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EXECUTIVE SUMMARY

The World Bank has performed its three main roles dinancial intermediary, as a
purveyor of infrastructure investment, and as ac@ssor of information, policy

researcher and adviser, quite creditably and iningatg in the past. In each of these
roles it is now facing unprecedented challengestizh it must respond vigorously if

it is to retain a useful role in the promotion cbaomic development in the future.

As a financial intermediary, it has lost its statissa pre-eminent lender to developing
countries: the volumes of requirements are simpty large for one institution to
provide and world capital markets are respondingthese demands with some
success. But these private flows are concentratedfew sectors and to a group of
only about 20 countries. Thus there is need foMitoeld Bank to respond to this new
situation in a variety of different ways. The WoBdnk must transform its role from
being a direct borrower and lender to one of fethr of capital flows. It should act
as a catalyst to facilitate the flow of private itapflows to a broader set of sectors
and, increasingly, to a larger group of countrieshould seek to find methods for
stretching the maturity of lending instruments iarla capital markets for lending to
developing countries. It can also function as amparhal referee and provider of
information to facilitate greater capital flows.ntust use its own high level of credit
quality to leverage a much larger volume of capflalvs from developed to
developing countries. It should therefore becomehmlesaler of funds. It could
increasingly use its resources as equity like flomsch are utilised to leverage
greater volumes of funds for international investteeln its direct lending activities
it should focus more on countries which are not lyetefiting from these flows.
Greater regional and sectoral specialization wibivde great benefits in its role as a
financial intermediary.

In the area of concessional flows to the leastitwedthy countries, the World Bank
must arouse the world’s conscience and launchlzagloitiative in the form of a new
plan, theWolfensohn Initiative for Africa in the twenty first century. This could be
associated with a substantially expanded repleresiiof [.D.A. For thidnitiative to
become a reality it is necessary to forge a newseasus, both political and
intellectual, on the desirability of a large spégeogramme for Africa. The use of
concessional funds for the development of backwegions is a commonplace in
developed countries, the prime example being tleeofisstructural’ funds in Europe.
Thus an intellectual basis for IDA like funds egist developed countries themselves.
This must be built upon. Consensus would also beeto achieve if greater thought
is given to more accountability in the deliveryfohds and effective implementation
of projects, including the necessity for new ingtdnal forms. A renewed emphasis
on capacity building in government and outside I® anecessary as part of this
Initiative.

As a result of the debt crisis, its own emphasigash disbursing policy based loans
over the past decade and more, and because oicieefies of past infrastructure
investment, the World Bank’s role as a promotelindfastructure investment has
declined significantly. Here, too, some of the gag been filled up by private capital
and institutions, but these again are concentrismtexme sectors and countries. The
World Bank must strive to enlarge this set of sectand countries. Innovative
methods will have to be sought for facilitatingvatie capital flows even to sectors



which exhibit greater risk and are subject to Igay back periods. One technique
could be for the World Bank to finance such pragédoarr their initial inherently risky
construction and stabilisation period; and thenntote private long term financing
once the projects are stabilised, risks reduced inndme streams assured. The
multiplicity of long term institutional funds thatow exist in ageing rich countries
would then be quite likely to buy such assured imestreams. A key need is also for
the development of appropriate regulatory instiosi in sectors such as power,
telecom, toll roads, and the like. The World Bameds to provide advisory services
in this area: but it would have to enhance the ls#ipaof its own staff to this end.

The backlog in infrastructure that has built upha 1980s and 1990s is large, and the
emerging requirements even greater. The need nothdéoWorld Bank (and IDA) is
to indicate its commitment to promoting infrastwe investment much more
strongly : what is required is both regional andtsel specialisation, and also a
search for innovation and investment to cater ®ribeds for the future. Thus the
World Bank should once again tilt its portfolio itdfrastructure investment—a need
that has become enhanced as a consequence ofrirdtae neglect during structural
adjustment in the developing world over the pastde. Infrastructure investment for
urbanization is a particular need.

It should promote more institutional accountabilitythe delivery of infrastructure

services. This would involve acceptance of greatmountability on its own part: it

must be ready to share more risk in projects andrammes that it funds once again
even if it means some amendments to its Articledgreement. Particular attention
must be given to the development of institutionsl andigenous expertise and
capability in developing countries. It should alam its attention to the possibility of

developing countries leapfrogging to high technglogvarious infrastructure sectors
such as high speed railways, intelligent ports thredlike. This could be one way of
accelerating their transition to becoming modeift sestaining economies. Specific
effort must be made toward the enhancement of hueswource development at all
levels. Whereas greater importance should be gwdhe expansion of primary and
secondary education, it is also necessary to fugiteh education facilities which are

necessary for the new requirements of global comnpet This would enable the

World Bank to leverage its own funds to generageflbw of much greater resources
for infrastructure investment in developing coussri

Third, its role as policy researcher and advis@dseaestructuring and rebuilding. Its
very prominence in the 1980s and 1990s has comgdbto its problems in this role. It
has to rebuild confidence in the perception ofrésearch and policy advice being
unbiased and well informed. It has to undo soméhefbitter residue left by heavy
handed structural adjustment programmes and movardoa more participative form
of policy research and advice. There is need novddeelop new governmental
mechanisms and institutions which can respond ¢onaw imperatives constantly
thrown up in a world of open economies, fluctuatiegchange rates, and
unprecedented electronically driven massive capitavements. Technical policy
making capability needs to be developed within ¢toes. It is to this need that the
World Bank should turn its attention in the future.

The World Bank must expand its role as an inforamafprocessor and exchange for
developing countries by coordinating in a muchdyetbanner the different research,



training and policy segments within the World Baltkshould become the OECD for
non OECD countries. For accomplishing this objexiivis essential that the World
Bank staff is made more broad based, more outwaoking and more process than
end oriented. As more developing countries becoemeodratic, the practice of policy
advice will have to adapt itself to democratic esybf decision making. World Bank
staff would gain by greater exposure to governmaoicesses within their own
countries—developed or developing. As governmenégldate and withdraw from
the business of business, and as economies becwreasingly market oriented,
there will be a corresponding need for buildingtitasons for regulating such
economies. The World Bank could have a huge médikepolicy advice in these
areas for the foreseeable future: but only if i§ lemough and appropriate expertise
itself. Finally, it is now time that it shift itst@ntion in policy research to the needs of
good government as distinguished from its recerg-qmcupation of reducing
government.

(I am grateful to Suman Bery, Surjit Bhalla, Sarwateef and Jean Baneth for
helpful comments).



THE FUTURE OF THE WORLD BANK:
AN INSIDE VIEW FROM THE OUTSIDE

|. CONTRIBUTIONS OF THE WORLD BANK

The Bretton Woods institutions, the World Bank ahé International Monetary

Fund, have recently celebrated 50 years of theistexxce and very significant
changes have taken place in the global economye dine late 1 980s. A new
President of the World Bank is also about to taiee Thus this is an opportune
time for making an assessment of their functiorts @erformance over the last half
century and to give serious thought to what shaxeldheir most appropriate role in
the half century to come. This paper is focussedvbat the future of the World

Bank could be. It does not address the role ofltkernational Monetary Fund. it

also does not intend to make a detailed assesshéatst performance in the past,
which has been dealt with extensively in a serfggapers brought out by the World
Bank itself (see the References). However, befatkning some of the changes that
could be considered in redefining the World Bankke in the next 50 years of its
existence, it is useful to recall some of the mames that the World Bank has
performed over the last 50 years.

Financial Intermediary

The first 50 years of the twentieth century wer@qiuated by a number of major
political and economic dislocations. The First Vdowar, the Russian Revolution
and ensuing Soviet default on Russia’s foreign ,diblet Wall Street crash of 1929,
the ensuing great depression in the capitalistdydnle bond failures of the 193 Os,
and the Second World War, all occurred in rapicceasion within a period of about
30 years. One significant consequence of theseadibns was the collapse of the
global capital market which had otherwise developedl in the latter part of the
19th century and in the first decade of this centérarallel developments on the
international trade front were the successive ysmast governments in developed
as well as developing countries of different kimdidrade barriers and tariffs which
restricted international trade during this wholeiqd prior to the 1950s. Similarly,
exchange rate regimes also became restrictive themmparting considerable
rigidity in the settlement of international payment

The situation at the end of the Second World Was stech that a number of actions
were required to get the international economy mg\again. Capital markets were
not functioning well in most countries except thaitdd States; trade flows were
being hindered because of the breakdown of intienmat payments systems and
shortage of dollars for effecting payments; thenecoies of Western Europe and
Japan had been devastated and required extensimestmiction. Simultaneously,
the imperial colonial order dominated by Europeanntries prior to the Second
World War was breaking down and a wave of indepeoéespread through the
former colonies. A heightened expectation of ecagordevelopment arose

alongwith the widespread increase in the number colintries obtaining

independence. These countries had suffered long foov or zero growth in the

previous half century. Thus, both in Europe andlapan, and later in the newly
independent countries, there was need for recarsiruand development. This



required the mobilization of external savings ahdirt intermediation to bolster
investment in these countries. This enhanced imaesst in reconstruction and
development was also expected to lead to signifitae deficits which required
financing.

It was in this context that the International Bamir Reconstruction and

Development was founded as an intermediary for hzatyg American savings for

investment in Western Europe in the initial stages] then savings in developed
countries in general, later: “To assist in the retouction and development of
territories of members...... and the encouragemerttetievelopment of productive
facilities and resources in the less developed tr@msn..... thereby assisting in
raising productivity, the standard of living, andnditions of labour in their

territories” (World Bank, 1994). If the capital nkats had not broken down, many
of the European countries could have mobilizedrezlesavings directly. In the case
of developing countries, since they were genenadly regarded as creditworthy it
would have been difficult for them to raise res@srin external capital markets. A
specific problem was the requirement for long tefimance for investment in

infrastructure in Western Europe and in Japaneniimediate aftermath of the war,
and in developing countries a little later in tf85Qs and beyond.

Because the countries requiring investment wergegarded as creditworthy, there
was need for the creation of an intermediatingitunisdn which would inspire
enough confidence in capital markets to induce tketend long term funds at the
lowest possible market rates. In view of the stdteapital markets at the time, the
credibility of such an institution depended crugian the quality of support it was
seen to get from its richest stockholders andialiyt of the United States alone. It
was felt that this institution could only be oneigéhhad the support of the ma] or
western countries alongwith all others who coulgpbesuaded to be part of it. It was
desirable for the equity base of such an institutm be contributed by all member
countries. Furthermore, in order to provide 100 get risk cover to lenders it was
necessary that the equity base of the institutealtvays greater than its borrowings
at any given time. The gearing ratio had to be matgr than one. By doing this, all
lenders would always be fully covered for any polgsrisk. But, if the institution
was to be a significant intermediary of capitalistlevel of an equity base was
obviously too large for it to be feasible for membeuntries to contribute. This was
made possible by using the notion of callable edgdr leveraging the resources
that member countries were willing to invest in tieav institution.

The idea of callable capital is like the nucleatedent. It is designed never to be
invoked. By this device member countries were agtly asked to contribute only

20 per cent of their share in the equity base wtiike other 80 per cent would
forever remain as callable capital, to be invokely evhen there is danger of default
by the World Bank to its lenders. As a consequaricaubsequent capital increase,
the paid in proportion has got reduced to 7 pet asrof now. If the callable capital

was ever to be called it would, in fact, signal #ér&l of the World Bank. Thus an
actual debt equity ratio of 5:1 originally, and abd3.5: 1 now, was effectively

converted to a maximum debt equity ratio of 1:1keacby collective sovereign

guarantees of all member governments thereby prayidhe highest possible

insurance to bond holders.



How well has this device worked in enabling the WdBank to function as an

effective financial intermediary? An actual commetmt of a mere $ 10.7 billion in

shareholder funds has, over the years, enabled/tnkl Bank to raise and commit $
250 billion in loans to its member countries. Istedfectively been able to apply the
sovereign credit of its richest stockholders to ¢hedit of the institution in raising

funds (Kenneth Lay, 1994). However, it is intenegtio note that even with such
sovereign support, it was only in 1959, that iabished a triple A credit rating in

capital markets, more than a decade after its fimgnd o begin with, lenders were
not convinced of the financial security offeredtbg Bank.

Thus, as a financial intermediary, the World Baak lkeffectively used the proceeds
of its higher quality obligations to lend to lessditworthy borrowers. This has been
the key benefit obtained by its borrowers. Secatsdless creditworthy borrowers

have also benefitted from a further cross subsidytha expense of its more

creditworthy borrowers, for the World Bank has laacbnsistent policy of lending at

the same rate to all its borrowers at any givertim

In the initial years (1947-1952) the transfer. e$aurces was essentially from the
United States to European countries, including éegamhe Netherlands, Denmark,
Luxembourg, Belgium, Italy, mostly for the purposasreconstruction (Caroline
Doggart 1994). Most of these loans enabled the rhgfodollar dominated imports
for reconstruction. However, European needs foonstuction were far greater
than what the World Bank could have catered fowas really Marshall Plan aid
which provided the bulk of resources required. Timassive aid ($13 billion in
1948-52) was provided by the United States afteeivtng commitments from
European countries to liberalise their trading angstment regimes and to move
toward economic integration. As the Marshall Plame into operation, the World
Bank turned its attention towards development legdind its first loans went to
finance projects in Chile, Mexico and Brazil, intikeAmerica, India in Asia and
Ethiopia in Africa.

During this whole period the World Bank has creasdociated new organizations
in order to respond to different needs as they lasen. The International Finance
Corporation was established in 1956 “to suppoxate enterprise in the developing
world through the provision and mobilization of toand equity financing and
through its advisory activities related to capitabrket development...” All its
lending has to be done without the government guees which are essential for
other World Bank lending. Thus the IFC can onlydéa corporate entities which
are individually creditworthy. The International @#opment Association (IDA)
was founded in 1960 in response to a felt needcforcessional financing to
countries and to projects or programmes which matybe creditworthy. IDA is
funded from grants that it receives from donor ¢oas and the contributions that
are made from IBRD profits. IDA has been a very am@nt source of funding for
projects and programmes in the poorest countrids Marge shares going to South
Asia and Africa in earlier years. China has bedarge recipient since the early
1980s. Project evaluation and other lending proeeddor IDA projects do not
differ significantly from general World Bank proaeés, and there is no separate
staff (unlike the IFC) for IDA. Two other agencieere founded in 1966 and 1988 -
the International Centre for Settlement of InvestmBisputes (ICSID) and the
Multilateral Investment Guarantee Agency (MIGA)pestively - to support private
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foreign investment in developing countries. The I@$rovides conciliation and
arbitration services for disputes between foreigwestors and host government,
whereas MIGA provides non-commercial investmenk fissurance and technical
services to help promote investment flows. Takegetioer, the IBRD, IFC, IDA,
ICSID and MIGA, as the World Bank Group, providervéges which help in
conveying financial resources from the more dewaiopvorld for investment in
different segments of developing countries.

Over the years, as countries have succeeded mréoanstruction and development
activities, they have successively graduated olttoofowing status from the World
Bank. Japan joined the World Bank in 1952, tooKiitt loan in 1953, and ended its
borrowing status in 1966, after which it could lmwrsuccessfully in international
markets directly. The most recent graduate is S#&uttea. As different groups of
countries, the Western Europeans, Australia, Jagah,East Asian countries have
successively graduated out of the World Bank, is larned increasingly to
developing countries in Latin America, Central EpgpSouthern Europe, Asia and
Africa. More recently with the collapse of the Ssivbloc, the World Bank has
shifted its attention with great alacrity to East&urope and to the Commonwealth
of Independent States. Similarly, as the poorernt@s have increased their
incomes they have also successively graduated abuthe IDA to World Bank
(IBRD) borrowing.

While expanding its activities as a financial imediary in this fashion it has often
had to enhance the quality of its assets to keepwin credit at high quality levels.
For example, when it made its first loan to Chilethe late 1 940s, it found that
bond holders of defaulted Chilean bonds of the Qs92ad first to be placated: it
successfully brokered an agreement between Chddrebond holders. Similarly,
before lending to Japan could be started in 195883 apanese government had to
agree with representatives of pre-war sterling daliar bond holders to resume
payments and settlement of all interest and praidiparrears.

In summary, the World Bank has performed an impdrtale in enhancing credit
flows from the world’s capital markets to countri@gh low or non existent credit
ratings. It has done this by laying an emphasigeatucing risks, principally the
financial risks associated with managing assetsliabdities. The World Bank can
now deliver to developing countries large voluméfuads at costs less than half a
per cent higher than the funding costs of its nwsditworthy member. It has
successfully intermediated its higher quality oaligns for lending to lesser credits
— which is the quintessential role of a financiatermediary. In addition it has
acted as a conduit for aid funds donated by mendbentries for lending on
concessional terms through the IDA. Developing toes represented at Bretton
Woods had been concerned that post war reconstnuatbuld absorb most of the
Bank’s resources and that their less defined neexidd be crowded out. Partly
because of the Marshall Plan and partly becaudbeofapid success of European
reconstruction these fears proved to be unfounded.

What has changed now to call for a reassessmettteoWorld Bank’s functions?
The major change that has taken place in the 1 B9 re-emergence of global
capital markets which can be accessed relativediyelay private firms, institutions
and governments of many developing countries. Gpsste capital flows to



developing countries rose from about US $ 20 Millio 1985 to US $ 42 billion in
1989, $ 113 billion in 1992 and $173 billion in #9%n almost nine fold increase in
nine years. These flows are now about three timefficial development
assistance. But these flows are concentrated irutabwenty of the more
creditworthy countries and, moreover, are stilatigely high cost. But a new feature
is the large proportion of equity flows among théseds. About half of this $ 173
billion transferred in 1994 consisted of foreigmedt equity and another fifth of
portfolio investment. The World Bank’s own annuahunitments (including IDA
credits) have stagnated at about US $ 21 billicer ¢his period since the late 1980s.
In terms of the volume of resource transfers taetiging countries its own transfers
are becoming, small relative to the total transtetsng place. This of course, is
more true for the middle income countries than tfoe lower income countries
(excluding China and India). The needs of the loweome countries have also
expanded suggesting a much expanded role for I#jcplarly in Sub Saharan
Africa. These developments suggest a significaringd in the functions of the
World Bank from being a direct borrower and lentitethat of a facilitator of such
capital flows to a wider set of countries.

Promoter of Infrastructure lnvestment

The role of the World Bank as a promoter of infrasiure investment can be
distinguished from its role as a financial interiaeg, even though its objective in
acting as a financial intermediary was clearly fbe purpose of accelerating
infrastructure investment in its client countriésccording to the World Bank’s

charter, loans were to be given “for the purposspeicific projects of reconstruction
and development.” Other loans, such as programslcamd the more recent
structural adjustment loans are covered by prowssior “Special circumstances.”
But its role in infrastructure has gone beyond tludt a normal financial

intermediary.

The development of public service infrastructurel amvestment in infrastructure
projects requires considerable institution buildifrgthis area the World Bank has
contributed to the establishment of a whole ranfyéenstitutions connected with
infrastructure development. Most of these institosi have been in the public sector.
As might be expected, developing countries havdesd from inadequate
availability of technical competence for the exemutof large infrastructure
projects. The World Bank (including IDA) assistedngficantly in developing
technical competence for project preparation, gtogppraisal, project operation,
supervision and monitoring, in government and gatak agencies in developing
countries. Although the public sector institutioes developed have fallen into
disrepute lately, in particular with their originghrent, the World Bank. Their
contribution to infrastructure development cannet deenied. With the Bank’s
emphasis on reduction of risk, required for keepitsgcredibility with its bond
holders, capacity creation for project appraisad baen its major contribution.
Where this has not been possible, as in many Africauntries (Ishrat Husain,
1994), it has contributed to these activities fricgrown staff expertise and from the
funding of international consultants.

The role of the World Bank in infrastructure invesnt has also been very
significant in acting as an “honest broker” for yichng technical assistance in
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developing countries. Its status as an inter gowemtal body which is widely
perceived to be impartial has been important. Tiais been so in a context where
former colonies were otherwise obtaining most athstechnical assistance from
their former colonial masters, which was then aquamed by some degree of
mistrust and suspicion. The World Bank succeedeassembling a dedicated and
competent international staff which has been widealgspected for its
professionalism and impartiality. The standard eyaf World Bank projects from
pre-appraisal, appraisal, negotiation, supervigiod evaluation has contributed to
the adoption of such rational procedures in inftedtire investment in a wide range
of developing countries which have been World Balénts. Technology transfer
which has accompanied the infrastructure investnpeotess may not otherwise
have taken place in as significant a manner.

A problem common to many developing countries & tf political instability. It
has therefore often been difficult for governmentsome countries to be able to
invest in projects with long gestation periods hseaof inherent political instability.
As governments change there is associated with theooncomitant change in
priorities. Many infrastructure projects requiriagnificant investment are not able
to survive changes in governments. One unintendedtibn, therefore, of the
World Bank has also been to provide the financing aupervisory continuity in
projects which otherwise might not have survivedrgdes in governments. For this
reason, it has not been unusual for some governauthorities and officials to seek
World Bank funding for infrastructure projects fahe purpose of ensuring
continuity and completion of projects.

Industrial development in many developing counthes also benefitted from the
establishment of development finance institutiofsgciv have served as financial
intermediaries within countries. Once again som#hese institutions are no longer
viewed positively but most have served a usefuppse in the initial years of their
existence. In this, the World Bank has had a vigmyificant role.

Finally in the area of infrastructure investmestsame of the problems arising from
earlier, practices started emerging in the lat&¢@s%nd 1 980s, the need for sector
wide policies necessary for continued growth ofasfructure investment became
evident. The World Bank adapted to these new cistantes and its staff made
major contributions in the development of ratiosattoral policies in most of the
infrastructure areas in which it had been invesfimglong. In this process some
shifts took place in infrastructure lending fronojects to sectoral policy loans.

Alongwith the ascendency of structural adjustmeains and other fast disbursing
vehicles of World Bank lending, the traditional tees of infrastructure (energy,

telecommunications, transportation, and power) Hase their earlier pre-eminent
share in Bank lending. The constrained fiscal eirstances of most developing
countries have also contributed to the decline iaditional infrastructure

investments in 1980s and 1990s. Thus there is ndvacklog of infrastructure

requirements in most developing countries, in aoldito the fast emerging needs for
the future. The World Bank has yet to respond és¢tnew requirements.

Although the World Bank insisted on lengthy prepiarg appraisal, supervision and
evaluation procedures for its projects, many ofhgect entities created have not
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performed well from the financial viewpoint and kagontributed to the external
debt problems of many developing countries. A kegbfem in the World Bank
project methodology has been the lack of accoulitial@t different levels. The
World Bank only lends to governments in return $mvereign guarantees. Thus
there is no real nexus between project successiturd and loan repayment.
Similarly, with the existence of sovereign guarastethe public sector project
entities are also typically free from the burderdebt repayment. Thus there is great
room for improvement in this regard.

Overall, the World Bank has had a role in infrastinoe investment much beyond its
role as a financial intermediary for investmentimfrastructure. Here also many
developing countries have achieved significant eegrof technical competence,
developed suitable institutions and financial systdor infrastructure investment
and, in many cases, have acquired the capabilitgydeeloping appropriate sectoral
policies. This constitutes a new imperative fothmking on the part of the World
Bank on its role in infrastructure investment. Halgo, significant change is taking
place with the increasing introduction of privaget®r participation in infrastructure
projects. But, in this process, many difficultiee &@eing encountered in the actual
closure of projects and in arriving at financialeexgements which provide adequate
comfort to investors and lenders. A great amountvofk needs to be done to
facilitate much greater flows of resources for thergeoning requirements of
infrastructure. The World Bank must transform itderaccordingly from being a
direct provider to one of a facilitator in some nbies, while expanding its
infrastructure activities in others.

Policy Resear cher and Adviser

Whereas financial intermediaries typically imposenditions and provide some
policy advice particularly relevant for protectitigeir investments, they have not, as
a rule, been significant as policy researchersaavisers. Although the World Bank
was involved in providing policy advice to its bower countries since its inception,
it expanded its role as a policy researcher andsadwon development issues since
the late 1960s with Mr. McNamara as its PresidButing the last two and half
decades or so the World Bank has been the mosfisagn contributor of research
on development problems in the world. Its publmasi are widely available in
developing countries to both researchers and potiakers. Through the years the
World Bank has constantly had an able researchdtgiality comparable with the
best in the best universities in the world. Itseesh has therefore been large and
significant. If anything, many would argue thatbds research style and direction
of policy advice has become overly dominating.

The research carried out in the World Bank has lo@es number of different levels,
ranging from relatively academic research into eddht aspects of broad
development problems, to very applied researchifspéa particular projects being
aided by the World Bank. Since about the early $9F@entral research staff, with
few operational responsibilities, has always exlistethe World Bank. This staff is
probably bigger than any economic research ingiituin the world. In addition
there has almost always been a central departmeusiiy staff devoted to
conducting research into sectoral issues. The$iehstee had additional operational
responsibilities which have themselves been vemfulisin adding a different



dimension to the quality of research carried outird, the operational staff itself
contains a large core of economists and other gs@rals doing work on issues of
current interest in their respective sectors, aoesitand regions. These staff
interacts very actively with the officials of compgovernments as well as with local
researchers. Finally, a good amount of researchgats conducted in the context of
design and implementation of the projects finanmgthe World Bank. Much of this
research is farmed out to other organizations ams$utants whereas some is done
in house. Only a small proportion of this vast vo& of research actually gets
published in a formal manner, although the volurngublication of such research is
now increasing because of the new norms of infaonatlissemination that have
been adopted by the World Bank recently.

The major difference between the kind of reseahett has been carried out in the
World Bank and that which is generally carried outresearch institutions is the
close interaction of their staff with governmentioéls, their generally superior
access to information, and the availability of egéavolume of resources. World
Bank research and operational staff have closeolvement with country level
policy making than researchers based in univessiiieresearch institutions. They
also benefit from the kind of macroeconomic ovesvad problems and prospects of
each country that is readily available in the WdBank, both in its country and
research reports, and embodied in its researchopadhtional staff. This kind of
high level interaction with policy makers and ovew is not easily available to
researchers and academicians, both within a coanthoutside.

Although the Economic Development Institute (EDiYlee World Bank has always
been on the periphery of World Bank activities, hias probably been quite
significant in dissemination. This is particuladg because most of the participants
in the courses of the EDI are government officiatsall levels. As such, the
transmission of knowledge from a theoretical perspe to practical application has
been quite significant through osmosis. The WorkthiBBhas therefore operated as a
giant information processing machine which has gaith large volumes of data and
other information and massaged it into policy ralgv messages. It has then
provided what it regards as best practice advicediicy makers at all levels in
developing countries. This process came in pagrdaicus during the 1980s.

The consequence of the debt crisis of the 1980sthatsa very large number of

countries in the developing world had to underggomatructural adjustments in

order to avoid debt default or to regain credithioréss after having defaulted.
Among the many causes which led to the debt onass the excessive expansion of
the public sector without adequate accountabilgtyihg been built into the system -
as mentioned, often with World Bank assistance witigelf was enhanced by the
availability of sovereign guarantees to multilatenad even other lenders.

The International Monetary Fund and the World Bardre consequently pressed
into service for providing policy advice for bothast term stabilization and medium
and long term structural adjustment to a very largege of countries in Latin
America, Africa and Asia. In the 1 990s a similaogess is being experienced by
countries in Eastern Europe and the Commonwealthindkependent States.
Although the World Bank had long experience in juloxg economic advice to
countries, it had not really performed such a mriea comprehensive basis covering
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the whole economy. There was also no existing modéheoretical framework on
which to base such far reaching and comprehensiieypchanges. The whole
activity was unprecedented and the Bretton Woodm3Wwad to innovate according
to the task at hand.

The rapid change that the World Bank went througting this period is an example
of its adaptability in responding to new needsles/ temerge. The contribution of
the World Bank in advising on structural adjustmprdgrammes on an economy
wide basis and sectoral adjustment programmes sett@r wide basis in all these
countries is now well known. This contribution, e@iv its high visibility and
widespread effects, has not been without its eritid key component of the
criticism has been the inadequate differentiatietwieen countries of diagnosis and
remedy that has been offered by the World BanK atad their perceived partiality
to serving the interests of lenders, more thanehadsborrowers. Another criticism
relates to the speed of fiscal stabilization andcstiral reform which has been
regarded by many as excessive. It has been argaethis excessive speed has been
particularly hard on the poor because of fiscas eutich affect basic social services
directly. However, in this process, a new era ainenic policy and thinking has
been adopted and articulated by the World Bank thedinternational Monetary
Fund, now often referred to as the Washington cuse

This new role as overall policy advisors has natrbwithout other negative side
effects as well. The linking of research, policywiad and often heavy handed loan
conditionality has left a bitter residue in manyuotiies. The linking of policy
advice with loan conditionality robs it of the inrpality that is often necessary for
greater credibility. Hence there may be speciatineehe future for the World Bank
to establish a reputation as an impartial anddalicy researcher and adviser.

II. CHANGING ROLE OF THE WORLD BANK AS A FINANCIAL
INTERMEDIARY

A good number of changes have taken place over ttiaesuggest that the role of
the World Bank as a financial intermediary wouldsén@dao undergo corresponding
changes in recognition of its evolving role in therld economy.

First, throughout the existence of the World Bangoad deal of success has been
achieved by many of its key borrowers in that thaye graduated from World Bank
borrowing status. In the 1 950s it was the Europeamtries which succeeded in re-
building their war torn economies. Later, Japaro aleased borrowing from the
World Bank in 1966 after having used its funds vergductively in infrastructure
investment. Still later, other East Asian countrsesh as South Korea, Singapore
and Taiwan, have also been in the process of nmeguor eliminating their
borrowing from the World Bank. It may be expecthdttas the other industrialised
countries of East and South East Asia continuenein present high rates of growth
they will also successfully cease borrowing frore iWorld Bank. Many of these
countries have already reduced considerably tteglree dependence on the World
Bank for external resources. Another category afntiies which has not had the
need to borrow from the World Bank for some yeaesthe oil rich countries of the
Middle East, although some of them have continweckguest technical assistance.
Latin America has always been a very active aredVforld Bank lending. Here also
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it may be expected that as economic reforms suceeddgrowth rates of these
countries become sustainable many of them woulth like process of graduating
from the World Bank within the next I0years. ThemVves countries in South Asia,
China, Sub Saharan Africa, and some parts of thaelldiEast as possible long term
borrowers. The countries of Eastern Europe ancCtiramonwealth of Independent
States will presumably need substantial assistérmosa the World Bank in the
coming years but their income levels are, in pplei much higher than typical
developing countries. They may also be expectepadduate in 10 years or so, apart
from a few exceptions.

As development proceeds and spreads around thel wWwlneed for World Bank
funds to finance the external resource needs dafldping countries can be expected
to decline progressively over the next 50 yearss T a certainty unless there is
some drastic reversal of trends that have beemaatsén the first 50 years of the
existence of the World Bank. Accordingly, the WoBenk should look forward to
the day when it will no longer be needed. It shquédhaps programme itself to go
out of existence 50 years from now when all coestwill have developed enough
to be creditworthy themselves and will then notchééorld Bank intermediation.

Clearly, the needs of South Asia and Sub SaharaicaAfwill exist for quite
sometime. But the nature of their needs is suchithmay not be so easy for some
years to utilise the commercial funds of the IBR® dastinguished from the soft
credits of the International Development AssociafiibA) arm of the World Bank.
Thus countries which are either creditworthy or éhaprojects which are
creditworthy will increasingly turn to borrowing dim international securities
markets. It is to this major change which is in fitecess of unfolding that | now
focus attention on.

World capital markets have once again started fonictg much more efficiently
than they have since the early part of this centlihus private capital flows have
assumed large volumes. Most of these flows firstwgoetween developed countries.
It is only in the late 1980s and even more in tB80E that private capital flows
towards developing countries have assumed signifiseoportions. Whereas earlier
foreign direct investment was largely associateth varimary production, in the
1980s and early 1 990s these private capital flwai® mostly in the form of foreign
direct investment for manufacturing industry. Latdris has extended to direct
investment in a number of infrastructure sectose.aln the last few years portfolio
investment has also become very significant, paeity in South East and East
Asia and in Latin America. Countries have alsotethraising resources through
sovereign floatations in the main capital marketslapan, Europe and the United
States. The fact that this has become relativedy esillustrated by the recent bond
floatation that is being undertaken by Lebanonrémonstruction in the amount of
about US $ 300 million. Only 5 years ago it woulavé been unthinkable for a
country such as Lebanon to raise resources irfakison. Similarly, apart from long
term sovereign country bonds, it is becoming insiregly common for developing
countries to raise resources for specific projeégtselling bonds related to specific
project entities. This process is being activelpisied by large international
investment banks who have the ability to tap vasouarces available with the
plethora of institutional funds that now exist ievéloped countries.
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The rapid institutionalization of savings in the $t¥n world has placed large
volumes of resources with fund managers of varidescriptions. The ageing of
Western population has led to large requirementssé&vings to be invested in
pension and insurance funds. This has added ttatge savings pool available in
entities such as pension and insurance funds. Akshheonditions improve in other
countries particularly in South East and East Asiah savings pools will expand
further quite considerably. Most of these resoursegk long term but safe
investment avenues. As the World Bank has doneugfimaut its existence, the need
is to transform the low credit quality of most dng countries to higher credit
obligations in order to enable these funds to fineir way into the investments
required in developing countries. The volume isyéeer, so large now that a single
institution such as the World Bank can no longefquen this function alone.

This constitutes a great change in the form thpitalaflows have taken within 10
years from the situation of the late 1 970s. At tivme, as a consequence of the
excessive liquidity that many major Western bargg huilt up in the form of petro
dollars, a very large volume of resources flowedo imleveloping countries,
particularly in Latin America and some countriesBast and South East Asia. At
that time the volume of resources raised in morpenmsonal capital markets was
small. The result of the excesses of the 1 970stinadeep debt crisis that emerged
in the 1 980s. This crisis initially had the effedtseverely reducing the volume of
capital flows to developing countries in the 198dsfact the flow of resources got
reversed as these funds dried up during the 1 @8@sepayments of past debt were
made by developing countries. A key problem witle fftow of debt creating
resources from private international banks to dguely countries was that there
was inequitous risk sharing between the lendersbamcbwers. Problems arose as
many of these loans also carried floating interatgs which rose in the 1980s. The
risk burden then fell inequitably on the developaagintry borrowers.

A whole range of actions then ensued, usually doatdd on behalf of the

international financial community by the World Baakd the IMF, mainly geared

towards ensuring repayment of these loans to presdse international financial

system. It would seem that world capital marketgehi@arned some lessons from
this episode of the wide spread debt crisis of1i®80s. The new forms of capital
flows that have emerged spread the risk burden rfeorly between lenders and
investors on the one hand, and borrowers and sstgbf investments, on the other.
It is a measure of the resilience of the world tdpmnarkets that a recovery of
resource flows has taken place within a decadkeobnhset of the debt crisis.

The underlying cause of this rapid recovery isdtral. The interregnum of reverse
capital flows to developed countries in the 1986slf contributed to a slow down
of industrial and economic growth in these coustria the 1 980s and to
overheating of capital markets. The slowdown in aleping country imports,

particularly of capital goods, from developed coigst affected industries in both
regions adversely. Thus a resumption of capitalgloto the faster growing

developing economies is essential for the developmthtries themselves. With
lower demographic growth and low GDP growth thas Im@w been endemic to
developed countries since the 1970s, financialtabf@ seeking the higher returns
available in developing countries which are stil bigh income growth paths.

~11~



Naturally, the highest returns are available in fésest developers, the so called
newly industrialising countries (NICs).

The consequence of this development is that thasmtdes which are either
creditworthy or have financial or project entitiebich are creditworthy can raise
resources in securities markets directly rathen tbhaing the World Bank as a
financial intermediary. Although there is still stiéntial difference between the
terms offered by the World Bank and those at whiebources can be raised
independently by these countries, their requireséot capital are such that the
World Bank can only supply a fraction of their needssuming that this process
continues, and indeed strengthens as Western lcagieks destinations which
provide higher returns, the graduation of countiiesn World Bank borrowing will
presumably accelerate. The role of the World Bask aure financial intermediary
would then be expected to weaken progressivelydaset provider of credit.

Third, the newest development in. this regard &s ftow of private resources into
infrastructure investment in developing countrigéhough this is still concentrated
in a few countries in Latin America, South East &ast Asia, the volume of these
flows has become quite significant. Increasinglgsth flows are both in the form of
equity and debt intermediated by the world seasitnarkets. These flows are also
concentrated in certain infrastructure areas suxhpawer, telecommunications,
ports, and to a lesser extent, the constructidolbfoads. But these very areas have
been significant in the portfolio of the World Balgding in the past. The volumes
of resources that have been raised are beginnirgetquite impressive thereby
further weakening the role of the World Bank asnaricial intermediary. Different
forms of financial vehicles are emerging, particlylan Asia, so that private capital
flows are increasingly financing large projects evhiearlier would have been
implemented with World Bank or other multilateral wlateral financing, or would
not have been feasible at all. The emergence obad gqnumber of engineering
consultancy organizations with international repates and significant size has also
meant that consortia can be developed, includiegotrticipation of these technical
entities. Another development is the emergence eveldpers or packagers who
specialise in’packaging projects for financing. Tmancial bundles so created also
include the charges for technical assistance whichild otherwise have been
another reason for seeking financing from the W&dak. Simply put, competitors
to the World Bank have now emerged in the privatda in different forms.

A particular characteristic of the newer forms apital flows is that there is now a
more appropriate balance between equity and dettsfl In principle this should

ensure more automatic accountability. Equity retware linked to performance: thus
investors will presumably seek to ensure projediopmance. As might be expected,
just as the World Bank was insulated by sovereigargntees, prospective private
investors are also seeking to protect their invests) through different kinds of

guarantees and investor protection devices. Helmeee tis an emerging need for
market based devices which lower the risk for itmessso that funds received by
developing countries are at affordable cost forastructure investment and so that
the increasing availability of private equity resmes can be adequately leveraged.

Capital markets have to be developed within devetpgountries so that savings
can increasingly be intermediated through capitatkets and financial institutions
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for application to activities which yield the besturns. Moreover, just as developed
country capital markets were tapped to yield savifag investment in developing

countries, similar use can be made of the capitakats of emerging countries for
application of funds in the least developed coestriindeed, the Newly

Industrialized Countries (NICs) such as Taiwan, gi&tong, Singapore and South
Korea have already become large direct inventoaghier developing countries.

FUTURE NEEDS: MORE SPECIALIZATION
Regional Specialization

What comes out from the above analysis is thatt, fihe World Bank will have to
become more specialised on a regional basis oeendlt 50 years and channel its
resources to the regions which need them most.e§pondingly this also means
that there will be, at least in the medium terngreater role for the International
Development Association, IDA, the soft loan armtloé World Bank. In terms of
staff resources the World Bank needs to invest nmicte in acquiring expertise in
the kind of problems that are being faced by ther@st developing countries in Sub
Saharan Africa and South Asia. These regions reglifferent solutions from those
that have either been attempted in the past iretrexgons themselves and those that
are currently in vogue in other more developedaegithat are now successfully
growing rapidly. This activity requires both, a grer openness to ideas and search
for new institutions and methodologies for promgtaevelopment on a sustainable
basis, as well as greater allocation of finan@alources than is at present the case.
A large number of countries in Sub Saharan Afriemehsuffered deep erosion in
their already fragile levels of living over the pd%-20 years. This downward slide
has to be reversed.

So far, the standard structural adjustment potafrtee IMF and World Bank have
been administered repeatedly in these countrieswiib only patchy success. In
some cases, where there was significant initiatess;, distressing reversals have
also been experienced. In these least developetbetes, there is urgent need for a
highly focussed world wide attempt to reverse thesgent highly distressing
trends.It is in this mission that the World Bank must assueadership and become
instrumental in arousing the world’s conscientfeany success is to be achieved, all
the financial, technical and intellectual resouraeailable in the world will have to
be brought together to address what otherwise appde intractable problem$he
World Bank must cobble together the Wolfensohn ghll) Initiative for Africa for
the 21st Century.

This will involve a significant expansion of IDA fovhich a renewed campaign
must be launched for substantial replenishmenesdurces from member countries.
Such replenishment will have little chance of sgscén the constrained fiscal
circumstances of most countries. Aid fatigue arellfitk of intellectual support for
such a campaign are additional problems. It isetioee crucial to build a new
constituency for the proposedVolfensohn Initiative and associated IDA
replenishment. Of prime importance is the creabbmew intellectual support for
such an initiative. The European Union has builtcansensus toward the
disbursement of very large volumes of funds oneswély concessional basis for the
“structural” development of its less developed oegi If such a consensus can be
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built up within ‘the European Union, and on the ibasf an agreed intellectual
rationale, it should be feasible to do a similagreise for IDA.

According to the World Bank’s own evaluation, staral adjustment programmes
in Africa are no more than a beginning; economiorras as currently advocated do
not address long term constraints; human resousgelgpment must be protected
and given greater emphasis and small enterprisel@@went must be promoted. A
necessary condition, however, is the achievememnt m@waintenance of macro
economic balance. The major problem in implememtatf reforms has been
inadequate availability of capacity in the governtmand excessive reliance on
foreigners. “The different approaches applied tadaf by both donors and recipient
countries have all lacked one essential ingredidgrdy have not incorporated the
central feature of building indigenous capacitieskils, knowledge and institutions
Typically, externally funded projects, includingetiBank’s have been prepared by
expatriate consultants or firms, appraised by thekB or donor staff, operated with
the help of long term expatriate staff, and supadj monitored and evaluated by
Bank or donor staff.... Project agencies have bestablished independent of
government’s normal procedures, budgetary contamsl supervision” (Ishrat
Husain, 1994, pp. 24-25). About 100,000 expatriatesreported to be working in
Africa today.

Clearly, as the Bank has recognized itself the @ggr to the financing of

development of Africa has to undergo substantigdnge from the traditional

methods and has to be more clearly focussed ogendus capacity building in all

its aspects. No amount of stabilization and stmattadjustment efforts can bear
fruit without this essential ingredient. A cleaesfal focus on Africa must form part
of the World Bank’s strategy for the next fifty ysaThis will then make for the

emergence of a whole new class of creditworthydweers in the future.

It goes without saying that the allocation of geeakesources has to be done on a
much more accountable basis than in the past. Hisee the World Bank itself
would have to change some of its own practicesalfsady mentioned, although
each project that the World Bank finances undergoesasonably rigorous project
evaluation and continuous and careful supervisibitsoimplementation, there is
still no nexus between the success of the projadt rapayment of World Bank
loans. There is little reason why the World Bankwtd not undergo the risk of
failure that other banking entities do. This woaidke the World Bank itself more
responsible in its lending as well as the countae®ntities that borrow from it.
Presumably, such a change in practice will alsegda new institutional forms and
practices for implementation within developing ctoyrborrowers that would make
this kind of accountability possible.

In summary, the World Bank must focus explicitly 8ab Saharan Africa and parts
of South Asia as its key clients for the next fifigars. In doing so it must look for
new methods of capability enhancement of governraedtother personnel in these
regions; it must explore new institutional formsighensure accountability in the
use of resources; and it must assure more risk as@untable lender.
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Mor e Sectoral Specialisation

As has been mentioned earlier, a large volumeiefa capital has begun to flow to
selected countries and selected sectors. This stgytfeat the World Bank should
concentrate increasingly on financing those seatdrish are not yet receiving such
flows. There are many areas of infrastructure whacé not yet receiving such
capital flows. In principle, the nearer the senig& the concept of public good, the
more difficult it is for it to receive commercialifiding. This will be discussed at
greater length in the next section focussed omstfucture.

Role as Facilitator and Honest Broker

In recent years, while responding to the changmgliions in international capital
markets, the World Bank has begun to participateainous private consortia as a
co-financier. This activity will have to increasg twrders of magnitude in the future.
As mentioned earlier, new institutional forms hdeebe found to ensure a more
direct nexus between funding of projects and thecess of these projects. Co-
financing is one such method of doing this. Theipgation of the World Bank in
co-financing different infrastructure projects whiare likely to receive private
capital is certain to expand the total amount &foteces that can flow in this
fashion. Its participation essentially enhancesguality of credit of the receiving
entity. The expertise that has been developedeittbrid Bank in terms of country
economic analysis, project analysis and sectoralysais is far greater than in any
private funding institutions. Thus the participatiof the World Bank as a co-
financier in any project lends great confidencenweestors and is likely to elicit
greater volumes of investor interest than wouldeotlise be the case. The World
Bank’s role as a financial intermediary in suchiatiés is essentially that of
removing market imperfections that exist in ternisirdormation with regard to
developing countries. This role as a co-financian continue for a considerable
length of time. Initially such finances will be dored to the more creditworthy
countries. Later such funds can become feasibleflandto other countries that are
currently not creditworthy.

The debt crisis of the 1 980s was caused by exaessnthusiasm and

irresponsibility on the part of lenders and borrosvalike in the 1970s. The World

Bank and the IMF were then called upon as honedigns (some may say as bailiffs
for the creditors!) to clear the debris in the aftath. Whereas different observers
will have different views on how fair the role dfet World Bank and the IMF has

been in the process, there is little doubt thay th@ve played a significant role in

reducing the turmoil in world trade and financiahnkets which would otherwise

have resulted.

It is possible that similar crisis will arise inetliuture, either on a widespread basis
or in individual countries such as the one thafptd recently in Mexico. The
present burgeoning of private capital flows, batherms of equity and debt, involve
some elements of lemming like behaviour on the phthe emerging market funds
industry. If there is capital market instability the investing countries or in the
recipient countries, it is possible that debt erisipe difficulties may arise in the
future. Servicing of these large capital flows cbehsily create serious balance of
payments problems. If this happens then the WoaldkBvould once again be called

~15~



upon to perform the role of honest broker betwdenrecipients of funds and the
investors. To some extent it has already extentedbie in this direction through
the founding of the Multilateral Investment Guaem#Association (MIGA). It will
need to expand this role considerably and find mestitutional ways of doing so.
One recent suggestion is the erection of a bondranse facility which provides
appropriate comfort to bond investors and thuscesdhe chances of abrupt capital
flight from developing countries.

Another role as a facilitator of capital flows setWorld Bank’s role in providing
information to developing countries so that theg aetter informed on how to
receive the capital flows on terms that are faie Tntermediation of funds from
individuals and institutional investors in the dieyed capital markets to projects
and programmes in developing countries requireseatgamount of structuring.
Investing institutions and organizations typicaltgquire different degrees of
comfort. Some demand excessive comfort in termgosernment guarantees and
the like as has been found in power projects régceit this respect different
countries face difficulties in not too differenf@am, from the prisoners’ dilemma.
What the World Bank can do is to solve such prisgindilemmas by providing
information on what are reasonable and adequateeeegof comfort that are
necessary for directing the kind of resources #inatrequired for different kinds of
projects. This would help in preventing countriemti providing excessive levels of
comfort when demanded by investors. The lack ofecadte information with
investors and recipients alike sometimes reducekitid of resources that are felt to
be necessary for national requirements.

Despite the emerging improvements in the workingntdrnational capital markets
it will still be necessary for the World Bank tmé&ince longer gestation projects with
long term finance. This is another area of spexa#ibn in future operations of the
World Bank as a financial intermediary. Not sunmggty, this harks back to the
original rationale for the funding of the World BarMany of the emerging newly
industrializing countries will still have difficyltfinding commercial resources for
infrastructure projects which have long gestati@miqus and it is here that the
World Bank will continue to have a significant roés a financial intermediary
because of the guarantees associated with it.nltasaist in making possible term
transformation of relatively short or medium terondls that developing countries
can tap from the world capital markets. It can sisBi making the market by
subscribing to bonds and other instruments thatldping countries and their
entities float in international capital markets.wbuld then be using the superior
information it possesses on developing countriesigoal the creditworthiness of
developing countries and their borrowing institngdo other market lenders. Just as
it used the superior credit quality of its mostditworthy shareholder to enhance the
quality of its own obligations, it can now leverage own established high credit
quality to enhance that of developing countries thed institutions.

A new activity that the World Bank should engageider to find a greater role for
itself than at present is to participate in insitta building in developing countries
in larger measure. It should assist in creatingjtirigons like itself on a country or
sub regional basis. If there is a rationale for éestence of the World Bank as a
financial intermediary, a similar rationale exi$ts country or sub regional level
banks which too meet the same need as the Worll &aes on a world wide basis.
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This would also help in developing national capmelrkets and in the integration of
international capital markets with those withinfeliént developing countries. The
magnitude of infrastructure and other developmestds of developing countries is
such that there is room for the existence of sévarancial intermediaries which
perform functions similar to that of the World Bank

The methodology of the kind of guarantees providdll the national governments
in terms of callable capital for the World Bank dag extended for these country
and sub regional banks. It may be argued heretlitis not necessarily a new
activity for the World Bank. Moreover it would baid that when it tried to set up
development finance institutions in the past it méh striking failures over time.
However, lessons have presumably been learnt fhisnpast experience. Many of
the development finance institutions that were getearlier failed because of
excessive government interference; or becauseaofenuate technical expertise; or
because they were excessively dependent on thergogat for funding rather than
raising their resources in the market. Clearlyafninstitutions are to be created at
the country or sub regional level they could nog¢rage on the lines of many of the
former development finance institutions. For thenbé successful, they would have
to be much more independent of governments thantihee been in the past; their
staffs would have to be much more technically caemte and they would have to
be run with a greater degree of fiduciary respalisiblf such institutions can be set
up with World Bank patrticipation in their equityloagwith equity contributions,
callable or otherwise, by governments, it will pably be possible to invite equity
contributions from many of the emerging market fitlkdat are now mushrooming
in the developed capital markets. If such insui$i are indeed created in this
fashion, a significant proportion of World Bank ¢img can then go as lines of credit
to these institutions. This would contribute to @ander term development of
institutional capability in developing countries Mehensuring a useful role for the
World Bank as a financial intermediary for the f@eable future.

What would be the difference between these ingiitgtand the DFIs (Development
Finance Institutions) which have had a dubious néé@$ achievement so far? The
key difference would be that these institutionsutidoe set up as independent
financial institutions with ownership structures ialh add to the quality of their
credit, but which are not exclusively owned by spegovernments. They must
have autonomy and corresponding expertise, regmbtysand accountability. Once
again, the World Bank should use its high levelcddit quality to leverage the
intermediation of larger volumes of funds to bersed through these institutions
which, in turn, act as market makers at nationdlragional levels.

Different developed countries have used a varidtytegchniques to assist the
intermediation of long term savings toward theirplagation in infrastructure

investments which require funds of long term mayuin the United States, the tax
free status of municipal bonds induces investoiauest in these securities. In West
Germany, the system of Pfandbriefs, which operatieuspecific legal provisions
and considerable government and regulatory ovdrsmilovides the medium for

raising long term funds in the capital market. $amhy, in Japan, the widespread
postal savings system is used to provide appr@ps@turity to savers. The finds so
raised are used to provide resources to long tending institutions such as the
Japan Development Bank, Long Term Credit Bank ahdranfrastructure agencies.
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In each of these cases, some specific governmadtiain has been used to induce
savers to invest in long term securities whichtaen intermediated to appropriate
uses. These processes have also helped in dewgloapital markets in each of
these countries. The World Bank could assist deweip countries to develop

similar mechanism for intermediating long term sage, both internationally and

domestically, for the purpose of infrastructureastment. It should use its high
level of credibility to contribute financially to @ehanisms which are created to
provide the appropriate degrees of comfort requbgdnvestors. This could be a
new form of lending for the World Bank. A beginnimgthis direction has already

been made with the offer of different kinds of quraees for selected infrastructure
projects.

In summary, as a financial intermediary the WorlthB will have to do a significant
amount of re-thinking towards increased speciabpain terms of its regional as
well as sectoral focus. It must rouse the worldiestience and launch a large scale
Wolfensohn Initiativdor the development of Africa in the twenty firséntury. It
also has to think of institutional innovations a@mrhs of fostering better development
of capability within developing countries so thet own lending is not only faster
and cheaper but also more profitable and more atable. The large volumes of
resources available with different kinds of savingstitutions such as pension
funds, insurance funds, housing banks, mortgagk&shamd the like are crying out
for application to higher return activities in déy@ng countries. This must be
facilitated with the provision of adequate but egtessive degrees of comfort. This
will involve institution building within developingcountries or within specific
groups of developing countries. This idea could dexeloped further with the
participation of the World Bank itself and possililye existing regional banks.
Finally the role of the World Bank as honest bro&ed facilitator of capital flows
will need greater attention as the situation dersaihd principle, the World Bank
must use the high level of credit quality it hakiaged to enhance the credit quality
of assisted institutions. It should increasingly s resources as equity like flows
which are utilized to leverage greater volumes ohdks for international
investments. Having achieved the highest degremeafibility for the quality of its
own credit, it must use this very achievement t@tage a much greater fund flow
of long term maturities for the requirements forastment in developing countries.
Its funds should now be less for direct lendinghtf@ expanding the flow of capital
resources from world capital markets to develogiogntries

[IT.INFRASTRUCTURE INVESTMENT:
DIMINISHED ROLE

This is an opportune time to discuss this issueesthe World Banks owlVorld
Development Reporhas recently focussed on it. It is remarkable tou¢ that,
whereas in the 1960s ninety per cent of World Bdmances went into
infrastructure investment, in the 1990s, with théhasiasm for structural adjustment
lending, this proportion has gone down to aboutyttive per cent. There is now a
clear need to rethink these proportions.
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Extending Debt Maturities

As has already been argued, the emerging trendondweapital markets suggests
that, whereas certain kinds of infrastructure waed less and less of World Bank
financing, other areas which are perhaps more @askl/which have a long gestation
period will require long term financing that is nget available from private
commercial sources. There are still very few saiafdong term financing such as
15, 20 or 30 years loans for application in devielgountries. One example where
private financing has flowed but which has not b&am successful is that of toll
roads. The kind of tolls that are necessary to Ipagk the private capital which
seeks to finance it over a short period are muohtgh to be sustained in countries
with relatively low incomes. It is possible that raoriable tolls can be levied if the
financing available is of a longer term maturityclsuas that which is potentially
available from the World Bank. Similar is the céseservices such as trunk water
supply and sewerage and other areas of infrasteuethich are more like public
goods than private goods.

In all such areas of infrastructure, which are Iynp terms of investment, which
usually have to be built much in advance of fulpaecity utilization, and which
consequently have long pay back periods, there isb&ious need to find finances
whose term structure matches that of the time stref benefits. Even the most
developed private capital markets have difficultysupplying debt resources with
such long pay back periods of 15, 20 or 30 yeéais.Here that the World Bank must
specialize in particular. It can, however, exploesver ways of extending maturities
of private sector finances which are otherwisedgity available for 5 to 10 years
maturity periods.

In many such areas of infrastructure, it is théahperiod when most of the risks are
borne: the period of construction and the earlyryed operation before optimum
capacity utilization is .achieved. Once such arastfucture facility, be it a toll road,
a trunk water supply project, or a sewerage andagewreatment facility, is
operational and the benefit stream is assuredoitldvthen be easier to obtain long
term private sector financing. As already mentignetany of the pension and
insurance funds could then happily invest in theusées of such established
infrastructure entities which can provide assured sustained returns over a long
period. The current standard form of Build, Operatexd Transfer (BUT)
methodology for private sector participation inrastructure could be reversed with
initial World Bank financing for building, followedby transfer to a private sector
special purpose vehicle for purchase and operaWdth this methodology, World
Bank financing would be of short to medium matyritshile the private financing
would be of long term maturity. This procedure wbenable faster recycling of
World Bank resources for such infrastructure inwvesit while effectively
intermediating the flow of longer term private dapiresources into infrastructure
investment through the medium of infrastructure dsorof the special purpose
vehicles created.

This is just one illustration of how the World Baman use its own superior

expertise, high credit quality, and higher levelcoluntry specific information to
leverage greater capital market funding for infnasure investment in developing
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countries. Many other methods could conceivablydund: it is to these kinds of
innovations that the World Bank must turn its aitam

M ore Focussed | nfrastructure | nvestment

Many of the newly industrializing countries in LatAmerica and elsewhere which
have gone through long periods of stabilization atrdctural adjustment in the 1
980s have suffered from widespread neglect and eheatwreliction of their
infrastructure. Thus a consequence of many oftiiuetsiral adjustment programmes
which the World Bank itself has participated in as much greater need for
infrastructure investment. The World Bank shoulcbgnise this explicitly and once
again change the proportions of its lending padfotowards infrastructure
financing.

It should also be realised more specifically thamare focussed approach to
infrastructure investment is necessary in the &tdt must be used to create
comparative advantage which yields the economicefitsnthat the structural

adjustment programmes themselves envisage suaieag specific infrastructure

for trade promotion. This argument can be made rspezific by giving just one

illustration. Two small countries, Singapore anc tNetherlands have created
comparative advantage for themselves by specyicalesting in trade related

infrastructure. Both the Netherlands and Singapeanee invested in creating world
class ports in support of their own requirementstfading. Similarly both these

countries have also created world class airpodt) bor passengers and cargo. A
good deal of their success in their respective faaturing activities, in petroleum

related sectors, and as entrepots of trade, hadted from the creation of this

focussed infrastructure investment. Thus, theseeraiBe resource poor small
countries have created for themselves a majorirnolgorld trade and in the most
capital and resource intensive industries relatedédtroleum. Similar focussed
projects in infrastructure creation can lead toagmeconomic benefits in different
developing countries. As developing countries md#ke transition from being

predominantly agrarian societies to urbanized itriized ones, non-farm

employment generation is of the essence. Anotheample of focussed

infrastructure investment relates to the infragtritec elements which make different
kinds of agro and food processing activities pdesibactivities that are generally
employment intensive in character. Better commuitng, better transport, the
provision of refrigeration facilities, all promot®ff-farm good processing

increasingly possible and economically viable.

Thus infrastructure programming in the future moistmuch more purposeful and
focussed, so that the economic benefits from itrinaire investment emerge
sooner rather than later and which, in turn, canplmghed back for further

infrastructure investment. The World Bank should &% itself a significant role in

this process, as distinguished from the more génedainfrastructure investment of
the past. This kind of investment does require sdegree of perspective planning
and programming.
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I nfrastructure for Urbanization

One unprecedented change that is likely to takeeplathe next 50 years deserves a
special note. It is well established that the urkaion process takes place in most
countries in a logistic manner. Thus at low levadlsncome the rate of urbanization
is usually slow and takes an extremely long peabtime measured in hundreds of
years to reach an urbanization level of betweearzD30 per cent of the population.
Subsequently, there is then a spurt in urban grosaththat the next phase of
urbanization goes from a level of 20-3 0 per cend@-70 per cent in an extremely
short historical period, typically 30 to 60 yeaf#is is the phase when a country
enters a sustained phase of rapid economic grovibhwtransports it from low
income status to middle income classifications ¢hyrent standards). During this
period, as may be expected, the need for infrastreicinvestment is usually
extremely heavy and most countries going through fihase typically require
external savings for the financing of the urban aftfter infrastructure needed for
such a fast urbanization process. This has beenintirmost countries in the past in
Europe and North America in the 19th century amtiye€z0th century, and in Latin
America and East Asia in the latter part of thistoey.

It is now the turn of India, China and Indonesiatothrough this phase jointly over
the next 50 years, alongwith some countries in Salharan Africa. What is

noteworthy is that never before have countriesaggel as India and China, with a
total combined population of two billion people, ngo through this phase of
urbanization at the same time. The requirementaffioan infrastructure and other
investment will therefore be massive in both thesentries. Alongwith the large
scale import of materials and equipment they vatjuire large volumes of external
savings to finance the infrastructure required tlis fast economic growth and
associated urban development. Indeed one intetimetaf the emerging trends in
international capital markets which are providingrge capital flows for

infrastructure investment, particularly in China, indeed that it signifies the
beginning of an international market response i@réguirement.

The World Bank will have to participate in this pess in a very significant manner.
For adequate volumes of resources to actually becmnilable many financial as
well as institutional innovations will have to emger As a repository of information,
research and thinking, the role of the World Bahn&wd indeed be crucial. In terms
of priorities this is an area which should assuxteeenely high priority in the role
of the World Bank in infrastructure investment.will catalyse larger flows of
capital for such infrastructure investment. It diss to bring to bear its considerable
intellectual, technical and financial expertiseettsure that these investments take
place in an efficient manner. These investmentshawe to be much more focussed
than they have been in the past, they will needi@kpttention to the mechanisms,
both political and administrative, which make itaséle that a return flow of
benefits finances them; and this in turn will regunuch greater participation of the
public in demand articulation.

If this role has to be a successful one the pahegoric of the World Bank probably
needs to be changed. Its attention at the secteval which has increasingly
ascended from micro to macro concerns under sé@dyjastment programmes will
have to descend to micro levels once again. The &frflows that are required in
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the future will not take place unless the retumthese investments are made greater
in financial terms than they have in the past. Warld Bank has, so far, provided
only debt capital. There should now be better lddmetween external equity and
debt and the World Bank should assist in this cbhaggreat deal of institutional
innovation will be required in a decentralized manm the future for this to
become possible. Thus the policy attention hasifofsom ends to process.

Institutional accountability is of the essence. Thethodology followed so far for
infrastructure has been the formation of publict@eentities, often known as
parastatal organizations, for the continuation @peration of infrastructure projects.
The World Bank assists in the funding of these gty by extending debt financing
to these entities through the concerned governmditisse entities often do not
have clear financial and organizational structurenictv would promote
accountability. Even if they do, they usually haM@ per cent government equity
and then “benefit” from soft budget constraintsac®i the World Bank itself lends
only with sovereign government guarantees, payloddkorld Bank loans is not at
all dependent on project performance. Thus thenmeeexd for the search for new
institutional structures which promote account#piliThe World Bank’s own
lending should be subject to similar accountabilélated to project performance. It
could also leverage its own funds better by inwesiin the equity of the new
institutions created for such infrastructure prigethereby enhancing their credit
quality and improving their access to capital m#skeboth domestic and
international. Where subsidies are essential fagadte service provisions these
could be made transparent through direct governrerding for equity or for
operational expenses. Such explicit blending caen tmake private funding
commercially viable.

The foregoing is by way of illustration: the kepu® is that the World Bank must
use its resources to make infrastructure investmamte commercially viable to
enable greater flows of commercial capital intorsprmjects.

Capacity Building in Developing Countries

The received wisdom for infrastructure investmenthie past at national or sub-
national levels was that there was a great role Ftanning Commission and
Ministries as central coordinators. Among the reador the many failures that such
Commissions or Ministries have faced is that thesee essentially supply oriented
mechanisms. Whereas they probably did well in doatthg and identifying the
macro level needs and composition of infrastructaxestment, they often failed
because these were not too closely coordinated medgds and demands which
existed at decentralized levels. There was no nebetsveen the returns to
investment and allocation of resources, exceptutjitoex-ante project evaluation
procedures. They were also not consistent withctpacities for paying back the
investments made either through the public finasystem or through direct user
charge mechanisms. The result was that much inesstm infrastructure has not
been as productive as it could have been. Thedaakequate pay back capacity has
also meant physical depreciation resulting fronalsence of maintenance.

Having said this, there must be clear recognitidnttee need for technical
coordination of infrastructure provisions at thentcal level in sectors which
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typically involve countrywide or indeed internatadnnetworks. This includes
sectors such as the provision of power, highwajyscommunications, and railways.
In Europe, for example, the European Union is ffuify a significant role in these
areas in doing the sectoral planning of networkgHe next 25 years. The European
Council of Ministers of Transport (ECMT), attachiedthe OECD, has existed since
1953. It has attempted to coordinate transportnitenin Europe throughout this
period. Whereas their actual execution would beedancountry or at lower levels
as necessary, there is strong central coordinatton technical level. With the
discrediting of central planning and with the wiihg away of planning
organisations there is currently very little dissios on how some of these technical
coordination issues are to be tackled in the futkrther the existing coordinating
mechanisms have to be strengthened or new inetigitievised.

A good part of the discussion is confined to wheihgestment in many of these
areas should be done by the government, publiosecttities or by the private
sector. However, there is very little discussiorhomw the coordination is to be done
regardless of whether the actual investment or emphtation is to be done by
public or private entities. In the discrediting pfanning mechanisms the World
Bank itself has played a significant role, as itl mauch earlier in the 1950s and
1960s in the creation of these very planning meishas If future infrastructure
investment is to be much more focussed as arguetlifat is to be bankable and
productive, much greater thought has to be givandtitutional development within
developing countries. How are new infrastructurewoneks to be planned,
implemented and managed at relatively low levelsmiobme and skills? The World
Bank must assume an important role in the developnoé thinking and of
institutions in this regard. and in the dissemmaif information.

Private Sector Participation in Infrastructure

It is becoming increasingly apparent that largdespaivate capital flows will take
place much more easily for infrastructure investimian appropriate governmental
and regulatory framework exists which can receiuehsfunds and which can
contribute to the transparency of returns thatgteévinvestments must ensure for
themselves. Even in sectors such as power andieleach a framework is crucial.
But in the transportation sector, be it roads, foairports, or urban mass rapid
transit, interaction with the government is evenrenmtense. In such areas the
existence of pre-feasibility studies, long termgryeomming, demand estimates, etc.
are all precursors for attracting private investmé&he clearer the requirements are
spelt out, the lower the perceived risks, and tbusr the cost of funds which can
be attracted. The World Bank must use its funds expkrtise to assist in such
activities in order to leverage greater privatet@edunding for infrastructures
investment. A special window could be created twdfguch activities in developing
countries.

| have already argued that there is a great needcdantry or regional level
institutions to be developed as intermediariesntérnational and domestic capital
for infrastructure investment. These institutionswd be different from erstwhile
central planning organizations in that they woutdspmably only lend to projects
for which there is adequate demand from lower E\J® they private or public
sector institutions and organisations or governalestitities. At the same time they
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would also be more commercially oriented as finalnicitermediaries which receive
foreign investment funds, which raise funds doneediff, which are able to raise
funds of long term maturities both domestically am@rnationally, and which are
able to provide or broker technical assistanceéHemrojects which such institutions
invest in.

Why have | argued for the creation of such infrasgtuire investment banking type
intermediaries? As indicated in the recent Worldd@&epment Report, out of annual
requirements of about US $ 200 billion for infrasture investment in developing
countries, at present, only about US $ 20 billiomes in official flows and about
US $ 15 billions in private flows. The rest comesni domestic savings in
developing countries themselves. The issue therafohow these domestic savings
can be much more effectively intermediated andcatied for infrastructure projects.
The productivity of the World Bank itself would imgve considerably if most of
this infrastructure investment is generated thromdfastructure banks in the public,
private or joint sectors at the country level ratliean being coursed through
government budgets through Planning Commission imistfies. Given the World
Bank’s own experience at an international leves iclearly well qualified to build
domestic capabilities in this direction in the fgu

Regulating Private Provision of Infrastructure

As mentioned earlier, most of the private capi@lé in infrastructure are going for
investment in particular bankable sectors suctel@Edmmunications, power, ports
and toll roads. In each of these areas there arasic degrees of monopoly that
exist. The efficiency of private investment and @Bocation depends on the
efficiency and fairness of regulatory agenciesc8ithe rush of private resources in
these areas is a relatively new phenomenon, aed sontestability in these sectors
has become possible only through recent techn@bgmovations, there is no
settled international best practice in the regofatdf these activities. In countries
which are characterised by shortages of skills othbmanagement and technical
terms the problem of designing regulatory authesitbecomes more acute. In areas
which involve allocation of different degrees of mopoly rights corruption is a
large issue. There is also a direct nexus betwesn regulatory skills and
opportunities for high corruption. Thus a more $perent and skilled regulatory
regime for allocation of resources in these areaslavreduce the likelihood of
corruption. The World Bank therefore has a speaifile in even those areas of
infrastructure where a good deal of private cap#talvailable and where it probably
does not need to devote its own financial resouircdgrge measure. What it does
need to do is to contribute its expertise in buaddiocal capability in the developing
countries themselves to manage the capital flowas ttey are receiving and are
likely to receive in the future.

The Bank itself does not possess adequate expartises area. As the World Bank
has grown over the years its own staffs have becprogressively more inward
looking. The proportion of those who have neverkedrelsewhere has increased
over time. For developing country level expertisebuilding regulatory agencies
much more country experience in developed counthesnselves is required in
Bank staff. Thus, to perform this role in infragtiure investment the Bank needs to
look within itself, invest in staff development,cahecome more outward looking so
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that it can transfer best practice in the creatibregulatory authorities in different
infrastructure sectors within countries where itrégjuired. It has to conduct the
equivalent of zero based budgeting in carryingatiiorough new assessment of its
new staff requirements. It must redress the baldoe®veen operating level
experience within countries, academic expertisevatidn World Bank experience.

Soft Areas of Infrastructure

So far | have focussed on what might be charaet®as hard areas of infrastructure.
A continued need for World Bank involvement existhuman development related
to softer areas of infrastructure. If the develgpoountries are to compete in an
increasingly integrated world economy and in annopeonomy framework they
will have to pay much greater attention to humasouece development on a
widespread basis. The World Bank began to devatatgr attention to this issue
from about the late 1970s or early 1980s onwardstthas still further to go in this
direction.

The whole area of human resource development &gvwiag much greater attention
now than hitherto. Broadly interpreted, it coverdrition, health, education and
training. Although the introduction of the privagector is being advocated in these
areas as well, there is almost no precedent alilab the world where the
government has not assumed the key responsibditypfoviding these services,
particularly at low levels of income. At the sanmmé, the experience of the last
three or four decades in the poorest countries stibat severe difficulties exist in
the actual delivery of these services both in fand rural areas and in towns and
cities. The traditional forms of governmental dehy systems have simply not been
successful. Privatization is unlikely to providestanswers. Thus the World Bank
must search for new forms of delivery which arerapgate to the requirements of
the countries which need the extension of thesdaces the most. A great deal of
research, experimentation, risk taking, and instihal development is necessary
and World Bank resources can be used profitablyréonote such activities. Much
greater use of successful international experiesmgdd be used to explore the
potential of different delivery methods. The nedgsdor local control and
participation in delivery systems could be giveaajer consideration, alongwith the
appropriate institutional forms which make this gibke.

Current World Bank thinking has focussed on theremir composition of public
resource allocation between different levels ofcadion. It is now widely received
wisdom that public resources must be concentratadicplarly in primary
education, somewhat less on secondary educatiahth&nleast on vocational and
higher education. The argument is essentiallyithatat the primary and secondary
levels that there is the greatest excess of sberafits over private benefits. There
could be no argument on the general relative weigtdf importance between these
different levels of education. What is surprisirtgpat this new received wisdom,
which places the onus on private funding of higk@ucation, is that no developed
country itself has relied on substantial degreespofate funding of higher
education, including the United States. (see OELTE9R).

The situation is even more serious in the contdxbpen economies and open
competition where competitiveness will increasinly dependent on skills and
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productivity as distinguished from pure price cotitpeness which is derived from
low wages only. Given the wealth that exists ineleged countries in terms of
physical facilities and quality of higher educatimstitutions there is a clear need
for developing countries to increase rather thamreese the resources which go into
higher education. This increase in expenditurestrhasfunded both from higher
user charges and from greater government expeadifine two should be mutually
supportive, not in competition. The availability sfudent loans itself requires
funding mechanisms. Similarly, mechanisms suchha&s American Connie Lee
(College Construction Loan Insurance Associatioayehto be considered for
catalysing investment in university and collegerasfructure. (Connie Lee is a
private corporation which works closely with its nstituents (colleges and
universities) to structure financial packages foaficing college improvements. Its
credit evaluation and enhancement programmes taprisure and re-issue college
building bonds to triple A rating). The distancetvibeen the quality of higher
education between the best institutions in devapptountries and developed
countries has probably increased over the last @8ades. The resource
requirements for equipping higher education instotws in terms of laboratory and
scientific equipment has become larger and larger.

What has been given even less attention in devegopountries is the development
of appropriate kinds of vocational education whishso necessary for providing
appropriate skills at all levels in all sectors luging the tertiary sector. Those
countries which strive to develop by attaining l@glevels of real incomes through
sustained quality and productivity increases waled very substantial investment in
quality vocational and higher education institusoralongwith primary and
secondary education. In this, once again, the WBalak can have a very significant
role to play in financing investment in all of tleeareas. In the case of primary and
secondary education the need is not only for adrigieightage to be given in terms
of resources than is the case at present, theledasneed for much greater thinking
on how to make the schools more productive andieffi in the use of these
resources.

The attainment of increasing degrees of capabihtydifferent sectors of the
economy also requires continued adoption, adaptatial transfer, of technology.
This has been well recognised in the area of agm@iwhere the World Bank has
participated to a significant extent in financingida organising international
institutions for agriculture research under the &&lframework. These institutions
themselves have also contributed in raising theomapce of agricultural research
and policy development. They have also been seema@dels for increasing
domestic investments in agricultural research arahsfer of technology for
agriculture.

There is a similar need for the creation of R&Dtitagions in the industrial sector in
developing countries which assist in the processcrefition of techno logical
capability in these countries in both the manufastuand tertiary sectors. A great
amount of work needs to be done to find appropireggtutional forms for fostering
the right kinds of public and private partnershigisich are the most effective for
this purpose. How are these institutions to betetEaAt what level? How are they
to be financed as between public and private ress@ How are they to be managed
so that they are responsive to the needs of indastd so that they do not get
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bureaucratized? And how can the process of creatmh functioning of these
institutions be made endogenous so that they asmisly adapt to changing
requirements. There is also the specific need dohrtology transfer institutions
which perform functions similar to agricultural ersion services. Once again, for
such institutions to be effective the right mixsafpply and demand has to be found
so that while they procure the best practice abbilain different areas of
technology, they are responsive to the specificdseaf firms in their specific
environments.

It is in this area of technology development amhsfer where there is probably the
greatest area of ignorance in terms of what iscéffe and feasible. At the same
time the sustained success of developing countri@staining ever higher degrees
of confidence in all areas of activities will depgeon the creation of efficient
productive functioning of such institutions. Thisosild therefore be a new area of
focussed World Bank attention in both infrastruetdmancing and institution
building.

Hard Areasof Infrastructure: Needs of the Twenty First Century

A number of developments are taking place in nefwagtructure provision in
developed countries. Substantial new investmergstaking place in these new
infrastructure areas which are designed to impribve competitiveness of these
countries further at the high tech end. It woulddgog&e appropriate for developing
countries, particularly the middle income newlyusttialising countries to leap frog
in these areas rather than making investments e tnaditional infrastructure first
and then upgrading latter.

lllustrations of these areas include the new inmests that are taking place in
different countries in the provision of high spemd transport, arrangements for
multimodel transport networks, the setting up ofoimation highways, the
modernisation of ports and airports using the nessjbilities opened up in terms of
information technology and telecommunications. Eaxdhthese activities will
provide significant improvements in productivity ihe tertiary sector. In most of
these areas, initial planning, coordination andmiany cases, investment is being
done by governments or state agencies. There ie degree of private participation
as well. In each of these areas developing cosnimié do well to make similar
investments abinitio so that they enable themsdlveompete on equivalent terms
in the future.

The provision of high speed railways for examplailldobe more environment
friendly and productive than equivalent investmeimtsroad express ways. It is
reported that the TGV in France is now a profitadiéerprises (ECMT, 1994). They
might also be more energy efficient in transporovsion. The provision of
information highways will probably become a nedgsdor the purposes of
communication in all areas of activity, which coulahge from the exchange of
scientific institutions and firms, for the purposé travel and tourism, for the
purpose of trade and so on. In manufacturing, te& production management
systems involving total quality control, flexibleamufacturing system, just in time
inventory control mechanisms, order linked batchnafiacturing, etc., will
increasingly require real time information flowstlween customers, manufacturers
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and suppliers. Hence the earlier developing coemtimvest in these activities the
better. The new developments that are taking platethe technological
modernisation of trade facilities include such ati8s as customs clearance, duty
assessment, trade facilitation and the like on lactrenic basis. This is made
possible by the use of paperless transaction doatsnand declarations which are
electronically transmitted to the authorities whslgps are still in motion. The fast
movement of goods in containers from ship to shanel to their respective
destinations is being facilitated by the physicaldernisation of ports and by use of
information technology in these activities as wdlhe increase in turn around
speeds of ships and in the transportation of gamdsances the productivity of
economic activity in general. Once again, as demetp countries build new port
facilities aimed at enhancement of their trade tekguld consider making these
investments at the high tech end forthwith, witlviaw to making multimodel
transport efficient. Some of the success of EasrAsountries can be attributed to
their willingness to leapfrog technologies to thghhtech end, particularly in the
infrastructure area.

The modernization of tax assessment, collection emfdrcement systems can do
much to improve revenue collection in developingrdaes. The transparency that
is inherent in the computerization of tax systeniso acontributes to better

compliance and reduced corruption. Similarly, th@me many other areas of
administration which can benefit significantly tbgh computerisation. In brief, the

building of information highways in developing caunes, in some sense ahead of
their time, is one infrastructure activity whichethVorld Bank could productively

invest in.

These are all infrastructure areas where the WBalok should focus for providing
finding and technical assistance to developing tiees as they upgrade their
infrastructure facilities. These needs will prolyalide felt most in the newly
industrialising countries which might otherwise geduating from World Bank
borrowing. These could be the areas where they tnsgh benefit from IBRD
funding because of the availability of long terrars.

IV.NEW DIRECTIONSIN POLICY RESEARCH AND ADVICE

| have argued that the World Bank’s role as a pimancial intermediary and as a
significant lender for infrastructure investmentlveither be circumscribed in the

future or significantly more specialized. It muscreasingly be a wholesaler of
funds than a retailer of specific project loanswduer, its role as a generator of
policy research and as economic policy adviser massibly be seen as a major
growth area. But in these areas the World Bank nimestmuch more eclectic,

impartial and process rather than end oriented. Whed Bank could successfully

turn itself into the OECD for developing countries.

Macro Economic and Trade Policy
The World Bank’s role as a policy adviser was cdesably strengthened during the
1980s because of its involvement in the many sirattadjustment programmes

which were necessitated by the debt crisis of ®@0%. Since this role as policy
adviser has been linked with its role as a lenddr@eserver of the world financial
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system, the Bank is generally much more concerniéid @esirable end results of
policy rather than the process with which it is eleped. The Bank itself has been
aware of this tension. Many of its own evaluatioofs structural adjustment

programmes have suggested that these programmesnhiash more likelihood of

success if they are put in place with political wiotion and consensus within the
countries concerned. Their own chances of successreduced when these
programmes are viewed as externally induced. Bist rialisation has not found
adequate reflection in its structural adjustmentlieg operations.

Another standard criticism of the structural adjstnt programmes in different
countries is that they did not adequately refldet specific needs of different
countries. The programmes were far too similar heirt composition and their
methodology despite the wide diversity that exis¢ésween countries in different
regions, different cultures and at different levaislevelopment.

The speed with which very significant policy chasigad decisions were expected
to be made in these programmes has also been lbas unrealistic and not
adequately reflective of the realities of governtmamd policy making. Such large
policy changes are seldom contemplated in develaoenhtries themselves. The
process that has led to the formation of the Ewaopénion, for example, has taken
more than 35 years and is not yet complete. Th& wbdismantling trade and other
regulations is still continuing in Europe. Similgrthe acceptance of the agreements
contained in the Uruguay Round has involved long arotracted negotiations
between developed countries. The phasing out ofié Fibre Agreement (MFA)
is being done over an additional ten year period.tHe structural adjustment
programmes, however, developing countries were @gdeto make extremely
radical changes in policy with a minimum of publicscussion and consensus
building. The objectives and directions of the ppliadvice contained in the
structural adjustment programmes is not at questesr. What is being questioned
is the style with which many of these programmegehlaeen carried out and the
long term sustainability of such programmes.

An analogy could perhaps be drawn from the stylepolicy advice that was
prevalent in the 1950s and 1960s. At that timedineelopment consensus was that
there was a great need to raise domestic savings ira developing countries and
that the government was mainly responsible forastiucture investment. With this
broad consensus most countries were advised ta lib#ir own institutional
capacity for designing five year plans and for iempénting them. In this respect,
much more attention was given to the process datypohaking which would itself
develop plans and programmes on their own in alato the objective conditions
within each country. Whereas many countries derigegat benefits from this
approach the net result has not always been veigfadory. It was seldom that
foreign advisors imposed five year investment plams developing countries,
although many countries did utilise a number oidest foreign advisers in framing
these plans.

The parallel in today’s world is that in a more gdex environment of open

economies, open trade, fluctuating exchange ratgghee like, there is much greater
need for a high level of capability among policykee so that they can respond
appropriately to the fast changing world environimérhe structural adjustment
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programmes as advised by the World Bank have greeylittle attention, if any, to
capacity building within governments for the reguients of policy making and to
the process itself of policy making. These prograsrnave not attempted to create
any new institutional mechanisms within governmemitich can then equip them to
make the continuous adjustments that are requoembpe with changing external
and internal circumstances. How are industrialgiedi, trade policies, capital market
policies and the like to be adjusted with changiimgumstances? What are the kind
of endogenous institutional responses that canelveldped so that external advice
is not needed in times of crisis? There is need twwevelop new governmental
mechanisms and institutions to respond to theseenatipes and to build the
technical policy making capability that goes withli is to this need that the World
Bank must turn its attention in the future. It cha expected that once such
capability is developed a greater consensus incyalesponses will also then
emerge.

As already noted, it is very common to observe thatkind of policy changes that
developing countries have been expected to implemenof such magnitude that
would never be expected in developed countries. gassible cause for this kind of
policy advice is that, as already mentioned, ingiregly a high proportion of World

Bank staff have never worked in any governmentdeneloped or in developing

countries. Thus they have very little understandaigthe processes of policy
making, political constraints and of democratic diioning. Their advice is then

unconstrained and unrealistic and often more suedon democratic top down
forms of government, not too different from theusture of the World Bank

bureaucracy itself. The interplay of conflictingterest groups, of winners and
losers, and of competing ideas, requires consitkeedibcussion and mobilisation of
public opinion for the effective development andplementation of new policy

directions. This is true both at sectoral and econwide levels. Thus, whereas the
World Bank has been very effective in articulatthg kind of desirable end results
of policy changes, it needs to invest in developuagability which understands
better the processes which are most effectiveriviag at such policy directions.

Most developing countries have a long way to g@uiting in place appropriate

policy environments which are capable of respondintihe changing needs of their
economy for achieving self sustained growth. Tinese will be a continued need in
the foreseeable future for impartial knowledge Hamévice from the World Bank.

Such advice is likely to be used much more if therM/Bank retrained its staff to

make them more process oriented rather than eadted.

Building Institutionsfor Market Oriented Policy

One result of the dirigiste policies that have béaiowed by many developing
countries in the last three or four decades isttiainstitutions required for orderly
market development have not emerged. Many of tmetions that ought to be
performed by autonomous and indigenous institutibage been performed by
different government departments, often on a diggrary basis. As governments
deregulate and withdraw from the practice of suddtrdtionary powers; and as
economies become increasingly market oriented;ethsr a greater need for
developing institutions which are relatively freerh political pressures and which
provide an appropriate regulatory framework. Ibidy then that the likelihood of
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negative externalities, which are often associateétd unbridled markets, will be
reduced.

Much of World Bank research during the 1980s ar@d$%has been focussed on the
documentation of government failure, just as it batphasized market failure in the
1 960s and 1 970s. Consequently, much of its adwaseadvocated the withdrawal
of government from many activitiell.is perhaps time to change track again and
focus on good government rather themgovernmeniand on making markets rather
than merely assuming markets. The recent studyheiast Asian Miraclevas a
beginning in this direction. Few examples of susfidsdevelopment can be found
which do not involve “good” government; similarifew examples of well
functioning markets can be found which do not ineointelligent and knowledge
based regulation. For example, the American capitatket is the freest in the
World but also the most regulated.

Wide ranging economic reforms which eliminate erdigyriers to new investment,
lift trade barriers, and which reduce tariffs asubd to lead to a great amount of
industrial restructuring. The World Bank has givammon currency to the term
“Exit Policy”. The social realities of most courds, including developed countries,
are such that closures of large firms are nevey easy : witness the difficulties
encountered by the United States in its effortshiat down military bases which are
no longer required. Most developed countries haut bp elaborate structures for
social security for displaced labour, for retramend redeployment of workers who
are affected by industrial restructuring, for thafoecement of employment
contracts, for the displacement of non-performirgnagement, and for changes in
ownership, where required. Despite these provisiaelining industries have
always posed difficult problems for economic polioyaking and for social
administration.

Many of the protectionist policies of developed mwies have arisen from the social
and political need to preserve jobs in declininglustries. In spite of these
experiences much of the policy advice emanating fiiwe World Bank on this issue
betrays lack of knowledge and understanding ofpitaetices that are followed in
even developed countries. The impression oftenngis¢hat industrial restructuring
is easy and consists essentially of closure of penfierming enterprises. This is far
from the reality, but developing countries do neegfeat amount of advice on how
these difficult situations are to be managed. Sadastrial restructuring will also
require considerable financial resources, whicb #t& World Bank could assist in
providing. Thus there is a great need for techrackiice and empathetic institution
building which is required to promote industriastreicturing and which is regarded
as labour friendly. This is an area where thera great variety of experience in
different countries. Developing countries could df@gnsubstantially from policy
advice for structuring processes which promote stidal restructuring.

The financial sector has been government dominateda large number of

developing countries. The existence of dominariestasned commercial banks and
term lending institutions is widespread. As markef®en up, and as greater
competition is introduced into the industrial sedftere is a concomitant need for
the opening up of the financial sector. Furtheisiof the utmost importance that
there is public confidence in banks and other far@sector institutions since they
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are the guardians of most private and public regsurSimilarly, the development
of capital markets requires transparent tradingituieons in which the public can

repose its faith in intermediating its hard earsadings for investment in the most
productive fashion. For this to take place a gmeal of regulation is required

which, on the one hand, provides adequate flebfbr the operation of capital

markets while, on the other, deploys their monetheamost productive fashion and
provides adequate protection for investors. Rogadets must not be given free
play to lose public savings at the flick of a conguiscreen.

Competition policy is another area which requiregphssticated government
regulatory agencies which ensure the operationdegaate. Competition in all

sectors of the economy. By the nature of this dgtia substantial degree of
discretion is necessary in the enforcement of comnme policy. At the same time

the rules of the game must be transparent enoughatothe threat of action is

enough to enforce self regulation in most casescrBtionary action on the part of
the government should only be necessary in exaggdticases where self regulation
is not taking place.

The increasing possibilities offered by privatetiggration in infrastructure areas
such as telecommunications and power requires Xtsteace of strong regulatory
agencies. In most of these areas it is simply @asible to have free entry as it is in
the manufacturing sector. Thus entry has to belaegul standards have to be
designed and enforced, consumer interests are fardiected and the operations
made commercial. Once again, this kind of regujatmtivity has to be technically
and administratively sophisticated.

In all these areas a great deal of policy adviceetpuired so that markets can
develop in a healthy fashion and, where degreesaiopoly exist, they can be
appropriately regulated. The World Bank would havdwuge market for policy

advice in these areas for the foreseeable fututehdd enough expertise in its own
staff. The typical condition prevailing in develagi countries is that shortages of
skills are endemic, particularly in administratiand regulation. New governmental
structures have to be found and new forms andssofl@dministration. A great deal
of policy research needs to be done to find theewaad regulation which would be

most suitable in developing countries and which neanse on the use of

sophisticated skills which are typically in shodpply. The World Bank research
programme should reflect this need so that it itseb@quipped to assist developing
countries in this area of great need.

TheWorld Bank as an Information Exchange

The OECD functions as a giant information procegsimachine and as a policy
exchange mechanism between developed countriesOB@&D secretariat carries
out a great deal of policy research on most asdgislicy making in the context of
developed countries. Further, a good part of thetvity is done with the
involvement of departments and ministries of memlevernments through
structured meetings organised on focussed are#sebQECD. As a result there is
very substantial transfer of cross country expeesnwith regard to objectives and
modes of policy making. A good deal of learningthg civil services of different
countries takes place through interaction withrtipeiers from other countries, and
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from the OECD staff itself. Apart from permanensearch staff, the OECD
Secretariat also has a regular programme of sta#raghange with member
governments. Transfer of information and best pracpolicy thus takes place
through osmosis. These exchange mechanisms kee®D Qitlicy advice on a
realistic level. Credibility is therefore enhanced.

The World Bank can do much more in this directiondeveloping countries just as
the OECD does for developed countries. So far tlheld\Bank has also operated as
a storehouse of ideas that it gathers from poligking practice in different
countries. Its publications are of high quality aedeive wide circulation. It imparts
what it regards as best practice policy to its memtountries. It could further
develop its policy advice role towards a much muaeticipatory form like that of
the OECD. Policy makers in developing countries Mobenefit greatly by
interacting with their counterparts elsewhere whpidally face policy making
difficulties similar to their own.

To a limited extent this function has been perfairbg the Economic Development
Institute of the World Bank (EDI) but not on a systtic and sustained basis. But,
the EDI does not have an organic link with the WdBlank’s core policy advice
activities. It also does not have adequate linkf e World Bank’s own research
programme. Unlike the OECD, each of these actwigielicy advice, research, and
training, is a relatively isolated activity in tgorld Bank. Interestingly, although
there is a very active and high quality traininggramme for its own staff within
the World Bank, this is another activity which istintegrated with the EDI In fact,
good links exist between the World Bank’s operatloactivities and own training
activities, which contributes to the high qualitgihing of its own staff. The future
of the World Bank’s role as a policy adviser woblel enhanced considerably if all
these activities were made much more integratedoartetipatory in nature as in the
OECD.

This change requires substantive changes within ¥derld Bank’s own
administrative structure and in its mode of funeitng. It must understand the value
of peer interaction among developing country pohtgkers. The country economic
reviews that it undertakes for different countwesild themselves become modes of
interaction between different countries. At prestiely are relatively closed affairs
between World Bank staff assigned to a particutamntry and its policy making
officials. There is little involvement of the Worklank research staff, nor of the EDI
in these interactions. Now that country econompores are no longer confidential,
much more use can be made of them for interactiseudsion between different
parts of the World Bank and policy makers of corap& countries. The annual or
bi-annual “Country Economic Memorandum” that isgaeed by the World Bank
for most countries could be made much more padioly and subject to peer
review with participants drawn from other develgpand developed countries alike.
In this way, not only would their quality improveutbalso result in greater value
added from the technical work done. Similar proesssan be used with the various
occasional sectoral reviews that are typically caneld by the World Bank.

This is an area of activity which the World Bankexpand very considerably and

make it as much a core activity as its lending pgogne. Once again, this would
contribute to making its policy advice activity pess oriented rather than end
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oriented. It would contribute significantly to tle®ordination of economic policy
making between developing countries and in capggtiliilding of the civil services
in developing countries. As part of this programspecial attention can be given to
the transfer of cross country experiences from ld@eel countries to developing
and vice versa. The transfer of experience withiad between regions such as East
Asia and Latin America would, for example, be veeneficial.

To continue with the example of the OECD: much ofiqy development and

interaction in different sectors is done througk thedium of different sectoral
committees whose members are all the member goestsmof the OECD.

Secretariat and technical back up is provided by @ECD staff. Any policy

document prepared by the OECD then undergoes peleg@aernmental review in

these committees. In contrast, the World Bank pespasectoral policy papers
exclusively within the research and policy stafheTonly formal governmental
review is through the World Bank’s Board of Dirastovhere governments can
exercise a voice. Much greater dissemination oicjgd could take place if policy
papers and reviews are prepared on a more pathi@paasis. Clearly, because of
the World Bank’s much larger membership, it canmeatctically clone the OECD

practices. But it can certainly devise new partitije procedures which promote
greater learning, interaction and disseminatiothis form. Such processes would in
themselves promote the development of policy arsabapability within developing

countries.

Remarks have already been made on the increasiaydnorientation of World
Bank staff. In order to achieve success as an rrdbon exchange and as a
sophisticated analyst and developer of policy n@kithe World Bank should
initiate a special programme for exchange of stafh governments in developed
and developing countries alike. It is essential ttog World Bank to endogenize
within itself country experience in policy makirfgimilarly, the placement of World
Bank staff within developed country governmentirttown governments and in
third countries would be another channel for tranefy policy making experience in
both directions. In brief, the World Bank has tokea conscious effort to make its
own staff more outward oriented and its policy adviole more participatory and
process oriented.
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