For instance, in recent years, special efforts have been directed
towards the improvement of small farmer productivity, development of non-
farm rural employment opportunities, and the expansion of rural infrastructure.
Better knowledge of local conditions and the interrelationship of various
factors affecting development such as health, nutrition, education and
training, and their implications for particular groups of the population
(such as young people and women) have led to more appropriate design of
projects. Similarly, special studies have been undertaken to identify
appropriate forms of assistance for small-scale enterprises and labor-
intensive activities in urban areas.

II. IDA Work Methods and Project Standards

6. The lending terms of IDA credits are, of course, much more conces-
sional than for Bank loans, but aside from lending terms the procedures
applying to IDA projects are identical to those used for Bank projects --
the same stringent standards in assessing the soundness of projects are
applied. The decision as to whether a project will receive Bank or IDA
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financing terms is decided on country eligibility grounds,1/ not in relation
to project characteristics. The selection and preparation of projects, the
tests of economic and financial viability, the eligible uses for loan pro-
ceeds, procurement standards, and the close supervision of projects during
execution are all exactly the same as for Bank financed projects. Moreover,
IDA though legally a separate and distinct entity, has the same management
and staff as the Bank. Its policies are set, and its operations controlled,2
by the same Board of Executive Directors who report to the same Board of
Governors.

7. The cycle of a typical IDA project usually consista of six sequential
stages: identification, preparation, appraisal, negotiation and approval,
supervision and ex-post evaluation. The table below shows the approximate
time spent at each stage and shows that IDA typically is involved with a
project for approximately 11 years from inception to complete fruition.

The Project Cycle

Time Elapsed Staff Input
(years) (staff years)

Identification 0.5 0.2
Preparation 1.5 0.6
Appraisal 0.7 1.4
Negotiation and Board 0.3 0.3
Supervision and Ex-post 8.0 2.0
Evaluation

TOTAL 11.0 4.5

8. Priority and suitability of projects are,normally established
through various tests of project acceptability. First the proposed project
must fall in a sector of high economic and social priority for development
as interpreted by the government's development plans and agreed by the
Association. Thereafter, it must be established whether a project has sound

1/ Eligibility for IDA financing is determined by country-specific criteria.
Factors taken into consideration include: (1) a country's relative
poverty; (2) its lack of creditworthiness for conventional lending; and
(3) its ability to use IDA resources effectively.

2/ Every IDA project must be approved by IDA's Board of Directors, based
upon staff documentation assessing the project's feasibility, its
expected developmental impact, and the required institutional and
financial arrangements needed to ensure efficient implementation at a
cost commensurate with the project's expected benefits.
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technical and economic prospects. In this process, greater stress is being
placed on local capabilities in generating projects. As national and sectoral
planning units have become better established and staffed in IDA countries,
more and more project ideas are being conceived and developed into-substantive
proposals by the borrowing countries themselves. IDA continues, however, to
take an active role in providing technical and financial assistance. To help
the borrowing country, IDA may provide special loans for technical assistance
or detailed engineering, make financial advances from a recently established
Project Preparation Facility, reimburse the borrower under the proposed credit
for preparatory work done earlier, or include funds for this purpose in a loan
for another project in the sector. Cooperative programs between the Bank and
FAO, WHO, and UNIDO are also important sources of preparatory support, as are
the UNDP and bilateral aid programs.

9. The variety of experience that is brought to bear on projects in
IDA countries helps to ensure that the wide ranging aspects of project design
are carefully studied before a financing commitment is made. Project prepara-
tion and appraisal are, however, more than simply a process of satisfying
particular requirements for approval of a lending operation. Project prepara-
tion involves careful consideration of the full range of technical, institu-
tional, economic, and financial conditions necessary to achieve the project's
objectives. It covers the procedures necessary to: (a) establish unequivocally
the feasibility of the proposed technical design and operations of the project;
(b) prove the proposed project to be the best economic solution; (c) in some
cases, satisfy financial accounting and economic rate of return _xequirements;
and (d) conclude definite arrangements for management and implementation of
the project. The ultimate goal is to ensure that the benefits of IDA invest-
ments are as high as IDA and borrower ability in project design can achieve.

10. For example, a resettlement project might require studies and field
visits to locate arable land, transportation corridors, and to determine the
number of people living in the area proposed for resettlement. This would
then be followed by more detailed investigation of soils and water resources,
determination of the appropriate cropping pattern on the basis of available
resources and research knowledge, selection of the technical package necessary
for increasing crop yields, and economic and sociological studies of the
people being settled. Such studies would determine appropriate systems of
land tenure, extension services, marketing systems, project management, and
other institutional arrangements. Government policies relating to the cost
of inputs and the price to be paid for farm products would be studied, as
well as levels and methods of cost recovery and their impact on the financial
position of the beneficiaries and the government.

11. A critical element of preparation is identifying and comparing the
technical and institutional alternatives for achieving the project's objec-
tives. Most developing countries are characterized by abundant and low-cost
labor and scarce capital. IDA is therefore not looking for the most advanced
technological solutions but for those which are most appropriate to the
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country's resource endowment and stage of development. Though IDA has
financed advanced telecommunications equipment and the most modern container
port facilities, it nevertheless considers such questions as whether oxen
are more economical than tractors for crop cultivation; slum upgrading or
sites and services more suitable than conventional housing as minimal
accommodations for the urban poor; or public standpipes more appropriate
than house connections for water supply. Preparation thus requires
feasibility studies which identify and prepare preliminary designs of
technical and institutional alternatives and compare their respective
costs and benefits, and then go on to a more detailed investigation of
the more promising alternatives until the most satisfactory solution is
finally worked out.

12. All this takes time, and IDA is sometimes criticized for the
length of time required to make a loan. But for the countries concerned
each project constitutes a major investment with a long economic life,
representing the application of very scarce resources, and the time spent
in arriving at the best technical soJution, in setting up the proper
organization, in anticipating and dealing in advance with marketing and
other problems, usually pays for itself several times over.

13. As a result of both the increased emphasis IDA has put on project
preparation and the increased capacity of borrowing countries to help in
project 'reparation, IDA has been successful in building up its operations
in the pDorest countries.

1/
Number of Operations in the Poorest Countries

IDA 1 IDA 2 IDA 3 IDA 4 IDA 5
65-68 69-71 72-74 75-77 78-80

Number of Operations 30 50 98 125 179

% of Total IDA 37% 39% 46% 60% 57%

1/ 35 primarily agricultural countries receiving IDA credits with a median
per capita income of $160 (in 1976$). For detail on countries included
in this group see, 'IDA Lending and Prospects for the Poorest Countries'
(IDA/RPL/78-4 dated November 8, 1978).

14. As a project takes shape, and studies near completion, it is
scheduled for appraisal. Involving at least one major mission to the field,
a comprehensive review of the technical, economic and financial aspects of
a project is made by the staff before presenting a lending proposal to IDA's
Board of Directors. Appraisal also includes proposed procurement procedures
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to ensure compliance with the Bank's standards.-/ Eventually, supervision
of this particular aspect of project implementation may, in any one project,
involve the scrutiny of anywhere from a few to several hundred individual
contracts.l/

15. Throughout the whole project cycle, projects staff assess project
costs and benefits so as to measure the contribution of the project to the
development objectives of the country. This assessment is the basic criterion
for project selection and appraisal; in the end, the achievement of benefits
determines project failure or success. If possible, projects are also
subjected to a detailed economic analysis of their costs and benefits to the
country. The result of the analysis is usually expressed as an economic rate
of return. Over the years, the methodology of economic appraisal has been
continually refined. "Shadow" prices are used routinely when true economic
values of costs or benefits are not reflected in market prices as a result
of various distortions, such as trade restrictions, taxes, or subsidies.
"Shadow" price adjustments are made most frequently in the exchange rate
and labor costs used in calculating benefits. The distribution of a project's
benefits and its fiscal impact are considered carefully, and the use of
"social" prices to give proper weight in the cost-benefit analysis to the
government's objectives (improved income distribution and increased public
savings, for instance), is under consideration. Since estimates of future
costs and benefits are subject to substantial margins of error, an analysis
is made where appropriate of the sensitivity of the rate of return to
variations in some of the key assumptions.

16. The creation of sound and viable institutions is as important to
the success of the project as the completion of project facilities. IDA
staff, therefore, are devoting increasing attention to organization, manage-
ment,staffing, policies and procedures, and those government policies that
establish the environment in which project implementing agencies operate.
Attention to institution building is particularly needed in rural develop-
ment projects, in which new technical packages are introduced to increase
the use of productive resources, in which objectives aimed at achieving
equity among income groups are set, and in which success in introducing
new approaches depends on effective incentive and delivery systems. As yet,
there are no ready-made solutions for putting together institutional arrange-
ments that can effectively and economically deliver goods and services to large
numbers of people. Thus, in some cases, particularly in agriculture and
urban development, IDA has first financed pilot projects to build institu-
tions and experience before moving on to larger, second generation projects.

1/ A detailed description of the procurement procedures is contained in
"Guidelines for Procurement Under World Bank Loans and IDA Credits"
(March 1977).

2/ In addition to the guidelines on procurement, the use of IDA resources
is governed by certain methods of disbursement which are described in
detail in "Guidelines for Withdrawal of Proceeds of World Bank Loans and
IDA Credits" (October 1974).
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This has allowed IDA to effectively, and within the administrative capacity

of the borrowing countries, increase the scale of projects.

17. Another important aspect of project analysis to which IDA gives

considerable attention is the financial appraisal. Financial appraisal is

designed to ensure, for example, that enough money is available to cover

the costs of implementing the project. IDA credits do not normally cover

all project costs. A typical IDA credit finances a project's foreign
exchange costs and the borrower is expected to meet some, or all, of the

local costs. IDA has financed, however, and within prudent limits, local

currency expenditures when the particular circumstances (particularly in

countries with insufficient resources for capital investment) warranted

doing so. IDA projects have increasingly attracted co-financing from such

agencies as the European Development Fund, the several Arab funds, the

regional development banks, and bilateral aid agencies. The varying role
that IDA plays in co-financing depends on factors such as the wishes of
the borrower, the capacity and experience of the co-lender, and the type

and the source of co-financing. In some cases, co-lenders are actively
sought to help finance a fully prepared and appraised project (in such
cases, IDA takes full administrative responsibility for negotiation and

supervision); in other cases, IDA's initiative and responsibility are

much less.1/

18. Financial appraisals of revenue-earning entities that may be

sub-borrowers of IDA are built around the concept of financial viability.
Financial statements are closely reviewed, accounting systems are checked,

and, if needed, new and improved procedures are introduced through
technical assistance components built into IDA credits. Commitments
contained in project agreements between executing agencies and IDA usually
include safeguards to ensure the continuing financial integrity of sub-

borrowers. The financial standards that are applied are designed to help
in maintaining financial discipline among sub-borrowers even though IDA
lending terms to governments are "soft". In many cases, the question of

what constitutes an "adequate" level of service charge is highlighted in

appraisal reports and negotiated with the borrowers, leading to agreements

on adjustments of such charges. Account must, of course, be taken of the

ability of beneficiaries (such as farmers who make use of irrigation
systems and households that benefit from water supply projects) to pay for
these services. Nonetheless, it is IDA's policy to attempt to strike a
balance between this factor and the need to use scarce resources effi-

ciently and to generate additional funds to replicate the project so that

larger numbers of beneficiaries may ultimately be reached.

I/ A review of the Bank's activities in co-financing with more detailed

description of the various types of arrangements, is given in the

booklet, "Co-financing: Review of World Bank Activities" (December
1976).



19. There are numerous ocher aspects of project design that cannot
readily be quantified. These "unquantifiable" factors are frequenLly of
prime importance to the eventual success of those projects that are aimed
at relieving some of the more intractable developmental problems. By
including nutrition, health and training components in "new-style" inte-
grated projects, IDA hopes to reinforce the development benefits reaching
the poor. IDA has, for instance, increasingly been able to influence
governments' policies in the health sector through its integrated develop-
ment projects, and as a result of its broad contacts with national health
authorities. Similarly, IDA has focused attention on the role of women
and young people in the development process.

20. Periodic supervision by staff of projects under implementation
is also an important source of gaining project experience. This has also
proven to be one of the most effective ways in which IDA can provide
technical assistance to its member countries. Increasingly, supervision
has come to be recognized by executing agencies and governments as a
useful vehicle for the exchange of experience and an exercise in collective
problem solving -- not merely a bureaucratic requirement. IDA consistently
attempts to act as the partner of the borrower, sharing its interest in
the success of projects. Therefore, problems and their solution are treated
as matters of joint concern and IDA staff attempt to establish and maintain
a frank and close operational relationship with borrower staff. This helps
to ensure the latter do not hesitate to reveal existing or potential diffi-
culties. IDA staff routinely share with the borrower their experience
with similar projects in other countries and thus supervision activities
frequently include a good deal of informal technical assistance to borrowers
and in this way contribute importantly to institution building aspects of
projects. Methods have been developed to enhance the effectiveness of
supervision work, including a greater reliance on field office staff to
deal with urgent problems that arise. An annual review is made of the
entire supervision process to identify major issues in implementation; as
a result of the review, recommendations for changes in IDA's policies and
procedures are often made. Supervision activity, which is closely monitored
to ensure appropriate and efficient utilization of staff resources, thus
reflects IDA's continuing concern with a project's progress once a commit-
ment for financial assistance has been made.

III. Evaluation of IDA Project Experience

21. Evaluation of project experience through systematic, independent
professional reviews is both a management tool to properly assess the impact
of development assistance, and a valuable procedure for dissemination of
lessons learned both within the Bank and within borrowing countries. Some
eight years ago, a system of ex-post evaluation of Bank and IDA projects was
inaugurated. Since then, this system has been steadily expanded and improved
upon. Evaluation of projects at the end of the disbursement period, comparing
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actual experience with previously expected results has become an essential
element of IDA procedures. Ex-post evaluation reports have contributed
significantly to improvement of on-going projects and provided valuable
insights into the major constraints to development. To enhance the effec-
tiveness of the evaluation process, IDA seeks active participation by
project management or agencies in the borrowing country. To ensure that
the evaluation process is functioning properly and that an independent
assessment is made of IDA operations, a separate operations evaluation
department, working since 1974 solely under the responsibility of the
Director General, Operations Evaluation, conducts independent reviews,
on a selective basis, and reports annually to the Board of Executive
Directors, L/

22. The latest two "Annual Reviews of Project Performance Audit
Results" published by the World Bank cover the reviews of some 180 projects
financed by the Bank and/or IDA. These reviews illustrate the diverse and
complex micro-problems ot development; their findings underline the need
for adequate understanding of the local conditions in which the Bank and
IDA operate. As the two reviews pointed out, inflation and exchange rate
movements had a strong impact on cost performance of many of the reviewed
projects; many projects were changed during implementation and took longer
to complete than had been planned. However, the great majority cf the
projects reviewed (roughly 90%1 of investments) clearly remained worthwhile
with expected economic returns similar to, or substantially bettE.r than,
estimated at appraisal.

23. The two project performance reviews pointed to the need for
further improvement in project preparation, and more effective Eupervision,
training and institution building, aiTeas in which the Bank has bEen increas-
ing its efforts. There is growing eridence of better results with newer
projects in which borrowers play a larger role at all stages of the project
cycle and better use is made of expau:riaee personnel under the borrowers'
responsibility for project management. As the last review pointed out,
there remains a need for the Bank and IDA to carefully evaluate the
possibilities of pilot projects, especially where new borrowers or new
style projects are involved.

24. IDA has been particularly concerned with the evaluation of its
operations in areas where new ground has been broken, such as in integrated
rural development projects and urban poverty programs. At the same time,
experience from earlier projects in the more traditional sectors, on which
more detailed information over a longer period of time is now available,

I/ A detailed description of the system of operations evaluation and its
standards and procedures is given in the booklet, "Operations Evaluation,
Standards and Procedures", June 1976. Two Annual Reviews of Project
Performance Audit Results have been published in February 1978 and
November 1978 respectively.
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is being used to make appropriate adjustments in procedure and approach.
In its more recent operations IDA has, for instance, placed greater
emphasis on thorough analysis of sector conditions, and based on this,
on reaching agreement with governments about broad sectoral policies
before proceeding with detailed project design. Greater importance is
now being attached to assessment of socio-economic factors than in
earlier operations. IDA has learned that failure to take into account
the often complex nature of local behavioral patterns can result in wasted
efforts of bringing otherwise well-designed new technologies to effective
use by the target population.

25. Experience has also indicated that greater emphasis is needed in
promoting the growth of institutions which can ef ctively administer
development projects and programs in key sectors.- Inclusion of training
components in an increasing number of projects, technical assistance for
establishing planning units and greater emphasis on policy dialogue with
member governments are among the efforts to improve this situation. IDA's
country economic and sector work is used in addition to specific project
operations to assist in this institution building effort.

26. Another problem area to which considerable attention is being
given, both during the course of supervision and ex-post evaluation, is
the monitoring and analysis of delays in project implementation. There
are no uniform standards that can be applied in-judging whether a project,
or particular elements of a project, should have been completed faster
than was actually the case. Most measurement is done against earlier
expectations which might have been unrealistic. It is thus essentially
a question of ensuring that project preparation and appraisal take into
account all the circumstances that might affect project implementation.
Identification of these circumstances along with the experience gained
in prior projects in various countries and sectors have resulted in better
prepared projects executed on a more timely basis.

27. Retrospective analysis of project experience has already
contributed much to a better understanding not only of the various factors
influencing physical completion of IDA financed projects, but also of the
complex inter-relationship of ecologic and socio-economic conditions,
technological innovations and institutional and policy requirements needed
to achieve optimum developmental objectives. The process of learning from

1/ Recognizing the importance of continuous expansion of the ability of
developing countries to plan and administer development projects in a
variety of sectors, the Economic Development Institute of the Bank Group
has increasingly supported training courses overseas, while reducing the
time of its own teaching staff involved. These courses cover a wide
spectrum of subjects from agro-industrial project management to develop-
ment policy analysis and decision making. In 1978, such courses were,
for instance, given in Tanzania for government officials in Eastern and
Southern Africa, in Kenya and in India.
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experience is, of course, a continuous one: for instance, differing manage-
ment and organizational approaches and technical packaves continue to be
tested in rural development. So far experience has shown that, by and
Large, farmers seem to have responded quickly and properly to new pricing
and marketing policies while the degree of acceptance of new technical
packages depended very much on their suitability for local ecological and
socio-economic conditions. Proper sizing of projects and early involvement
of the local population in project preparation and design are being given
more attention. In cases where available technology is not fully appro-
priate for conditions of a particular project, a new or more satisfactory
technology is developed or adapted to local conditions, thus several recent
rural development projects are providing for adaptive research components
or other new technology-generating components.

IV. Illustrations of IDA Project Work

28. Because IDA funds are allocated to the very poorest countries
where the majority of the people live in rural areas, IDA lending has
increasingly been devoted to agricultural and rural development. In fiscal
1978, more than half of IDA's funds were committed to projects in this
sector. Projects in this sector take many forms. Some provide basic
infrastructure. Others are designed to expand production of a single
subsistance commodity. Others, comprehensive multisectoral projects, are
designed to bring a range -of non-agricultural benefits including improved
education, health services, housing, drinkable water, rural electricity,
roads, and family planning services, to name a few -- to a target group of
poor farmers. In the last two fiscal years, IDA has similarly extended its
poverty-oriented assistance to the cities through the funding of integrated
urban development projects. Though an increasing amount of resources is
being channeled into these comprehensive "new-style" projects, IDA has
continued its traditional style of lending that makes maximum use of a
country's resources, be it land, labor, or other natural resources. The
descriptions of projects that follow show the range of activities assisted
with IDA funds.

29. Basic food sufficiency projects are generally designed to expand
the production of staple food crops and to increase livestock production.
In all instances, the objective is to generate additional cash income for
farmers through the sale of their products and provide food for their
families. For example, a $4.2 million credit for Senegal has helped the
farmers in the eastern part of the country, where the potential for crop
production is low, to increase livestock production through animal health
and husbandry improvements. The Kuwait Fund for Arab Economic Development
and the Arab Bank for Economic Development in Africa are also contributing
to this project. Arid, drought-prone Somalia has been aided by a S10 million
IDA credit for a livestock development project which provided for markets
to be built, water supplies developed, feed lots established, veterinary
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centers constructed, and technical assistance to be supplied. In India,
an initial credit for a dairy development project was approved in 1974.
Three more have been extended since then, totaling $224.1 million, to
replicate the first project in other states. The main objective of these
projects is to increase milk production through a cooperative development
program -- a form most appropriate to Indian conditions. Village cattle
owners are being organized into dairy co-ops, which in turn are being
grouped into milk producers' unions. Members are provided with a package
of services, including veterinary assistance and training, quality animal
breeding, and concentrate feed. The co-ops have developed facilities for
milk collection, processing, and marketing, enabling small farmers to
benefit and to receive a cash income for the first time in their lives.
The increased revenue from milk sales is being used to augment or
initiate other village services -- education, health, family planning and
minor public works. Additionally, the increased milk production has
provided a significant nutritional benefit to a large number of consumers,
particularly children.

30. Lesotho is setting up a Basic Agricultural Services Program with
a $6 million IDA credit that seeks to boost output of five major crops --
corn, sorghum, beans, peas, and wheat -- in six areas, covering 757 of the
country's arable land, and affecting two-thirds of the population. About
20% of TDgo's population is also expected to benefit from a similar crop
expansion project made possible through a $14 million IDA credit. IDA has
also given credits for development of seeds industries such as one in
Pakistan. This project will help finance the first phase of development of
the industry, including research, variety release, seed multiplication,
processing, certification, storage and marketing. It will cover cotton,
wheat, rice, maize, pulses, oilseeds and fodder production. The main
benefits of the project will be the higher crop yields to be obtained by
the users of the improved seed produced by the project. Crop production
has also been expanded in numerous countries through IDA assistance for
projects that have provided irrigaticn facilities for what was formerly
non-arable land. For instance, a prcject in Sri Lanka developed a method
of pumping water from existing canal, to irrigate 2,600 hectares of upland
in the island's northern dry zone. Y.s a result, small farmers added 0.8
hectare 3f cultivable land to their present 1.2 hectare plots, significantly
increasing their ability to produce high value crops.

31. To help countries retain sufficient food for domestic consumption
and to earn foreign exchange by exporting products in excess of domestic
requirements, IDA has helped finance storage, processing, and marketing
facilities. Through a National Maize Project, Tanzania hopes to become
self-sufficient in its staple grain by 1982, and thus achieve annual
import savings of about $10 million. The $18 million IDA credit will
provide seed, fertilizers, insecticides, herbicides, and essential storage
and transport facilities to farm families. A $24 million credit to Ethiopia
will provide the Agricultural Marketing Corporation with incremental storage
facilities for produce and farm inputs, equipment, and trading capital.
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Technical assistance will help the regulatory Ethiopian Grain Agency
establish an orderly grain marketing and input distribution system,
improve crop forecasting, and create buffer stocks by means of a grain
reserve to stabilize prices.

32. Recognizing that many small farmers needed basic education and
training in order to improve their productivity, IDA has broadened its
lending to include projects which encourage simple changes in farm tech-
nology through research, extension services and training facilities. A
series of such projects have been successfully undertaken in India. The
objective has been to improve upon basic agricultural practices and to
introduce new ones through regular visits to farmers by village extension
workers. This new training system was first tried through IDA assisted
projects in the states of Rajasthan and Madhya Pradesh, where it has
already resulted in dramatic productions increases. In Madhya Pradesh,
for instance, wheat yields in 1975 increased to an average of two tons
per hectare compared to the best previous-yield of 1.3 tons in 1972. In
Rajasthan, the new practices brought wheat yields to 2.3 tons per hectare.
Where the practices were not followed, yields were about 1.5 tons.

33. Availability of credit is often a key element in the modernization
of agriculture. Not only can it remove a financial constraint, but it may
accelerate the adoption of new technologies. Thus, credit facilities have
become an integral part of the process of commercialization of the rural
economy. Accordingly, IDA lending for agricultural credit has expanded
considerably in recent years, providing a means by which farmers can obtain
capital to finance "on-farm" investment. Some credits have been for
specific purposes such as an $8.2 million credit to Senegal to enable
farmers to purchase animal-drawn equipment needed to increase production
of food crops and groundnuts, but in most instances, credits have gone to
agricultural development banks with the aim of establishing a permanent
credit distribution system within the country. For example, three credits
have been given to the Agricultural Development Bank of Afghanistan, which
makes subloans for farm mechanization, well drilling, seed and fertilizer,
marketing cooperatives, etc.

34. Through its years of experience with agricultural projects, IDA
staff learned that in some cases production was enhanced with a "package"
of services being made available to the farmer. Thus, IDA began designing
integrated agricultural development projects. One is currently under way
in the coastal area of the Yemen Arab Republic. An irrigation system has
been developed to control seasonal flooding. High-yielding seeds and
improved agricultural techniques have been introduced through research and
extension services, financing has been provided for farm inputs and
improvements, extension agents are being trained, and access roads built.
It is estimated that as a result of this comprehensive project, agricultural
output for the area will eventually be more than doubled. Another project
in the southern region of Sudan comprises the major part of a program to
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rehabilitate agriculture, which came virtually to a halt during almost

ten years of civil strife from 1963 to 1972. The project will improve
animal production, develop forestry and help reestablish cotton and coffee

production. A center for nutrition research and the nucleus of a small

farmer dairy industry will be established. This will lay the foundation

for major future agricultural development in the region. Similarly, a

recent $13 million credit to Cameroon is designed to modernize the entire

farming system of the western highlands region.

35. A growing concern for the overall social and economic well-

being of the world's poorest, and a recognition that integrated projects
generally produce the greatest development benefits, has given rise to
so-called "new style" rural development projects in IDA lending. The
objectives of "new style" rural development projects extend beyond any
particular sector. They encompass a mix of activities, including efforts
to raise agricultural output, create employment, improve health and
education, expand transportation and communication, and improve housing,
i.e., all aspects of rural poverty. A project which illustrates this

approach is intended to provide basic services and improve the quality
of rural life in two of the poorest and least developed areas of Rwanda.

About 150,000 people now live in these districts, large parts of which
are infested with tsetse flies. The project will assist these farmers

through a wide range of services, including inter alia, veterinary
services for cattle and small stock, assistance with fisheries and also
bee-keeping. Tsetse flies will be eradicated, road networks will be

developed to facilitate access to the area, and water facilities will
be developed to serve both people and cattle. Schools and health centers
will be improved as part of an effort to improve now meager social services.
These efforts are designed to build on, expand, and improve existing
services, and will involve participation by local farmers in planning
development, building facilities and in managing them. The Arab Bank
for Economic Development in Africa, and Belgium will also providE
assistance for this project. A $9.5 million credit has been extEnded
to Togo for a similar project, which will help improve and diversify
crop production in both upland and lowland areas of the country's coastal
region.

36. In the last couple of years, IDA has also begun to focus on
improving the lives of the very poor living in massively populated cities,
particularly in Asia, through extensive urban development programs. India
has received credits for such projects in Calcutta and Madras which will
provide low-cost sites and services, improvement of slum areas, generation
of jobs in small-scale and cottage industries, health facilities, immuniza-
tions, nutrition, health and family planning education. The projects
also include rehabilitation and expansion of water supply and sewerage
systems, road and traffic improvements, and technical assistance.
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37. A $6 million IDA credit to El Salvador is helping to finance the
construction of about 7,000 dwellings for low-income families, including
the extension of electricity, water, sewerage, education, and community
facilities. The project is intended as a model for the country. A private
organization is acting as executing agency for the project and is providing
additional financial resources. The involvement of the private sector
demonstrates its potential role in such ventures, and in easing the burden
on Government resources. Some 120,000 poor people in Cairo, and Alexandria
are expected to experience improved living conditions and an increase in
employment opportunities through comprehensive upgrading of four settlements,
housing sites and services, a small business assistance and manpower train-
ing program, improvements in solid waste collection and disposal, urgent
repairs to water supply and sewerage systems, and technical assistance,
included in an IDA financed project.

38. IDA has found that one of the most important ways of benefiting
the great mass of urban and rural non-farm population is by creating employ-
ment opportunities. In this light, it has given considerable attention to
financing industrial enterprises -- often small and medium scale because
they typically provide more jobs per unit of investment than larger ones;
but large-scale enterprises have also received funding because of their
contribution to development and frequent ability to export. IDA lending
to development finance companies (DFCs) has been a major mechanism for
assisting medium-scale enterprises. Support is also orovided for artisans
and cottage industries. For instance, with a recent $4 million credit to
Upper Volta, credit and technical assistance will be provided to artisans
and small- and medium-scale enterprises through three local financial
institutions. Similar credits have been extended to Niger, Cameroon, and
Bangladesh.

39. Another area of significant IDA lending for industry has been for
the establishment and modernization of fertilizer plants. India, Afghanistan,
Bengladesh, Egypt and Indonesia have greatly expanded their capacity to
produce fertilizer through IDA credits, with increased food production,
foreign exchange savings, and employment resulting.

40. Availability of electrical power to support industry, and to
assist in irrigation pumping in rural areas is a necessity, so power
projects have continued to be a part of IDA's lending program in most
countries. Likewise, access to markets and to remote rural areas requires
a transportation system. Transportation projects comprised a major portion
of infrastructure lending in IDA's earlier years, and are an integral part
of the current rural development projects and of some urban projects. The
labor-intensive construction involved in these projects also generates
considerable employment for urban and rural non-farm workers. Similarly,
educational needs are incorporated in integrated projects.
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41. IDA also provides assistance for numerous other types of projects

which are supportive in a variety of ways to the overall development of a

borrowing country. In some cases, it is to take advantage of and develop

the countries' natural resources. In Napal, a hydroelectric project will

provide the energy equivalent of about 65,000 tons of oil a year, generat-

ing import savings of approximately $8 million. A project is under way in

Burma to expand tin and tungsten production, and mining enterprises in

Bolivia have been able to expand through an IDA credit. Credits have been

given to assist the fishing industries of several countries, and in others,

forestry projects have developed and maintained plantations, generating

exports and employment.

42. In other cases, IDA takes into consideration special groups of

people in its project design. For instance, the irrigation project in

Sri Lanka, previously mentioned, contains an experimental component to

employ and settle 200 unemployed youths in clearing jungle upland. Most

agricultural training projects give special attention to training young

people in agriculture extension work, and also construction work. Some

projects give particular attention to improving the status of women.

Improved farm technology sometimes brings the greatest benefit to the farm

women because the tasks simplified are the ones women perform. The persons

responsible for the cultivation of subsistence crops and domestic livestock

are women in many rural societies, notably in African countries and India.

A fisheries project in Malawi provides for fish smoking kilns which women

will be trained to run, providing them with a source of income. In some

projects which provide for financial credit, special attention is given

to applications from women, many of whom have never been allowed a line

of credit before. Special attention has been given to nomads in other

projects. An $8 million IDA credit to Somalia, where seventy-five percent

of the country's population is nomadic, is financing seven nomadic training

centers throughout the country.

Conclusion

43. These examples of IDA project work illustrate how IDA has built

up its operations in the poorest countries. The projects used as illustra-

tions show that as the level of operations has expanded, the nature and

content of projects has at the same .ime broadened to reflect neu appraisal

and evalaation techniques, the chang:.ng perceptions of development strategy

and the need to mobilize the maximum support and involvement of the

recipient countries themselves. While the effects of recent projects can

only be measured in years to come, the growing number of completed projects

that were initiated in earlier years are showing results that, in the

great majority of cases, yielded significant economic benefits. The

increased emphasis IDA has placed on project preparation and institution

building, as well as the growing capacity of the poorest countries to

prepare and implement projects themselves, give a sound basis for expecting

that the volume of high quality operations can continue to expand. A growing

volume of resources in real terms will enable IDA to continue to identify and

carry out projects that make a major contribution to economic and social

advance in the poorest countries.
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