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I. INTRODUCTION 

During the 1970's and especially during the past five years, 

foreign assistance policy makers became increasingly interested 

in nonproject assistance. Over this period, nonproject loans 

and grants have come to absorb a growing portion of total foreign 

assistance. These resource transfers take many forms. In the 

U.S., Economic Support Funds (ESF) are the major form of non­

project aid; they now comprise more than one-third of total U.S. 

economic assistance. In the near future, U.S. assistance to 

both the Caribbean region and ~o Sub-Saharan Africa are to be 

increased; and in both areas, nonproject aid is likely to be 

large. In Fr,ench aid, there is now a ca'tegory called "struc-

. tural adjustment grants," and other bilateral donors are 

~onsidering similar approaches. 

Nonproject lending has also been grOWing at the World Bank, 

where so many kinds of loans are made that project lending 

shades gradually into program lending along a nearly unbroken 

continuum. But using a broad definition, program lending now 

accounts for upwards of 30 percent of all Bank lending. One set 

of nonproject loans, "structural Adjustment Loans· (SALs), now 

involves more money than any other single category of world Bank 

nonproject lending. 

This report touches on nonproject lending in general, but 

concentrates on SALS in particular. The purpose is two-fold: 

to summarize reports and descriptions of the SALs in order to 
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give A.I.D. planners access to basic information not now readily 

available; and to assist A.I.D. in the future elaboration of 

policy in the area of nonproject lending, by providing some 

assessment of the SAL--the most important and innovative instru­

ment of nonpr,oject lending now in use. 

The assessment must be tentatiVe, for one obvious reason: 

SALS are new (they date from 1980) and their objectives are 

"medium-term,"' which most Bank documents des'cribe as five to 

s.even year S'. SO it is' too ear Iy for any firm evaluat'ion of 

"success" or "failure" in meeting oblectives. But there are 

other r,easons f,or ,te,ntativeness,: ,knowledg.e about the 'effects of 

the SALS is limited, almost exclusively official in origin and 

tone, and sometimes difficult to uncover. This paper, moreover, 

is based on a relatively brief research effort. 

The paper is organized as follows. The Leasons for the 

recent growth of interest in nonproject aid are outlined, and 

the nature and scale of nonproject flows a're surveyed, with 

emphasis on the SALS. The SAL experience to date is then 

assessed on empirical grounds--how do these loans seem to have 

worked so far? Finally, a more analytic, or theoretical 

assessment is put forward, involving an examination of the pros 

and cons of conditional assistance in genera;},,: and of SALS in 

particular. The final part of the report consists of four case 

studies, found in an Annex. 

• 
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II. DESCRIPTION 

A. Sources of New Interest in Nonproject Assistance 

During the late 1970's, a number of factors operated simul-

taneously to mak'e' po:l.icy maker.s in donor agencies, bilateral and 

multilateral, more interested in nonproject lending': Many 

developing countries' capacity to absorb new projects became 

visibly strained while existing' facilities were seen to be 

deter.iorating or, because of import shortages, underutilize.d; 

aid donor.s increasingly recognized the importance of' the policy 

envir.onment· .'for the success of particular projec·ts. and for 

.general development; and, nonproject lending was seen .'00 be a 

better instrument to induce policy reform. Jolted by the 1979 
- . 

oil price increase, more LDCs petitioned for quick-disbursing 

money; the IMF's Extended Fund Facility, with three year dis­

bursements and 8 to 10 year repayment periods, suggested new 

possibilitie's for supp:l.y-side conditionality and in at least one 

donor country, the U.S., accumulating legislative~nd adminis-
. . / 

trative rUles and regulations reduced the flex~bility of the 

"development assistance" category of aid, which almost always 

takes project form. 

1. Constraints on Absorption of New projects 

In recent years, aid agencies have encounted limits on many 
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developing nations' capacity to absorb new projects. In many 

LDCS, trained administ~ators and technicians are stretched to 

their limit. Financial resources~ local "counterpart" and 

recurrent budgets,are also extremely scarce. New projects are 

often possible only by sacrificing existing uncompleted proj-

ects. r~ore6v'er,,' in many countr.ies, productive and viable new 

projects a~e not so easily at hand; in Sub-Saharan Africa, for 

example, sound rur al development projects ar e fe,l becau'se of 

scarce technical packages, uncongenial policy environments, and 

organizational weaknesses. 

, Simul taneously, A .. L·D. policy makers have observed a growing 
-

stock of roa:ds, manufacturing p,lant's,. buildings, irr'igation 

t. canals,. etc., in poor repair. Furt'her;, they have observed 

existing capacity--in manufactar.ing, transport, he,alth, educa-

tion, and agriculture--underu~ilized due to shortages of raw 

material inputs, spare parts, and funding for operating costs. 

The conclusion in donor circles has been that LDCs in this grow­

i:ng, 'categoJ;i' ne'ed foreign' exchange now but much less for new 

projects than for making old ones work better. In these cases, 

program lending appears to be more appropriate because it puts 

fewer local demands on staff and other resources and can be used 

to support rehabilitation and fu-ller- and better utilization ·of 

the existing capital stock. 

project lending has become confined by regulations. In the 

United states, where Congressional oversight of foreign assist-
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ance is particularly detailed, legislative "barnacles" have 

accumulated rules that inhibit the flexibility of project 

lending. TO force A.I.D. to do those things congress believes 

it ought to do and to prevent it from doing those things that 

legislators bel.ieve it ought not to do, Congress has amended the 

Foreign Assistance Act to compel some actions and to prohibit 

others. Since successive Congresses have had different views of 

what ought to be and what ought not to be, the layers of 

barnacles have thickened as original advocates prevented repeal 

of old amendments while new "reformers" added new compulsions 

and new prohibitions. Furthermore, some observers believe that, 

even within A.I.D., admifristrative rules have accumulated in 

ways that have reduced the flexibility .of project lending. 

The "barnacles" have not been the only reason, but they have 

contributed to the growth of support in both A.I.D. and the state 

Department for the Economic support Fund (hereafter, ESF). part 

of the ESF goes to projects but most is divided between two 

nonproject assistance vehicles, commodity import programs (CIPs) 

and cash' transfers. All of the ESF programs, even its projects, 

are less constrained by the administrative and historical 

"barnacles" than are the projects financed by A.I.D.'s 

"development assistance" budget. 

2. Increased Recognition of the Importance of policy 

Increasingly, policy makers have come to recognize that 
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changes 'i'n an initially unfavorable policy environment can do 

more t~ raise current output and to add to growth rates than can 

most projects. yet, many LDC governments are seen to continue 

fiscal, monetary and employment policies, exchange control 

regimes, and agricul.tural price policies tha,t prevent efficient 

resource use.·and that reta:'rd growth. They are similarly held 

back by inappropriate institutional structures--excessive 

reliance on state owned enterprises and direct controls over 

economic activity. 

project loans sometimes make disbursement at least partly 

contingent upon policy • reform,' defined as "policy changes aimed 

at ·more grow·th 'Ilia more ·efficient resour-ce, 'use.. But this kind 

of' condi.tionality is, almost always nar r'owly focused. Rarely can 

it be extended to mor·e general policy problems. More important, 

projects are seldom halted because of violations of their condi­

tionality provisions. Neit'her donors nor lenders are willing to 

stop construction of a dam, or road, or health clinic because 

. government. has not. observed· an agreement to provide for cost 

recovery. Again nonproject lending has appeared to be more 

appropriate than project lending., first because its condition­

ality can be extended over a wider range of policies and second, 

because it can be easily tranched, and the trances can be puni-

tively delayed without stopping work on particular construction 

sites. 

'. 

• 
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3. Increase in Requests for Quick Disbursing Mone¥ 

AS the international economic environment worsened af'ter 

1979, more and more LDC governments found themselveB in need of 

quick disbursing monies. Their argument was that unless foreign 

exchange was made available quickly, imports would be cut, exist­

ing factorie,s.- and farms would be denied ess.ential inputs and 

parts, and production for both domestic uses and for exports 

would shrink. since project money disbur-ses slowly a.ld is proj-

ect specific, nonproject assistance was the obvious response to 

these requests. 

Since the IMF exists to provide quick disbu'rs,ing money, a 

further justification is needed to' b'ring' in· the Bank or 'other 

lenders in these circumstances. The Fund's province is balance-

of-payments support, generally short-term; so the' further justi-

fication must exist that Bank assistance is to be used for 

purposes other than--or additional to--short-term balance-of-

payments support. And that is the argument that has been made 

on ~ehalf of , both ~ALs and the Bank's ~sector loans." 

4. New Attention to private Sector 

Related to this, though of less importance, is the new empha-

sis on the private sector in the A.I.D. policies of many 

countries, and in the World Bank. Its critical importance as a 

motor of development is now generally recognized. But there are 

few ways to encourage the private sector via project lending; 
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the main instrument up to now has been loans or credits to 

financial institutions. 

B. Growth of Nonproject Assistance 

Both the amounts and the varieties of nonproject foreign 

assistance have been increasing. only one-third of ESF is "pro-

jectized." Commodity Import programs and cash transfers are two 

forms of ESF used extensively by the United states. The world 

Bank now uses many nonproject lending devices though i~ persists 

in officially describing many of them as "project" loans. This 

practice has permitted the Bank to increase nonproject lending 

without violating its "10% Rule": that nonproject lending is not 

to exceed 10% of the Bank's annual commitments. All IMF lending 

is nonproject; its standbys are distinctively different, but the 

Fund's Extended Fund Facility, established in september 1974, 

closely resembles in a number of respects, the Bank's sector 

loans and SALS.~/ All of this nonproject assistance involves 

some degree of lender (or donor) conditionality, imposed to 

~/ "The EFF was designed to assist countries with economies suf­
fering serious imbalances in their international payments because 
of structural maladjustments in production and trade, or countries 
with economies characterized by slow growth and inherently weak 
balance of payments positions that prevented pursuit of an active 
development policy'." Joseph Gold, The Relationship Between the 
International Monetary Fund and the world Bank, p. 515. (Reprinted 
from creighton Law Review, Vol. 15, 1981-82, No.2 copyright 1982 
by creighton univ~rsity School of Law.) 
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improve efficiency in resource use and to accelerate growth. 

1. The ESF 

Since the end of The Marshall Plan in the early 1950's, 

most united States foreign economic assistance has been for 

projects. But during the 1970's, as Table 1 shows, the 

(nonproject) Economic support Fund grew in importance. 

TABLE 1 

Comparison of Total U~S. Economic Assistance 
and the ESF, FY 1968-83 

Fiscal 
Years 

1968-72 -11// 
1973-77 
1978-82 II 
1983 

1/ Average 

(current Dollars) 

Total 
united states 
Economic 
Assistance 

$3,732 
4,866 
7,357 
8,725 

Total 
ESF 

$ 548 
1,076 
2,254 
2,977 

Total ESF 
ESF as a % of 
Total Economic 

Assistance 

14.7% 
22.1 
30.6 
34.1 

source: Commission on security and Economic Assistance. 
A Report to the secretary of state, Washington: (Department of 
state), NOV. 1983, p. 18. 

From about 15 percent of total economic assistance in 

1968-72, the ESF grew to 31 percent of the total in 1978-82 and 

34 percent in 1983. 
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T~ble 2 shows the division of ESP in recent years into its 

three cowponents. TWO of these, the "Cowwodlty Import ?rogram" 

and "Cash Transfers," are nonproject assistance. Table 2 also 

shows these two nonproject aid flows as a precent, first, of 

total ESP and, second, of total united states economic 

assistance ~n each of the fiscal years, 1979-32. 

TAB;:'E 2 

Composition of the ESP, PY 1979-82 

ESF project Cash 
piscal ASS i s'tance CIP Transfers 
Year ($millions) ($millions) ($millions) 

1979 $115 $ 355 $ 873 
1980 721 409 1,028 
1981 789 370 1,040 
1982 854 544 1,116 

source: The authors. 

ESP Nonproject 
Assistance 

AS a Percent of, 

All Economic 
ESP Assistance 

63% 17.2% 
66 19,0 
64 19.3 
67 20.4 

By this meas'iire, nonproject aid is about two-thirds of ESP and 20 

perc~nt of total economic assistance. ESP nonproject assistance 
// 

can be associated with policy dialogue and can serve as a vehicle 

for conditionality. However, in fiscal 1979 and 1980, fully 85% of 

ESP went to Egypt, Israel and the four "base-rights countries,' the 

Philippines, portugal, Spain, and Turkey (seven times as much to 

Egypt and Israel as to the other four). Since other considerations 

motivate this aid flow, the nonproject assistanc~ to these six 
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generally involves little or no economic-policy conditionality. 

But the portion of ESF gOing to countries other than ~he six is 

rising and was up to 35 percent in fiscal 1983, wher~ it seemed 

likely to remain in fiscal 1984. 

2. World Bank.program Loans 

The· Bank's first European reconstruction loans were nonproject 

in form. But all of the Bank's first loans to LDCS were project 

loans~ Then in 1957, the Bank made its first LDC nonproject loan. 

The $75 million loan was to cov,er foreign exchange expendcitures 

under- Iran's Seven year Development Plan. The next Bank program 

.loan to an LDC was not made· unt'il 19"Z1." Th-is was a rehabilitation 

loan to Nig~ria. Th~ International Development Association (IDA) 

provided a ser.ies of industr ial import credits to LDCS. The first 

of these went to India in 1964. They then were extended to 

Pakistan. The sixth in the. series to India was made in 1970. 

The Bank established program loans as a particular category of 

lending with.a particular ~ationale. According to the Bank's 
• 

operations manual, program loans can be made for four reasonsi~1 

1. TO assist in reconstruction following a natural or 
manmade calamity .(e.g., war, earthquake, typhoons); 

2. TO provide balance-of-payments support in the face 
of sudden and severe fall in export earnings; 

~/ The world Bank, Operation Manual statement, NO. 2.01, April 
1979, para 2; and operation Manual statement NO. 1.19, August 1977, 
para 33. The Manual does add that these four justifications "are 
not intended to be exclusive," No. 2.01, para 2. 
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3. TO help deal with rapidly rising import prices; and 

4. TO help deal with problems resulting from capacity 
underutilization. 

3. other world Bank Nonproject Lending 

The Bank's Annual Report lists most of its loans and IDA 

credits under various project categories, for example, "agri­

culture and ~ural development," "~ducation," "energy," or 

"industry." In the separate category, "nonproject," recent Bank 

Reports list only SALS and program loans made for one of the 

four reasons just cited. 

But the Bank (including IDA)-make other kinds of loans which 

are identified as project loans that have many of the same 

characteristfcs. a-s do nonproject loans'. Agricultural rehabilita-

·tion loans, manufacturing-export rehabilitation loans, fertilizer 

import loans, and sector loans generally are kinds of assistance 

in which loan proceeds are quickly disbursed in support of 

immediate balance-of-payment uses. Most also are conditional on 

specified policy changes. More recently, a new nonproject loan 

category was 'announced. In February of 1983, the Bank undertook 

a special Action program (SAP) to: 

1. support high priority operations that assist 
countries in adjusting their policies; 

2. Expand lending to maintain crucial infrastructure 
and utilize existing capacity particularly for 
export oriented activities; 

3. Maintain the momentum of high priority ongoing proj­
jects by increasing the Bank's share of the financing 
of existing projects and by accelerating disburse­
ments where feasible.1I 

11 Finance and Development, June, 1983. 

http:characteristics.as
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The SAP is to deliver an extra $2 billion a year to LDCs for 

at leas~ two years. LiKe the reconstruction and other sector 

loans, it can provide more conditionality leverage than can 

project lending. 

Tne Bank's managem~n~ has made the case for sector loans on 

grounds of "greater opportunity to address broad sector policy , ' 

issue" and for SALS on grounds of even larger opportunities for 

policy reform: 

Sector lending--d~fined as an operation where the Bank 
finances a slice of the sector investment program--pro­
vides greater opporiunity to address broad sector policy 
issues. But in many, countr ies the Bank is involved in 
only a limited number of sectors. Even in those coun­
tries where this is not the case, loans in each sector 
are typically space6 over three or more years. Given 
tne low probability that the Bank would have a concurrent 
series of project 'or, sector operations in all sectors in 
which policy issues are important for structural adjust­
ment, SAL provides a unique opportunity to achieve a 
comprehensive and timely approach to policy reform.ll 

Some sector loans are very close to being ordinary project 

loans. But those with very wide provinces (as recently in 

sudan, Zimbabwe, and Bangladesh) are, at least in the scope of 

their policy influence, very much like the narrowest SALs. The 

point is that while SALS are distinct, there is, in practice, a 

gradu?l shading of SALS into sector and into project loans. 

II stanley Please, "structural Adjustment Lending: IBRD Progress 
Report," April, 1982. 
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Although no formal rule exists, the Bank's management has 

told the Executive Directors that nonproject lending would not 

exceed 10 percent of annual commitments in any year. NO one 

has calculated world Bank total nonproject lending in a way 

that commands general acceptance. But the total has certainly 

been g~owingu and some knowledgeable observers have placed the 

figure at around 30 percent of all Batik (and IDA) lending in 

fiscal 1982 and 19B3. 

The only official Bank figures on nonproject lending are 

for SALS and for pr,ogr am loans.- AS- the shar e of SALS in Bank 

~ending has grovm, the share of tradftional "program lending" 

h-as fallen. "-Fi-scal' '197-9, ·was -t-he las't year wi'thout SALS'. Dur.­

ing fiscal 1979, six "program" loans involved $406 million, four 

percent of all Bank and IDA lending. During fiscal 1981, seven 

"-program" loans invo·lved $280 million, 2.3 percent of the 

total. During fiscal 1983, only two "program" loans were made; 

they totaled $150 million, just one percent of the total. 

4. The IMF's Extended Fund Facility 

When assisting a country with a' foreign exchange shortage, 

the Fund once concentrated only on curbing demand. But for 

some years, the Fund has also encouraged changes in the pattern 

--the structure--of demand and production in directions that 

would increase availability of foreign exchange. 
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The Extended Fund Facility (EFF) has stressed the latter 

approach and, therefore, has touched on the same pol±-cy areas 

as do SALs. Manual Gui tian descr ibed the purpose of t'he EFF in 

terms slmilar to those used to describe the purpose of the SAL: 

The Extended Facility was designed to alleviate two main 
categories of payments problems: (1) severe imbalances due 
to structural maladjustments in production and trade, where 
cost and price distortions were widespread and long stand­
ing; and (2) imbalances due to a combination of slow growth 
and an inherently weak BOP position that constrained the 
country's pursuit of effective development policies. In 
its formulation and administration, the Extended Facility 
has proved to be particulaLly beneficial to developing' 
countries. ll 

He asserts further. that EFF conditionality is very close t~ the 

conditionality of the highest credit tra~ches of IMF standbys. 

The distinctive feature of EFF conditionality is that the 

borrower is committed to adher.e to the agreed program for some 

three years; standby agreements generally expire in 12 months. 

EFF agreements cover policy reforms affecting 'production; trade, 

and prices' ,with emphasis on mor'e efficient use of resources and 

reduced reliance on imports. This is surely similar to SAL ob-

jectives and content, but the Fund stresses quantitative measures 

of compliance. Therefore, EFF conditionality prescribes little 

about the way borrowers do things. It concentrates instead on 

11 Finance and Development, March 1981. 

/ 
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particular results that can be monitored by numerical measures. 

And while the Fund has, srnce the early 197-0's, paid increased 

attention to programs affecting supply, EFF conditionality has 

continued to stress demand management to an extent clearly 

different from SAL conditionality.l/ 

According' 'to the IBRD Annual Repor't 1980, the basic 

difference between SALS and IMF balance of payments support is 

that IMF assistance is "designed to meet the immediate 

consequences of cr ises'," 2/ while SAL assistance is for 

programs finding solutions to a country's long-term structural 

problems. This language represents an earnest attempt to keep 

the two kinds of programs, distinct. Bank reports, at least 

since 1981, have placed great emphasis on the need for SALS to 

be "complementary to support for adjustment programs provided 
. . 

by the IMF" and so to involve close "collaboration between the 

staff of the two institutions."3/ NO formal rule e~ists, but 

in practice SALS are provided only to countries committed to 

'some IMF programs. 

1I The SAL can neglect demand management since the IMF 
addresses it. 

2/ world Bank, Annual Report 1980, p.68. 
3/ world Bank, Annual Report 1981, p.70 
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c. The Nature and Scale of structural Adjustment Lending 

This section describes the loan terms of SALS, both the 

features that attract borrowers and the conditionality provi-

sions that deter them. It presents details about the size and 

repayment provisions of each outstanding SAL, and it presents 

some information. about SA'LS likely ·to be approved during the 

1984 fiscal year. It presents statistics that suggest the 

degree of "need" felt by the borrowers and the degree of lever­

age obtained by the Bank. Finally, it compares the character­

istics of SALS with those of otJler kinds of loans made by t-he 

Bank and the Fund. \ 

1. Characteristics of SALS 

Each SAL is conditional on a wide variety of borrower policy 

reforms affecting resource allocation. Each is designed to be 

dispensed in under 18 months, and after 3-5 year s of gr ace, is 

to be repaid in 15-20 years at either standard Bank rates or IDA 

ter~s (mostly the former) • . 
A typical SAL might contain all of the following provisions: 

Loan Terms 
Disbursements 

(i) One-half available on the effectiveness date. 
(ii) One-half conditionally available 4 months later. 

(iii) Almost all imports are eligible except military, 
paramilitary, and luxury goods. 

(iv) Each tranche to be disbursed in about three 
months. 

·<~ 
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Repayments and Interest 
(1) 18 years for repayment. 

(ii) 4 years of grace. 
(iii) The standard variable interest rate (or IDA 

terills) 

counterpart Funds 
Funds generated by sale of SAL foreign exchange to be 
used to finance the Government's development program. 

General 
Pr1ces 

. ( L) 

( i i) 

( iii) 

(iv) 

(v) 
(vi) 

Public 
( 1) 

(ii) 

( iii) 

(iv) 

categories of Adjustment Conditions 

petroleum product prices are to increase 
during the next year. 
pricing policies on forestry products are 
to be reviewed. 
A tariff study is to be commissioned with a 
view to replacing quantitative restrictions 
with a uniform tariff. 
urban water ,prices are to be increased within 
three months. _ 
Food subsidies are to be cut. 
cotton and grain prices are to be raised by 
50% before the next crop year. 

Investment Program 
cut back investment program and focus on quick­
yielding high-priority projects. 
Subject a number of especially large projects 
to detailed techn1cal review by independent 
consultants. 
Study staffing needs of the investment planning 
agency. 
Prepare a new three-year public investment 
program. 

Budget Planning and Debt Management 
( i) 

(ii) 

(iii ) 

( i v) 

(v) 
(Vi) 

(vii) 

prepare a complete inventory of public debt. 
'Establish a target range for debt service 
ratios. 
Develop revenue and expenditure targets for 
the plan period. 
Revise the revenue code to simplify business 
taxes and consolidate excise tax law. 
Establish a tax arrears policy. 
Introduce a three-year rolling budget for 
investment and foreign borrowing. 
Prepare an initial review of recent and pros­
pective recurrent expenditure trends. 
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Institutional Reforms 
(i) create an Investment Coordinatlng Committee to 

monitor all large investments. 
(ii) provide specialist planners in particular 

agencies. 
(iii) Develop a concrete program for elimination of 

unwarranted losses for major public utilities 
over the medium term. 

(iv) Begin a study of institutional mechanism to 
improve state enterprise efficiency. 

Disbursements usually begin within a few days of the effec-

tive date of the loan. If loan conditions are satisfied on 

schedule, the whole loan is disbursed within a year--and in most 

cases--within a few months. The first tranche has been disbursed 

in as little a~ a few days. 

Table 3 shows the size and some of the other characteristics 

of the 23 SALs made since SALS were introduced in 1980, through 

1983; and of the 9 already made or under discussion for fiscal 

1984. 1/ This table will be discussed more fully in the next 

section. 

SALS carry customary Bank and IDA concessionality. Table 3 

shows the repayment terms and the interest rate on each SAL in 

force. 

Initial SALS are especially attractive to borrowers because 

they offer hope·of more to corne. When a country first agrees to 

an SAL, the Bank promises a series of such loans, three or four 

or more, on Similar terms, if the conditionality provisions are 

~ July 1983 through June 1984 
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satisfied. Turkey obtained its fourth (fifth if a 1980 

"supplemental loan" is counted) SAL in 1983 and now stands as 

proof that the Bank will make good on this promise if the 

borrower does fulfill the prescribed conditions. In 1984, 

Turkey is expected to receive its fifth--and final--SAL. 

The aveLage interval between successive Turkish SALS has 

been 13 months. The second Thai loan also came 13 months after 

the first. But the loan interval has averaged 18 1/2 months 

for the 8 sequential SALS made to the six countries, Turkey, 

Kenya, Thailand, the Philippines, Jamaica, and the Ivory 

Coast. Clearly, the successor loans can follow quickly, but 

they can also be long delayed as"in the cases of Kenya and the 

Philippines (28 and 32 months, respectively). 

In connection with most SALs, the Bank negotiators arrange 

associated Bank project loans and loans from other concessional" 

institutions. AS a final attraction, the Bank usually provides 

the borrower with technical assistance--to be paid for out of 

the loan. 

SAL disbursement generally is accomplished in two tranches. 

This is not always so; the two Thai lqans and the Turkish sup­

plement loan involved no tranching; the Turkey I loan had three 

tranches. But the 19 other 1980-83 SALS were each divided into 

two tranches, the second to be released three to six months 

after the loan's effective date, conditional on Bank satisfac­

tion that the conditional provisions weie being adequately met. 
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In exchange for receiving a SAL, the borrower must conform 

to a lengthy list of conditions. several are clearly pro forma. 

The loan proceeds, for example, may not finance milit'ary or 

"luxury" imports; but given the fungibtlity of money, that pro­

vision is not very restrictive. Similarly, the borrower is 

obliged to generate a counterpart fund of domestic currency that 

is to be used for development projects or programs. But this is 

easily done, and the Bank's staff does not appear to have 

devoted much attention to monitoring the use of those funds. 

The general elements of SA~ conditionality are the many 

provisions jn, the array of policy reforms the borrower must 

pr,omise to undert'ake., The "traditional" areas of IMF respon­

sibility--exchange rates, credit policy,-budget deficits, and 

other monetary and fiscal macroeconomic policies--are left, 

mostly, to the IMF. But the SAL typically is very wide-ranging 

nonetheless. 

\The list of required reforms is generally comprehensive and 

touches virtually all areas of perceived--mostly microeconomic-­

policy deficiencies. The SAL reform agenda concentrates on four 

general areas: 1) prices (tariffS, subsidies, energy prices, 

and agricultural producer prices); 2) the size, rationality, 

and sustainability of public investment program; 3)' budget 

preparation (development, foreign exchange, rolling budgets); 

and 4) keys areas requiring institutional reforms (state-owned 
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enterprises, other parastatals, agricultural marketing, customs 

administration, etc.). 

The Bank obliges each SAL borrower to provide a letter of 

commitment to the structural adjustment program called a "Letter 

of Development policy," it is comparable to the Fund "Letter of 

Intent." That letter must satisfy the Bank management (and the 

Executive Directors) as representing an integrated and sustain­

able program of reform. 

When SALS were first proposed, some Executive Directors 

feared that they would offer LDCS an alternative to IMF reforms. 

In Bolivia, the SAL's second tranche was released after a new 

Government had- gu'aranteed compliance with the SAL terms but also 

after the Fuhd had deoided to cancel Bolivia's standby arrange­

ment. That SAL decision was mildly controversial, but the 

general rule has been that the Bank and Fund staf~ have engaged 

in extensive consultation before SAL agreements have been formu­

lated. 

conditions adequate to permit borrower access to Fund 

resources have been a prerequisit-e for each SAL. Thus far, 

every borrower has been using a Fund facility at the time of its 

first SAL. (The cooperation operates in the opposite direction 

too. The Fund does not now authorize access to the EFF unless 

the Bank approves any relevant multi-year investment program.) 

The February 1982 Jamaican SAL introduced a model detailed com­

parison between EFF and SAL provisions. 
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Fiscal Year 
and Approva·l 

Date 

1980 
18 Mar 

·25 Mar 
5 Jun 

1981 
16 Sep 80 
18 Nov 
18 Dec 

3 Feb 81 
12 Jul 

2 Jun 
25 Jun 

1982 
24 Nov 81 
17 Dec 
23 Mar 82 
23 Mar 
27 May 

1 Jun 

1983 
1 Ju1 82 
31 Mar 83 
26 Apr 
17 May 
14 Jun 
2'3 Jun 
20 Jun 

1984 
5 Ju1 
8 Nov 
15 Nov 
8 Dec 
20 Dec 
(planned) 
(planned) 
(planned) 
(planned) 

23 

TABLE 3 

SALs, 1980-1984: By Country, Amount and Terms* 

Country 

Kenya 
Turkey 
Bolivia 

Phillipines 
Turkey (Suppl) 
Senegal 
Guyana 
Turkey II 
Mauritius 
Malawi 

Ivory Coast 
Korea 
Thailand 
Jamaica 
Turkey III 
Pakistan 

Kenya II 
Thailand II 
Phillipines II 
Togo 
Jamaica II 
Turkey IV 
yugoslavia 

Ivory Coast II 
Korea II 
Panama 
Mauritius II 
Malawi II 
Jamaica III 
Peru 
Turkey V 
Costa Rica 

Terms of Loan Repayment 

Grace Amount 
(in u. S • 

$ Millions) 
Leng~h Period Interest 
Years Years Rate 

55 (IDA) 
200 
50 

17 
20 

200 20 
75 17 
60 (30 IDA) 20 
22.0(8 IDA) 20 
300 17 
15 17 
45 20 

150 17 
250 15 
150 20 
76.2 17 
304.5 17 
140(80 IDA) 20 

130.9 (70IDA) 20 
175.5 20 
302.25 20 

40.0 (IDA) 
60.2 17 

300.8 17 
275 15 

250.7 
300 
60.2 
40 
55 (IDA) 
60 
200 
300 
80 

17 
15 

17 

4 
5 

5 
4 
5 
5 
4 
4 
5 

4 
3 
5 
4 
4 
5 

5 
5 
5 

4 
4 
3 

4 
3 

5 

8.25% 
8.25 

9.25 
9.25 
9.25 
9.25 
9.6 
9.6 
9.6 

H.6 
11.6 
11.6 
H.6 
11.5 
11.6 

1l.6 
SVIR 
SVIR 

SVIR 
SVIR 
SVIR 

10.97 
SVIR 

10.47 

* Twenty-three loans actually made between 1 Feb 1980 and June 1983; 
and nine SALs approved or under discussion for Fiscal 1984. 
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2. size and Repayment Terms 

Table 3 shows the size and the repayment terms of the twenty­

four SALs made before August 1983, and it reports the size and 

character of the nine SALS under discussion in september 1983. 

Table 4 shows the geographic distribution of existing and pros­

pective SALS and their division among repayment-terms categories. 

Between February 1980 and June 1983, the Bank made twenty­

three SALs. Twelve loans were for 2~ years with S-year grace 

periods; nine were for 17 years with 4-year grace periods; and 

the two loans to Korea and yugaslavia were for 15 years with 3 

grace years. ' These generalizations are shown in Table 4. (Togo 

was on standard IDA terms, 50-year maturity, 10-year grace.) 

The calendar 1980 interest rates were 8.25 and 9.25%; calendar 

1981-82 rates were 9.25, 9.6, and 11.6% and calendar 1983 rates 

were all "standard variable." But exceptions to these interest 

rate rules are the IDA credits to Guyana, pakistanI Kenya II, 

and Togo. (In these four cases, the IDA portion of the whole 

SAL was, respectively, 8/22nds" 8/14thsr. 70/131sts, and 1.) 

Table 4 shows for each fiscal year the division of the 

thirty-three loans, by number and by amount, among regions and 

among maturities. The total amount approved rose from $30Sm 

during the last five months of fiscal year 1980 to $128Sm in 

fiscal year 1983. Eleven of the 23 loans and almost 80 percent 

of the amount a?proved before fiscal year 1984 have gone to 

ASia--though five of the eight Asian loans (and $1,180M of the 
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$2,398 Million loaned to Asia) were to Turkey. 

other SALS are in the pipeline. A second Ivory Coast SAL 

was approved by the Board in July 1983. In September, 1983, 

eight other SALS were being considered. Of the nine, five would 

be successor SALs to countries, already operating contractual SAL 

loan programs." Three countries,: all in the western Hemlsphere, , 

Costa Rica, Panama, and peru, are slated to become first-time 

SAL recipients. If authorized~ the five successor loans would 

exceed $700m (in addition to the $251m to the Ivory Coast). The 
i 

three prospective first SALS would total $340.2m. If all eight 

are made, the FY 1984 total will equal $1,345.9 million, an 

increase of ~nly,4.76% above the"FY 1983 total representing," 

apparently, a termination of tge previous trend. The terms of 

the eight new SALS have"not yet been made public, but only 

Malawi appears likely to obtain a portion of all of the SAL as 

an IDA credit. Among the 9 prospective FY 1984 loans, some 

$650m, just under half of the" prospective total, would go to the 

three Asian ~ountries: Korea, Thailand, and Pakistan. The 

Western Hemisphere share would slightly exceed the African. The 

principal point suggested by this review of the possibilities 

for FY 1984, is that it shows the Bank remains committed to 

substantial use of the SAL vehicl~. 

3. Selection criteria 

A survey of the 15 countries with SALS and the four new 

countries being considered for SALS in the Fall 1983 leads to 
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the conclusion that few definitive statements can be made about 

the criteria used by the Bank when deciding which countries are 

to r ecei ve SALs. For example, Table 5 suggests that 'the Bank 

has not vieweu SALs primarily as a policy reform instrument for 

the lowest income countries. At the same time, the Bank has not 

restricted SALs to middle income countries. 

only three of the 15 countries with existing SALs, and none 

of the four being copsidered for SALs, had a per capita income 

level below the $375 line the Bank used to divide the low income 

from middle income countries in 1979. At the other extreme, six 

of the 15, and three of the four had per capita incomes above 

$1000. The yug.oslavian 1979 per capita i·ncome was even above 

the $2,500 mark. 

Neither can ~orrowers be classified on the basis of uniformly 

fast--or slow--economic growth. For eXisting and pote~tial SAL 

recipients, Table 5 shows growth figures for 1960-1980, compared 

with low income countries as a group (excluding China and India) 

and with middle income:oil importers as a group. 

In comparison with the average for other countries in their 

income group, six of the 15, and just one of the three were 

above the growth average while nine of the 15, and three of the 
, 

four, were below the average. At the extremes, senegal's growth 

was negative, that of Jamaica and peru a low 1.7%; Korea's was a 

high 7 percent; Thailand's ~urkey's and yugoslavia's were all 

above 3.5%. 
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TABLE 5: 

Level and Growth Rates of GNP in 

Individual SAL countries and in LDCs Generallyll 

' .. 

SAL 
country, 

in order of 
first SAL 

country's 
1979 GNP 
per capita 

Average annual 
growth in GNP 
per capita (%) 

X for those 
above average 
annual growth 

(U .S. $) 1960-81 for their 
group 
Low-income 
countries 

l1alawi 

pakistan 

Togo 

l1iddle-income 
Oil Importers 

Kenya 
Turkey 
Bolivia 
Philippines 
senegal 
Guyana 
11aur i tius 

Ivory Coast 
Korea 
Thailand 

Jamaica 

yugoslavia 
costa Rica 
Panama 
Peru 

Aver:ages for: 
Low-income Countries 

(except china 
and India): 

l1iddle-income 
Oi1: Importers: 

350 
1330 

550 
600 
430 
580 

1030 
200 

1040 
1480 

590 
260 

1260 
350 

2430 
1820 
1400 

730 

$240 

$1550 

2.9% 
3.5% 
1.9% 
2.8% 

-0.3% 
1.8%2/ 
2.1%2/ 
2.7% 
2.3% 
6.9% 
4.6% 
2.8% 
0.8,% 
2.5% 
5.0% 
3.0% 
3.1% 
1.0% 

0.8% 

1I 
Y 

Includes 15 countries that have received SALS and three in 
which SALS are under discussion. 

These figures are growth rates for the 1960-80 period. 

x 

x 
X 
X 

X 
X 

(Source: World Bank, World Development Reports, 1981, 1982, 
1983.) 
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There is a third pbssibie criterion which cannot be shown in 

tabular form: the general quality of policies which SAL recipi­

ents pursued during the 1970s. This is a criterion by which 

donors often distinguish good performers from bad ones. But the 

list of recipient countries indicates that in allocating SALs, 

the Bank has concentrated neither on the "good guys" nor on the 

"bad guys," defined in terms of "policy soundness." Korea, Thai­

land, tpe Ivory Coast, and recently Jamaica, have been frequently 

classified as "sound" policy countrtes. Bolivia, senegal, and 

Guyana, have all been given lower marks--even before their. 

failures with SALs; most other SAL recipients are r.un-of-the-mill 

in 1970's policy behavior. 

The Bank has argued that SALS are provided to help produce 

sustainable balance-of-payments conditions. Therefore, balance­

of-payment conditions antecedent to the award of SALS ought to 

provide some generalizations about the Bank's criteria for choice 

of SAL countries. Table 6 provides this kind of information. It 

should be noted that Table 6 is in one way distinctively differ­

ent from Table 5. The important consideration in Table 5 was 

growth over the long-term (a 20 year period) and GNP per capita 

as a result of long-term growth. Therefore, to facilitate com­

parisons among the countries of Table 5, all growth figures are 

for the same 19GO-80 perlod, and all per capita GNP figures are 

for the same year, 1979. 

In contrast, in Table 6, the important consideration is the 
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relationship between the Bank's selection of SAL recipients and 

each country's balance-of-payments cond1tions shortly before its 

selection. It should be stressed that given year-to-year, and 

even month-to-month, volatility of balance of payments events, 

this table Is a very rough tool of analysis. 

However;,. eV.en the cor rect stat ist ics for the per iod pr eced­

ing the Bank's selection do not solve the problem of arranging 

fair comparisons between countries chosen for SALS in dif,ferent 

years. ~hen a country is chosen to receive an SAL, it is chosen 
! 

over othet countries in that sqme year. So the choices in 1980 

are based on each borrower's 1979-80 circumstances relative to 

those of other potential SAL borrowers. in 1979-80. If, for 

example, ~eneral conditions deteriorated between 1979 and 1982, 
'. 

then an absolute current need that might have justified selec-

tion for an SAL in 1979 may be inSUfficient for qualification in 

1982. In order to deal with this problem, Table 6 reports each 

SAL country's debt-service ratio and months-of-reserves of other 

LDCS. The l,ow-incorae SAL bor rower s ar e compared with all low-

income countries (except China and India). The middle-income SAL 

borrowers are compared with all middle-income oil importers. The 

results show that, relative to other countries within their income 

group, SAL ~ountries have had high debt service ratios. Over half 

of those with available statistics have more than 100% the debt 

service ratio of the average country within their group, while 

only the Yugoslavian (23%) and Mauritius (28%) figures are low, 

http:borrowers.in
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TABLE 6: 

Debt-service Ratios for Each SAL country 
year Before First SAL with country Group Averages. 

(Source: world Bank, World Development Reports, 1981,1982,1983) 

Year before 
first SAL: 

1979 GNP Debt service Months of 
Country Per Capita Ratioa/ Reserves 

Kenya 380 7.5 1/ 
Turkey 1330 12.9 1/ 
Bolivia 550 29.6Y 
Philippines 600 7.02/ 
senegal 430 13.71/ 
Guyana 580 29.5Y 
Maur ituis 1030 4.0.!! 
Malawi 200 18.4 2/ 
Ivory Coast 1040 22.2Y 
Korea 1480 13.13/ 
Thailand 590 6.7l 
Pakistan 260 9.6Y 
Jamaica 1260 22.53/ 
Togo 350 13.03/ 
Yugoslavia 2430 3.SY 
Costa Rica 1820 lS.3Y 
Panama 1400 11. 53 / 
Peru 730 44.9Y 

Country Group Averages: Debt 

Low Income Countriesb/ 
1979 - - - - - - - - - - - -

Middle Income Oil Importers 

LOW Income countries£! 
1980 

3.7Y 
5.3.!! 
4.5Y 
4.62/ 

1 :6i/ 
O.lY 

- 1.0Y 
2.7Y 
2.5Y 
0.53/ 

1.52/ 
1.03/ 
0.33/ 
3.63/ . -

Service Ratioa/ 

10.8 

11.5 

9.5 

Middle Income oil Importers 11.9 

LOW Income countries£! 8.8 
1981 - -

Middle Income Oil Importers 13.9 

Relative to others 
in their country group 

Debt SerVlce Months of 
Ratioa/ Reserves 

65.22% 
112.17 
257.39 
58.82 
96 .48 

207.75 
28.17 

193.68 
177 • 60 

85.06 
53.60 

109.09 
180.0 
147.73 

22.73 
122.4 

74.68 
359.2 

68.52% 
98.15 
83.33 

121.05 

76.19 
3.45 

30.30 
93.10 

131.58 
51. 72 

45.45 
~34. 48 

9.09 
124.14 

Months of Reserves 

2.8 

5.4 

2.1 

3.8 

1.9 

3 .0 

a/ Expressed as percentage of export goods and services 
§( Excluding China and India 

1/ 1979 figures Y 1980 figures Y 1981 figures 

http:1.61/177.60
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But the Bank selection of SALS is said to be based as much on 

anticipations of need (and of reform)' as on recent economic 

events. Thus, SALS can be made when the wolf is at the door. 

They can also be made when his approach is only expected. Thus, 

the Ivory Coast and senegal received SALS because there was a 

balance-of-payments crisis while Thailand and the philippines 

received SALS because they agreed to programs designed to avoid 

anticipated crises. 

In the light of all that has been written here, generaliza-

tions must be modest. The Ban~'s decisions about SAL allocations 

are based on a wide range of considerations including, but not 

limited to those ~~scussed above. one should not be surprised 

that the award of SALs does not correlateJwith any single vari-

able. 

There are two categories of countries that have been con-

sidered for, but have not received, SALs: 1) those whose . -

representatives discussed SALS with the Bank -but with no Bank 

loans following from the-discussions; in fact, a rejection; and 2) 

countries that discussed SALS before reaching agreement with the 
.r 

Bank on another type of i-o~-;;."·"-·S~~eti·ines these alternative loans 

involved extensive conditionality and were, in effect, SALS called 

by some other name. 

sudan is an example of the second category. It was considered 

for- a SAL but instead received agricultural rehabilitation loans 

with extensive conditionality and with tranches. under the reform 
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package, the real price of cotton was substantially raised, the 

exchange rate was cut, cost ineffective airport and seaport 

projects were cut from the public investment budget. Not only 

were conditionally-required studies carried out, they were--beyond 

the requirements--implemented. 

4. The Importance of the SALs to Borrowers 

Table 7 presents several measures of the relative importance 

of SALS to the borrowers. Column 1 shows each SAL as a percent of 

the nation's merchandise imports in the year of the loan. Column 

2. shows each SAL as a percent of the nation's public external 

capital flow in the year uf the loan. Column 3 shows each SAL as 

a percent of the nation's gross domestic investment in the year of 

the loan. 

AS a share of merchandise imports, the figures range from a 

high of 39% for Guyana and·12.5% for Malaw1 to a low of 1% for 

Korea. AS a percent of public capital inflow, the figures range 

from a high Df 105% for Togo and 35% for Malawi, to a low of 3.4% 

for Turkey and 4% for Korea. AS a percent o~gross domestic 
/ 

investment, the figures range from a high"of 26% for Guyana and 

16% for Jamaica, to a low of 0.52% for Turkey and 1.4% for 

yugoslavia. From most observers' points of view, and excepting 

Korea, these numbers are large enough to give the lender 

"leverage" on the borrower, particularly with respect to public 

external capital flows. 
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Taole 7 

Measures of the Importance of the SALS to Borrowers: 
The SAL as a 2ercent of the Nation's l1erchandise Imports, 

Gross Domestic Investment and Gross Public External Capital Flow~1 

Dollar value of the SAL as a 
percent of the borrower's: 

country 
Date of Merchandise Gross. public External Gross Domes~Jc" 
the SAL Imports capital Flow Investment~ 

Kenya 18 
Turkey 25 
Bolivia 5 
Philippines 16 
Turkey(sup) 18 
senegal 18 
Guyana 3 
Turkey II 12 
!1auritius 2 
/1alawi 25 
Ivory Coast 24 
Kor ea ;1.7 

. Thailand 2 
Jamaica 23 
Turkey III 27 
pakistan 1 
Kenya II 1 
Thailand II 31 
Philipp.II 26 
Togo 
Jamaica II 14 
Turkey IV 23 
yugoslavia 28 
Korea II . 8 
Panama 15 
Hauritius II 8 
Jamaica III 
Peru 
Turkey V 
Costa Rica 

Har 80 
Har 80 
Jun 80 
Sep 80 
Oct 80 
Dec 80 
Feb 81 
/1ay 81 
Jun 81 
Jun 81 
Oct 81 
Dec ·81 
Har 82 
Har 82 
Har 82 
Jun 82 
Jul 82 
Har 83 
Apr 83 
n.a. 
Jun 83 
Jun' 83 
Jun 83 
NoV 83 
NoV 83 
Dec 83 
Jun 84 
Jun 84 
Jun 84 
Jun 84 

2.39 
2.61 
G.OO 
2.59 
0.98 
5.00 

39.22121 
3.37 
2.3J..Q/ 

12.53 
6.16 
0.96 
1.50 
5.17 
3.42 
2.62 
6.73 
1.75 
3.80 
6.70 
4.09 
3.38 
2.52 
1.15 
3.91 
6.17!:,1 
4.07 
5.25 
3.37 
6.68 

13.29' 
9.00 

11.39 
14 .39 

3.38 
21. 2 0 I 
22 .91J;; 
16.52 
n.a. 

34.62 
12.84 

4.11 
10.27 
18.68 
16.77 
20.80 
27.50 
12.01 
19.77 

105.26 
14.75 
16.56 
23.29 

4.95 
17.60 
"n. a. 
14.71 
13 .61 
16.52 
13 .27 

~/ All loans made or planned in 1981 through 1984 
when calculating the ratios unless indicated. 
1980 use figures for that year. 

4.17 
1.38 
6.31 
1.88 
0.52 

15.09 I 
26.16b. 
2.23 1 
3.8S.l:. 

14.40 
6.41 
1.44 
1.46 

16.09 
2.26 
3.27 
7.52 
1. 70 
2.59 

14.66 
12.71 

2.23 
1.36 
1. 75 
5".95 

10.27[;./ 
12.67 

4.53 
2.23 

10.86 

use 1981 figures 
Loans made in 

bl 1978 figures c I 1979 figures d I Calculated from GDP and 
predent of GDP placed in domestic investment. (source: World 
Bank, World Development Report, 1981, 82, 83. 

http:Philipp.II
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5. The "Additionality" of the SALs. 

When SALS were first 1ntroduced 1n February 1980, the Bank's 

management attempted to obtain additional funds so SALS would not 

rise at the expense of other aank and IDA lending. That effort 

failed. 

The Bank's management then undertook to provide GALS in amounts 

that would raise the portion of BanK-IDA lending going to the SAL 

borrowers. Table 8 examines the extent to which this happened. 

It compares the percentage of ·total Bank-IDA lending in FY 1979 to 

the twelve SAL recipients in gqod standing in fiscal 1983 with the 

percent of total Bank-IDA lending that went to those twelve in FY 

1983. There was some additionality: the share of the twelve rose 

from 21.9 percent of Bank-IDA lending in FY 1979 to 24.3 percent 

in FY 1983.)1 

The increase is small, however; the numbers are ambiguous in 

some respects; and no one can know what lending would have been in 

the absence of SALs. So ~o firm conclusion on additionality seems 

warranted at this stage, though it is likely the SAL countries do 

better in terms of total-inflows of aid than do non-SAL countries. 

~/ When comparing the percentage share each SAL country received 
in the years immediately before and after the SAL, additionality 
is noticed in a very small number of countries. More time is 
needed to prove additionality occurs. The present evidence is not 
conclusive. 
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TABLE 8 

Total Lending to the 12 SAL Countries 
in Good Bank Standing and as a Percentage of 
Total Bank-IDA Lending, Fiscal 1979 and 1983 

Country 1979 

Kenya 255.0 

Turkey 312.5 

Philippines 395.5 

Mauritius 0.0 

Malawi 39.5 

Ivor"y Coast 52.4 

Korea , 225.0 . 
Thailand 285.1 

Jamaica 66.5 

Pakistan 164.0 

Togo 16.2 

Yugoslavia 385.0 

1983 

192.9 

669.4 

502.7 

12.2 

56.4 

32.2 

672.0 

393.1 

120.4 

304.0 

81.2 

520.0 

TOTAL 2,196.7 3,556.5 

12 Country Totals as 
a percent of total 
8ank-IDA lending in 
the given year 

21. 94% 24.32% 
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III. EMPIRICAL ASSESSMEN~ 

0_ 

The SAL program has only been in operation for a little 

more than three and a half years; that is too short a period 

for a comprehensive assessment of a program whose objectives 

are expected to be realized over a medium-term time frame. -

- This section looks at the record of experience to date in order 

to identify those efforts which might be ca-lled successful and 

those whch have been less successful. 

An empirical review of the SAL program brings out two main 

points: (1) s6me kinds of failure can be identified unambigu­

ously, but success can only be tentatively 'identified. (2) 

There i& no generally accepted way to evaluate the effective-

ness of the SAL instrument: time horizons, intangible criteria, 

the large number of conditional elements, and uncertainties 

about the specific weights whicn should be attached to these 

items hamper-evaluation. 

A. Some "Failures" 

The Bank has made two kinds of judgements of failure: SAL 
I 
i 

cancellation and refusal to provide a secon? SAL. Senegal is a 

case where the SAL was cancelled. Bolivia and Guyana were 

refused second SALs. SAL run-ons for several countries may be 

in jeopardy. These are examples of "revealed failur:e.-" 
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Cancellation Before Full Disbursal 

When in June of 1983, the Bank cancelled a $16.2 million 

portion of the original $30.0 million SAL, senegal represented 

the only instance where a SAL was cancelled before the full 

amount of the loan had been disbursed. The absence of positive 

action on two main"elements of the reform program, (1) ferti-

llzer subsidies and distribution and (2) seed distribution 

policies, led to the cancellation of the S&negal SAL. The 

Senegal SAL program is discussed in Annex I. 

Bank Refusal to Agree to a Successor SAL 

Guyana. -';Both tranches of Guyana I·S March 1981 $22 .. 0 million 

loan were rele~sed, but a second SAL was not awarded. Guyana 
, 

was unable to meet the EFF program targets and was unable, in 

1932, to draw down the remaining $98.0 million SDR under that 

program. In its April 1982 progress Report to consider release 

of the second tranche of the first SA'L, the Bank observed that 

economic' peri:ormance ha~' fallen far shor t of the targets set in 

the SAL program. Further, the Bank said, a review of the com-

pliance with SAL condit:i:ons suggested tha·t the GOG had adhered 

only in part to the agreed conditions. In the same Report, the 
: 

Bank discussed a lack of. progress towards addressing the key 

constraints to economic development in Guyana, i.e., the ineffi-

ciency of the public sector, the overregulation of the economy, 

and the limited role aSSigned to the private sector. 
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Bolivia. In 1979, the Bank, the Fund, and the GOB put 

tog~ther a reform program. The Fund program provided for an 

exchange rate devaluation of 25%, price increases for 

hydrocarbons, and monetary and fiscal policy improvements. A 

Bank SAL followed. Its main features were: scaling down of 

the public investment program, and shifting investments to high 

priority items; a study of how to improve the process of public 

investment; a reduction of the high !evel of mining taxation; 

increases in agricultural producer prices and undertaking a 

study of agricultural marketin~; increases on rates for power, 

railways, and airlines. The first tranche was released in June 

of 1980. 

what went wrong? A coup occurred in July 1980, but the new 

government remained committed to the program. A Bank mission 

in August 1980 found adequate compliance in the areas of export , 
competitiveness and in debt rescheduling. But the government 

failed to meet requests in two areas: the investment program 

and public enterprise price increases. The 1980 public invest-

ment budget was only 42% of planned expenditure, due in part to 

revenue shortfalls, but also to a special salary bonus awarded 

in May 1980. The GOB agreed to raise budge.t allocations to 

assure completion of high priority projects and to increase 

public enterprise rates and gasoline prices. On this basis, 

the Bank released the second tranche of the SAL on November 17, 

1980. 
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The GOB did what it promised. But the economy started 

deteriorating again after mid-1980. Bilateral donors were slow 

in helping the new government. The IMF standby criteria were 

violated. Investment and growth fell~ and inflation rose to 

46% in 1980. But the GOB refused to devalue the peso, hurting 
, . 

exports. A severe balance of payments crisis ensued. 

The basic reason for the SAL "failure" in Bolivia was the 

failure of the stabilization program -- the fiscal, monetary, 

exchange rate and price policies as specified in Fund agree-

ments. There was nonetheless some real pr.ogress: the govern-

ment pruned its investment program, dropping dubious projects; 
, . 

instituted better program evaluation procedures; improved the 

mining tax code; and completed some important studies and 

policy papers. 

But the basic problem leading up to the SAL--excessive 

public sector expenditure and inadequate economic decision-

making procedures--a~e deep rooted problems, inherent in 

underdevelopment. It is not evident that the SAL had much 

impact on them. 

B. "Successes" 

By october of 1983, 12 of the 15 SAL countries had received, 

were about to receive, or seemed likely to receive, a second 

SAL. Each successor SAL is a public judgment by the Bank that 

the performance under the previous SAL was sufficient to justify 

a follow on SAL. Though Thailand §eems 11kely to obtain its 
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third SAL, only Turkey has obtained more than three SALS to 

date. 

These SALs do not represent uninterrupted successes. 

Release of the second tranche was delayed in the case of Kenya, 

Malawi, and the Philippines. By August of 1983, Kenya had 

received none of the $30 million second tranche and only $10.9 

million of the $30.9 million first tranche of its August 1982 

second SAL. 

Within the Bank, many staff members regard the SALS to 

Turkey, Korea, Ivory coast, Th~iland, and the Philippines as 

examples of success. There is said to have been a great turn­

about in the Turkish economy. The Philippines have adopted 

major tariff reforms. Thailand has rationalized pricing for 

irrigation water. Korea has addressed energy pricing policies. 

Early experience with the 1983 SAL to yugoslavia is judged high 

satisfactory by Bank staff. The performances of Mauritius and 

the Ivory coast under.SAL programs are also viewed as satis­

factory. Those of Malawi ~nd Togo are viewed as acceptable. 

The assessment of pakistan, once positive, has become much less 

favorable. To indicate the nature of the successes, there now 

follow several brief descriptions of the Thai, Korean, and 

Philippine SALS. 

Thailand. The rationale for providing a SAL to Thailand in 

1982 was explicitly given as encouragement to revise domestic 
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policies with respect to energy pricing, other domestic price 

policies (including interest rates), import protection, publlC 

investment bias against agriculture, and the growing scale of 

the public sector rela~ive to the government's ability ~o 

generate sufficient revenues to finance the public sector. 

These main problems led to the decline in ~he grow~h ra~e . 

. Combined wLt:h 'ext'ernal events" the net resul~ was strain in the 

balance of payments. 

The Bank reg?rds overall experience with ~he Thai SAL as 

positive. In agriculture, measures were taken in land use 

POllCY, 'marketing and price policies, and wa~er resource .develop­

ment., Domestic petroleum prices were increased. In the tax 

.• area, new sources of ~evenue were 'introduced, and tax administra­

tion was improved. 

Korea. The Sank's first SAL to Korea was designed to support 

a strategy, the general lines of ~hich had already been worked 

out by the GOK, to deal with major adjustment problems of the 

Korean economy. The main structural problems which Korea faced 

in 1'980 wer·.e.: supply bottlenecks, excess capaci ty in heavy 

tndustries, and a relatively energy-intensive output mix. The 

nature of these problems was apparently well-understood within 

the GOK. 

AS is well-known, the Korean economy achieved spectacular 

growth in the 1960's and 1970's. In the 70's, annual growth 

ra~es averaged 10M. By 1978~ the rate had reached 12% and the 

public investment rate increas~d by 36%. 
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In 1979, the Korean economy went into recession, accompanied 

by high rates of domestic inflation. The recession was brought 

on by domestic policies--mainly miscalculations in the alloca-

tion of public investment--and by the same exogenous factors 

which affected most -LDCS in the late 1970's. The situation 

-there, as e-lsewhere,; led to balance of payments problems; the 

latter provided the ~ationale for the first SAL to Korea. It 

focused on industrial efficiency (incentives and protection 

policies); energy:efficiency (relative pricing of coal, petroleum 
! 

and electricity and conservation policy); and _public sector 

efficiency (increased levels of taxation). The second SAL added 

tariff reform and 'measures to promote foreign investment. 

The Philippines. The conditionality provisions of the first 

SAL to the Philippines focused on industrial sector policies 

where high rates of protection, monopoly privileges, and 

favoritism had been common. 

-In 1979, a Bank mission was told that major changes could be 

made in trad'e, policy and in the industrial sector if the Bank 

were to provide a balance-of-payments loan. At the time of 

these discussions, the Bank staff was also concerned about the 

country's financial system which was characterized by regulatory 

complexity and discretionary bureaucratic power. But the Bank 

and the government agreed to attack the problems of the 

industrial sector first, then to study the problems of the 

financial sector. 
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~resumably, if there had been no SAL program, the Philippines 

would have received a 1980 loan in an amount and with the same 

conditions as those of the SAL it obtained. ~he Philippines is 

now credited with having done well in fulfilling the terms of 

the agreement, although the second tranche was held up because, 

during a political campaign, the Parliament refused to pass 

"reform" provisions injurious to particular industrial vested 

interests. 

Early discussions proposed that the second SAL would carry 

conditions to tie up loose ends of industrial policy reform and 

introduce some interest rate Itberalization that would permit 

competition on both sides of financial markets. Although the 

1981 report-'of a-Bank mission had commended much of the energy 

program of the Philippines, the second SAL was also to carry 

conditions raising electricity and diesel prices and cutting 

back and diversifying the energy program. The limited range of 

conditions was judged by some in the Bank as insufficient for an 

SAL. partly as a result of controversy on that point, and 

partly bec~Qse of di~ficulty in getting commitments from the 

GOP, two-and-a-half years passed between the effective dates of 

the first and second SAL. 

In the end, the terms of conditionality of the second SAL 

were narrower and deeper than those of most other SAL recipi­

ents. In contrast with other recipients, neither of the Philip­

pines SALS required much in the way of either agricultural or in 

public resource management reform. Because of the Bank's 
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tendency to extend the scope of an SAL's conditions over addi­

tional policy areas, and because pubLic resource management and 

land tenure involve such serious problems, a third Philippine 

SAL, if agreed, will very likely carry conditions for reform in 

these sectors. 

summary 

An objective assessment of the SAL program is difficult for 

a number of reasons. First, SALS have a 5-7 year time horizon. 

They cannot be judged on the basis of one or two loans, since 

the implicit objective, policy reform', is an ongoing process. 

The stated objective, in official Bank documents, is a "sustain­

able" balance of payments position in 5-7 years. However, if 

this objective were rigorously applied to each SAL country, only 

Turkey would qualify for final evaluation at this point. 

Secondly, a SAL may be classified as a ~uccess in terms of 

specific policy reforms which have been introduced, but the 

ilapact of th,e, ref,orm program may have been overwhelmed by 

unexpected changes in the external economic environment. 

Thirdly, there are so many elements in the conditionality 

package, so many intangible items, and so few quantitative 

criteria, that subjective factors are crucial to the evalua­

tion. This important aspect of SALS will be taken up in the 

next section which discusses the monitoring problem and the 

degree of rigor of SAL conditions. 
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At this point in time we can report what the Bank itself 

asserts: that of the 15 countries that have received SALs, 12 

are still in good standing, and are moving forward on a wide 

array of policy reforms. The question is whether this forward 

movement is genuine, and whether it will continue. If failure 

is defined as countries that failed to get a second loan, then 

the SAL rate of failure is running about 20% of loan recipi-

ents. But there are no performance criteria to apply to this 

statistic. 

IV. ANALYTIC ASSESSMENT 

A. Conditional Development Assistance in General 

An analytic review of SALS must start with a review of con-
. 

ditional development assistance in general. We will summarize-

in this section the purported advantages and disadvantages of 

conditional assistance. It should be noted that we do not follow 

-the conventf~n, used by some writers, which makes the distinction 

between project and program aid synonymous with non-conditional 

and conditional assistance.~/ 

1. PROS 

Five main advantages can be claimed for conditional aid. 

J! Albert O. Hirshman and Richard 11. Bird, Foreign Aid--A 
critique and a proposal (princeton university press, 1968) 
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a) AS is well-known, unsuitable policies can, and often 

do, render economic assistance ineffective. It makes, little 

sense to undertake rural development projects that bring new 

inputs to farmers if price and marketing policies fail to pro­

vide adequate incentives to farmers. Industrial projects and 

programs will come to nothing if the exchange rate system denies 

an adequate supply of imported inputs to industrial firms. 

Roads built with aid money today can be in ruins in a ,few years, 

without attention to maintenance, financing and organization, 

and·perhaps such related matters as fuel imports, regulations 

on axle loading, and private transport policy. This, above all 

else, is the most compellng reason for imposing concessional 

provisions on aid recipients. 

b) Conditional assistance can~ in fact, accelerate policy 

reform. It does so by making reform more acceptable to local 

authorities and by providing resources to compensate those who 

lose from an efficiency-increasing economic reform. 

Resistance to reform arises often because the delivery; 

of benefits to some people involves the imposition of highly 

visible costs on other people. A higher price for grain 

producers will normally mean higher costs for urban consumers. 

A move to a more rat tonal tariff structure may hurt industries 

and firms benefitting from heavy protection. A move to free 

markets generally will reduce the direct political patronage 

available to the political class. 
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The linking of aid flows to refor~ can have a signifi-

cant impact on these sources of resistance. It is mainly here 

that the ncompensation n rationale in conditional assistance is 

applicable. The additional resources can be used to nsoften n the 

burden of change, to nlubricaten the reform process, by allowing 

reform governments to compensate groups that are hurt by the 

change--for "example--by r a-i'sing saiar ies for urban wor Rer s while 

reducing consumer subsidies for staples, and to provide resources, 

while the reforms begin to work. 

c) Conditional assistance can also accelerate policy reform 

by strengthening the bureaucrat-ic and political clout of local 

reformers. The opponents of reform generally represent the con-

-,' cerns of -those whom ~the reforms will 'hurt, of those who weigh 

objectives differently than d'o the 'reformer$, and of those whose 

resistance is rooted in ideology. 

The latter group is stLon4 in the developing world. 

Most political leaders in LDCs do not believe that devaluation 

will be effective; many do not believe that ~aising producer 

prices will increase agricultural productio~. They are not per~ 

suaded that markets work the way most Bank or Fund or A.I.D. 

economists say they do. They believe that monopoly and monopsony 

are everywhere. They are profound pessimist~. Many do not be-
I , 

lieve that the policy reforms advocated by t'be donor technicians 

1/ and by some of their own technocrats, will really work.-

11 A more detailed discussion of the political dynamics of 
stabilization programs is contained in a recent paper by Joan M. 
Nelson, nThe political Economy of stabilization in small, LOW­
Income, T~ade-Dependent Nations,n overseas Development Council, 
mimeo, January 1984. 
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Concessional assistance cannot change minds, but it can provide 

local reformers with a large marginal increment in the leverage 

they can apply during policy discussions. 

d) Conditionality can increase the total volume of aid. 

Some part of the foreign assistance constituency in all indus­

trial countries is-.concerned that ai& money be used 

"effectively"--that it have significant effects on recipient 

countries' income and welfare. 
; 

If aid is perceived to be 

wasted because of poor policies, political support for aid 

programs will diminish. This point can be put another way. An 

aid bureaucracy can rally greater political support for its 

program it is proposes to address, policy inadequacies by 

conditioning its loans and grants, since it thereby wins over 

some of those who object to foreign assistance on the grounds 

that it is, because of bad domestic policies, "money down a 

rathole." 

e) Foreign assistance without conditionality can delay 

reform. It :s.ust'ains governments committed' to wasteful, fail:ed 

strategies, or--less broadly--to policies and programs that are 

simply unproductive. This point is made most frequently with 

respect to food aid, which cr Hies argue has helped allow t·he 

survival of inappropriate policies and institutions in many 

countries. Unconditional assistance may, therefore, be worse 

than no assistance at all, from the pOint of view of long-term 

development. 
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Points a, d, and e raise no questions. 'points band c, 

however, are more debatable. They are, moreover, at the heart 

of the conditionality-policy reform issue. Because this consti-

tutes the core of what can be called the "theory" of structural 

adjustment lending, we consider it later, in the section "Un-

certain Theo'r:y of Ins'titutional Reform'." 

One other consideration is fundamental in determining the 

effectiveness of donor-imposed conditionality provisions: t'his 

is the recipient country's perception of the donor's commitment 

to the reform~ At one extreme ~s the perception of the IMP by 

a country with n,o maj.or assistance alternative and convinced 

that the IMP w111 stop the operation if the country fails to 

comply. At the other extreme in recent years has been the Egyp­

tian perception of the united states as hav1ng such a political 

stake in continued assistance that its conditionality provisions 

can be mostly ignored. The greater the willingness of the donor 

to impose sanctions, the more' compelling the conditionality 

provisions. 

2. CONS 

a) It has been argued that conditional development aid is 

- by its nature either superfluous or ineffective. If a govern-

ment--more properly, the responsible authorities--want to 

reform, they do not need the inducement of conditional aid. It 

may be in a government's interest to'make it appear that it is 
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agreeable on policy changes in exchange for additional resources. 

But this wtll only be game-playing. If a reform is profItable, 

desirable and feasible, the government shoUld be wilting to do 

it in the absence of the conditional aSSIstance. 

on the other hand, if the changes are not considered profit-

able, desirable and feas~ble, the compliance will be slow and 

partial--or non-existent. The argument here is that donors may 

be unable to buy LDC policy reform. This is an uns~ttling propo-

sition, since it flies in the face of what has very recently come 

to be the conventional wisdom ion aid circles. There is, nonethe-

less, something in it. TO see this, consider the question: why 

.do·governments so often persist· in the pursuit of ~olicies that 

technicians agree are "bad?" 

i) They do so partly because of concern for those who 

would be injured by the reforms <as described in part "b" of the 

"pros· section above). 

ii) Th'ey do so also because political leaders weigh 

objectives differently than do technicians. The au'thorities in 

power will generally be more risk-averse than reformer-techno­

.crats. In the policy areas, their position will reflect that of 

most of their countrymen; in a semi-arid, land-locked country, 

for example~ most people may prefer huge national reserve stocks 

of foodgrains, even though there exist food securlty policies 

that can be shown to be cheaper and probably as safe. In many 

countries, political authorities prefer an inefficient parastatal 
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to an efficient foreign-run enterprise; or they prefer the con-

trollability of a state-owned enterprise to the independent 

though more dynamic indigenous entrepreneur--as in the distri-

but ion of agricultural inputs or foodgrain marketing. In many 

cases, the political authorities will be facing an immediate 

press.ing probl'em 'of instability and so villI weigh stability much 

higher than change (as in exchange rate policies, for example, 

or agricultural. price pol~cies) in comparison with reformers. 

iii) Finally, as mentioned earlier, resistance may be 

rooted in beliefs or ideas--i.e., in "ideology." 

AS argued earlier~ conditional aid can compensate losers and 

'" add ,to the le-vera'ge :0'£ reformers. Conditional aid might also 

influenc'e the -weighing of objectives and diminish risk-aver sion 

so as to make responsible authorit.ies more refor,m minded. Sut 

this effect is not likely to be significant. , Moreover, there 

may be backlash effects that raise perceived risk (i.e., charges 

of buckling under to outside pressuLes). 

Conditional aid; finilly, will affect hardly at all that 

source of ,hes,itation that is based on ideas about how the economy 

works. Moreover, belief that the "medicine" is inappropriate 

leads to half-hearted compliance and quick abandonment of reform 

programs by those who give in only while the reforms have foreign 

assistance in hand. 

b) Conditionality can sow widespread resentment in the 

recipient country, on various grounds. 
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Local authorities will generally reject the notion that 

donor officials possess superior wisdom and sounder j'udgment 

than local people. The local officials are prepared to admit 

foreign technical superiority in such matters as building roads, 

generating power, calculating effective rates of protection~ and 

modeling agricultural pricing scenarios. But they are not pre-

pared to grant donor technical superiority in matters of 

political judgment or in understanding of the specific and 

usually highly particular circumstances of the local socio-

economic environment. 

c) Conditional assistance can be p'olitically divisive, and 

weaken local.support for recipient governments. This is obvious 

in IMF-type conditionality situations, such as ass_istance on 

reform of state-owned enterprises, removal of subsidies on farm 

inputs, reduction of consumer price subsidies, and opening an 

economy to international competition. But it can be true even 

in conditionality provisions covering more directly "develop-

mental" matbers -- e.g., the size of the public investment 

program/~nd the fate of locally-desired large scale projects. 

d~/ Less apparent is the danger that conditional assistance 

can reduce political support for foreign assistance in the donor 

community. This is relevant for bilateral donors and less 

clearly for multilaterals. 

In a simple model of international relations we 
may assume that, for the sake of independence, 
self-respect, and defense against accusations of 

, 
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being a satellite, the government of B, a poor 
country, 1S determined to maintain a certa1n 
average distance from country A, a greater power 
and a potential donor. country B measures this 
distance along two dimensions, the extent to 
which it adopts economic policies suggested by A 
and the extent to which it takes A's position in 
the leading issues of international politics. 
under these conditions, a success on the part of 
the great power in having B "do the right thingn 
in economic policy will result in a strong urge 
on the part of B to compensate for this move in 
the: direction, of A by a move'in the opposite 
direction in international politics. Only in 
this fashion can the desired average distance be 
maintained .)j 

The result is behavior that cuts away the constituency for 

foreign aid in donor countries., A recent example is the case of 

zimbabwe, a recipient of considerable u.S. aid and of IMF 

resources. That country refused to vote with the U.S. at the U.N. 

on the Korean Airline incident and also led the forces condemning 

the u.S. for the invasion of Grenada.~ 

B. structural Adjustment Loans 

~onditionalit~ in development assistance can take many dif­

ferent forms. project loans can--and do--have conditional elements 

- ncovenants,n which could be made harder or softer depending on 

circumstances. program loans, which provide free-standing foreign 

II Op. cit., p. 11. 

~I Hirschman and Bird cite the Quadros government's efforts in 
Brazil to become more neutralist after adopting an IMF agree­
ment in the 1960s, op. cit., pp. 11-12. 

http:the:direction.of
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exchange, can also be nonconditional or conditional. ~he "tradi­

tional" program loan in the Bank portfolio was generally non­

conditional: it was to meet a balance of payments shortfall, or 

a catastrophe. sector loans, in traditional Bank terminology, 

were for financing a piece of a sectoral investment program, and 

were restricted to countries with good planning and implementing 

capacity. Conditionality was minimal. 

In recent years, there has been a flowering of other forms of 

nonproject lending, as noted earlier--"export" or agricultural 

rehabilitation credits, which provide foreign exchange for 

critical industries, single import loans (e.g., the Nigerian 

fertilizer import loan), sectoral lending of various descriptions 

--the Sudan agricultural rehabilitation loan, for example. 

These carry varying elements of conditionality. And there is the 

SAL, the largest in size, broadest -in scope, and most elaborate 

in conditi9nality of all the non-project lending instruments. 

with respect to conditionality, the SAL has all the advantages 

and disadvantages listed above, most of them in magnified form. 

But the issue is not conditional versus non-conditional assist­

ance. For nonproject assistance anyway, few observers would deny 

any longer the necessity for some kind of conditionality where 

the policy environment is particularly uncongenial to economic 

growth. 

1. The Evolving Rationale for SALS 

a) when the Economic Rate of Return Becomes Irrelevant. 
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AS has been pointed out many times, the Bank has always 

been a project-oriented institution. The ~eight of its experi­

ence is heavily in project lending. Project identification, 

approval and supervision are what most of its staff does--and 

does very well. 

The, ,project focus~ a'~so strongly influences the Dank's 

loan allocation process. Although allocation between countries 

is a mysterious pro~ess, the project bases of loans and credits 

serves as a kind of basic !'tructu'r,e for decision-making. A loan/ , 

credit will have to pass tnrough a screening process that--at 

least in principle--approve~ only "sound" projects. The Bank's 

main business has been to finance projects that have "acceptable" , 

economic rates of return and 'other effects beneficial for 

development. 

With SALS (and other forms of non-project finance) this 

traditional rationale is no longer relevant. How then is an 

individual SAL to be justified and what criteria are to govern 

the selection of SAL borrowers? 

b) The Rationale in the Beginning: BOP problems. The 

rationale for SALS was unclear from the start, as was the notion 

of "structural adjustment" itself. Three related but distinct 

rationales have been put forw~rd by the Bank to explain the need 

for SALs: permanent changes in international price structures; 

balance of payments disequilibria requiring "structural" changes 

in domestic economies; reform of domestic policies. 
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The evolution of discussion of these matters began with the 

earliest published SAL review, done by Landell-MillS.lI He 

argued that adjusting to external shocks, not lnternal policy 

reform, was the main issue. He argued also that permanent 

changes had occurred in the international economy, and that 

these changes required adjustment; "external shocks," much more 

than domestic policy reform, were the rationale for the intro-

duct ion of SALS. 

Thus, when SALS were officially underta~en in February , 

1980 the rationale was, that the-economic situation had become 

distinctively different compared to ea,rlier years. Four 

changes were'typically under'scored at the time:' 

1. the sharp and long-term rise in energy prices, 
2. the inflationary rise in the prices of manu­

factured goods, 
3. high interest rates, and 
4. the drop in demand for primary products related 

to recession in the industrial countries. 

Landell-Mills acknowledged that the four differences 

were affecting some developing countries more than others 

depending on the "vulnerability" of each country's economy and 

the "quality" of its economic management. 

Then he went on to say, 

1I Finance and Development, Dec. 1981, p. 18. 

, 
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conceptually, structural adJustment is designed to 
respond to permanent changes 1n the external 
environment and may be distinguished from struc­
tural reform to correct for inapropriate domestic 
policies. In practice, these two elements become 
inextricably interwoven and consequently, none of the 
programs supported by structural adjustment lending 
·may be regarded as solely correcting for external 
shocks ... 11any of the reforms proposed under SAL ar e 
long overdue and are not necessarily specifically 
related to the changed international price structure. 
They are all designed, however, to have a direct 
impact on the Bop.~1 

This formulation provided a more elaborate raison 

d'et·re for the SAL. But the analysis also raised some 

questions. 

Of the four differencep explicitly cited, only the 

first, energy prices, seemed at all likely to qualify as a 

"permanent" ,change. The price of oil had jumped in 1979--after 

over five years of decline, but no one in 1980 could guarantee 

it would not soon decline again. Nevertheless, withln the 

Bank, the rationale used for the introduction of SALS was the 

"permanent or long-term character" of the "increase in the 

price of oii, high levels of inflation, and a prolonged period 

of slow grow.th in the OECD countries." 

Given this premise of three (or four) permanent 

changes, the argument went on to assert that the consequent 

immediate problems were deteriorating terms of trade and 

growing current account deficits, that the appropriate solution 

would be "long-term structural adjustments in the economies of 

the developing countries," and, finally, that SALS would permit 

11 Ibid. 
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borrowers to formulate and carry out appropriate structural 

adjustment programs. The analysis allowed that each ,country, 

and so each SAL, would be different. It also anticipated that 

"appropriate" programs might require some lengthy preliminary 

studies so that SALS would need to provide for a mixture of 

both do- i t-novl and stu'dy- it-first 'pr,ovisions. Nevertheless, 

the rationale included a premise that enough was already known 

to be able to anticipate that for most borrowers, "appropriate" 

adjustments would include: 

1) 
2) 

3) 

reassessments of medium term investment programs, 
diversification of exports, or other changes in the 
country's trade regime, and 
revision of price incentives to promote' efficiency in 
r,esource ,use., 

The bottom line of that rationale was that the test of 

an appropriate structural adjustment program, successfully 

implemented, would be the achievement, within 5 to 7 years, of a , 

viable current account situation--i.e., deficits reduced to a 

sustainable level. 

Another .. ind'icator 'oE"the early ,uncer,ta'inty surrounding 

the sank's arguments for SALS is the place of oil price rises,>n 
/ 

discussions at the time. For a period, within the first year of 

the SAL'S use, the Bank's rationale for them may have shifted to 

concentrate on the "unantiCipated shocks' caused by oil price 

increases. Given that assumption, policy reform was to concen-

trate on energy policy, including conservation and development 

of indigenous resources along with attention to agricultural and 

'\ 
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industrial policies and the publlC investment program. But a 

predominant energy policy focus--if lt ever eXlsted--never showed 

up in any SAL though most SALS do include some energy provisions 

among their many elements. 

The balance 0t ~ayments justification was strong in 

early discussions of SALf' and remains so now. The argument has 

been set out cogently bY'John Williamson, speaking about pund 

conditionality, He has observed that there are three "tradi-

tional" sources of BOP problems; reversible, excess demand, and 
i 

fundamental disequilibii~m. presumably, the IMP works on these. 

But there also exist "structural deficits," which have in his 

view re-emerged sin'ce 191.4, and which have made balance of . , 

payments constraints oqce again "b.inding."1/ 

But the meaning of a "BOP constraint" in this context is 

not clear. At one level it simply means that governments would 

like to grow faster than their resources allow. If so, demand 

management is certainly required while government addresses the 

structural constraints, whatever they are. policy changes are 

also required and relevant action on strategy (more export 

orientation, action on exchange rates, etc.). But all of this 

was true before 1974; so in this context, the SAL appears to have 

been ~ new solution to an. old--not a new--problem. 

c) The Rationale NOW; Policy-Related Lending. 

The Bank's rationale for SALS has evolved. No longer are 

1/ Testimony given before the senate Banking Committee, June 1982. 
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npermanent n exogenous changes cited as the primary reason for 

SALs. rnstead, Bank writers now frankly acknowledge that many 

LDCS pursue many policies that retard development. The purpose 

of the SAL is therefore to demonstrate to prospective borrowers 

the Bank's convictions that change is urgently needed and that 

effective ch.ange requires a high-level agreement on comprehen­

sive policy reform policies.3I 

The explicit policy reform justificatl0n for SALS is 

analytically more satisfactory than the earlier ones--the finan-

cing of adjustment to permanent.ly changed conditions, or (mUch 

the same thing) achievement of medium-term BOP equil.ibr ium. But 

the lack of analytic underpinnings is .less important than the 

fact that there is no clear guideline to Bank policy-makers as to 

which countries should receive SALS. 

2. which Countries Shall Receive SALs? 

In no country is the policy environment without deep flaws, 

in terms of the economist's ideal. The problem here is the same 

as for the balance of payment criterion: almost all countries 

are worthy claimants for SALS on these grounds. So allocation 

criteria remain undefinable. 

The Bank has added some other requirements: SAL claimants 

should have the expressed will to carry out an adjustment program 

2/ Stanley Please, nStructural Adjustment Lendin~" lBRD progress 
Report, April 1982. 
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and the capacIty to draw one up and execute it. The "will" factor 

may eliminate aome countries, but the "capacity" element is more 

fictional than real. The Bank is ready to help draw up SAL 

programs and provides technical assistance for implementation. 

A glance at the list of SAL countries (actual and proposed) 

provokes a :number, -of observations relative' to a'llocati:on. 

First, only three of the 15 recipients are lOW-Income coun­

tries (Malawi, pakistan, Togo) and one of these--Pakistan~-will 

probably fail to qualify for a second loan. This means that this 

major new cate,g.ory of economic .ass'istance is directed mainly to 

middle-income countries although as noted before it may represent 

". 11,ttle in the-wa,y' of addi.tionality. 

secondly, there are countries on the list that are certainly 

not characterized by either uncommonly poor economic policies or 

inflexible, unsuitable economic structures: Thailand, Korea, 

yugoslavia, Barbados, Costa Rica, Panama, eV,en the Ivory coast. 

It is especially hard to understand how Thailand and Korea merit 

these loans~ These ar~ extrem~ly fast-growing economies, highly 

adaptable and with sound policy environments. certa,inly south 

Korea's energy policy needed fixing, as did its interest rate 

structure and credit policies. But the same is true for the rest 

of the planet; and in the Thai case, the SAL addresses long-term 

institutional issues, such as reform of the civil service, that 

have only a remote bearing on medium-term balance of payments 

issues, or policy reform properly defIned. 
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This pattern of allocation could disadvantage the low-income 

countries. AS a result of SALs, resources available for them may 

be less than they would be otherwise. There is some evidence to 

suggest that SALS bring "additional" resources to recipient coun-

tr.ies; they receive somewhat higher shares of total Bank lending 

than they ~ould get otherwise. Table 8 showed that the twelve SAL 

countries in good standing in 1983 increased their share of total 

Bank lending by almost 10% between 1979 and 1983. 1/ 

For IDA countries, the implications are even stronge~: the 

SAL is not really designed for .the poorest countries, such as 

many of those in Sub-Saharan Africa. Since poverty reduction 

rema'ins a pr'ime' Bank' object'i ve, and· the poorest' countr i:es 

(especially sub-saharan Africa) remain a priority concern, the' 

question arises whether the emphasis on SALS is fUlly consistent 

with basic Bank policy. 

3. underlying Theories of Reform 

Implicit .. i·n the' Ba'nk 1 s· gr owing r'esort to non-project loans in 

general, and .SALS in part'icular, are certain analytic proP9'si-
/ 

tions, or theories. These fall into two groups: propositions 

Y The additionality tendency 
are disaggregated by country. 
tentative. 

is not evident when the data 
The conclusion is therefore very 

" 
~ : . ' 
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about the relative cost-effectiveness of non-project and of-

project aid; and propositions about the strategy and tactics of 

institutional reform. 

a) The Relative Cost Effectiveness of Non-project Aid. 

on the first, we have already noted the key implicit preniises: 

that policy reform Qay do more to promote 
economic projects; 

That non-project loans (credits) are more 
effective than project loans/credits in in­
ducing policy reform in,certain situations. 

The first premise may~e true because it has usually 

been true in the past, or because (1) the value of projects has 

decreased or,"( 2) the usefulness' of policy reform has increased. 

The attraction of project lending has indeed fallen. That point 

was made earlier, where reasons for the'decline were outlined. 

The greater the decline in the expected value of project 

lending, the greater the attractiveness of program lending con-

ditional on policy reform. 

In .ddition, policy obstacles to development have accu-

mulated over time; so the development usefulness of policy 

reform has increased. At the same time, obstacles to efficient 

project selection have accumUlated, both in LDCS and in donor 

agenc ies. In the Bank, for example" new doubts have ar isen in 

recent years about the effectiveness of "conventional" 

approaches to rural development projects7 and about the utility 

of projects that impose significant claims on the future flow 
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of public sector resources or of the public sector's organiza-

- 1 -. 1/ tlona capacltles.-

b) strategies and 7actics of Institutional ~eform. The 

broader and more impor~ant theoretical questions, relating to 

stLategies and tactics of institutional reform, have received 

extraordinar ily 11 ttle atten.tion in the Wrl t ing about SALs. At 

issue are questions such as how economic reforms are most effi-

ciently engineered, problems of opposition groups and coalition 

politics, bureaucratic responses, sources of resistance to 

change, etc.Y 
One central theme, more in informal discussion t-han in 

- -
writing, por.trays- the SAL .(and conditiona'l assistance in-

general) as ·compensation". The notion is that hesitant govern-

ments can be induced to· adopt more reforms than they would 

otherwise, if they are rewarded by additional foreign aid. The 

mechanism by which this works is not often spelled out. It 

could be that opposition can be quieted, that losers can be 

<;:ompensated, .that the .process o'f change 'can, be ·lubricated.· 

Thus, for example~ wage increases can be financed for a short 

period, while food subsidies are removed. or the prices of 

, 

II The same is true for bilateral donors. In addition, the 
U.S., a major donor, is hamstrung in its project aSsistance by 
a dense set of legislature and administrative restrictions that 
make project aid less attractive. 

~I In the general literature, Albert Hirschman's appendix in 
Journeys in Progress remains one of the rare discussions of 
some of these matters. 

- , 
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cash crops can be gradually raised while fertilizer subsidies 

are cut bac~. In both cases the reforms save the government 

money, but less than the costs of programs clearly big enough 

to compensate most losers. Donor assistance can permit the 

government--at least for a period of time--to compensate fully 

most of'th@people hurt by the reforms. 

one other proposition constitutes the general case for 

conditionality as an instrument of policy reform: that condl-

tional aid can strengthen the hands of local reformers. 

Both of 'these proposibions, it should be quickly ob­

served, relate to ,conditional assistance in gene~al. We will, 

therefore, 'treat ,them 'that way, 'and' discus's later how, the SAL 

is special. 

Both propositions are clearly pertinent. But they are 

not robust enough to bear heavy theoretical weight in the 

analysis, of SALS. This is partly because the same argument can 

support other forms of conditional assistance. But also, there 

are legitima'te objections to them. 

'The 'strengthen the good guys" proposition, for 

example, assumes that when the Bank helps pro-reform local 
I 

people with conditional aid, it can tilt the internal balance 

of bureaucratic and political forces in a pro-reform direction, 

without undermining the position of the reformers by labelling 

them as "puppets". It also assumes a broader and deeper 

http:analysis.of
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meeting of the minds than normally takes place. Hlrschman and 

Bird write the following: 

At best, situations in which aid helps virtue 
to triumph in this fashion are the exceptlon 
rather than the rule. The normal case is far 
more prosaic: the knowledge that aid is 
available if certain policies are adopted 
serves to make these policies more attractive 
and less costly than they would otherwise be. 
These policies will therefore often be adopted 
by aid-hungry governments in spite of continu­
ing doubts of the policy-makers themselves, 
resistance from some quarters within the 
government, onslaught against the "deal" from 
the opposition, and general distaste for the 
whole procedure. 

-
Naturally, doubts and reservations are not 
voiced at· the moment of the aid compact; hence 
the delusion on the part of the donor that 
there has been a. full meeting of minds. But 
soon after virtue has been "bought" through 
aid under these conditions, the reservations 
and resistances will find some expression--for 
example, through halfhearted implementation or 
sabotage of the agreed-to policies--and rela­
tions between donor and recipient will promptly 
deteriorate as a result.1! 

c) Buying a place at the Policy Table. 

The distinctive features of SAL conditionality suggest 

some other elements of implicit theory regarding institutional 

reform. These features are: larger aid packages and compre-

hensiveness of policy reform coverage. 

TO the extent that compensation and "lubrication" are 

relevant, a bigge~ aid package can have greater potential impact 

1/ Qp. cit, p. 9. 
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and therefore a more substantial effect on the pace of policy 

reform. But the concept behind large-scale ass1stance 1S that 

of "buying a place at the policy table." There is undoubtedly 

something to this. But the concept also raises some questions. 

i) It implies a discontinuous process of policy 

dialogue: 'i'!-t ilowe'r levels of .aid., political at,tention and' 

commitment are non-existent or small; at some unspecified but 

much higher level of conditional aid, the political community 

becomes involved. But, in fact, disaggregated reform policy 

dialogue can generate high-Ieval political debate - e.g., over 

such mundane ,matte~s as bus prices, or fertilizer subsidies, or 

the pr ice' o'£! gasoli,ne. 

ii) It assumes that there is such a thing as ~ policy 

table, and that the real action takes place there and only 

there. AS just noted, "action" on policy reform can take place 

all along the line--at ministerial levels, and down into the 

bureaucratic levels, the executing levels. 

The:, Vice pr,es-ident of' .the wor ld Bank and the pr ime 

Minister of Ruritania can sit down at "the policy table" and 

agree that Ruritania's farmers should be paid more for their 

crops. That may be the beginning of a policy change. But 

everything that really matters will happen lower down -- in a 

- universe of uncertainty, limited data, and shifting variables; a 

world where those who must transform general policies into 

operational rea'lity enjoy discret.ionary authority in abundance. 
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d) comprehensiveness and synergism. The other leading 

principle of the SALS is thelr comprehenslveness. It is by no 

means self-evident that expansion in the number of p61icy areas, 

and issues increases the efficacy of the policy reform effort. 

In fact, a case can be made for strategies of incremental or 

piecemeal change--in this case via ,conditional project or sector 

loans. project, and especially sector loans, can be designed 

for their policy reform potential. They can be mvnitored 

adequately, and the threat of Bank cancellation can be more 

convinc~ng when it involves "only" one area of Bank-country 

contract. The project and sector loans also provide better 

opportunity for ongoing discussions of'donor'and local techni-

cians on sector policy councils and, hence, for educational and 

training effects. 

It would seem more promising, therefore, to narrow the , 

area of battle, to concentrate resources on areas where policy 

deficiencies are critical and perhaps ripe for change, and to 

push for in-.depth, impact. This was' the idea in the Phil ippine 

and 'Kenyan first SALs; their coverage was expanded later. 

,It may be that t,he theoretical explanation 'of the 

comprehensive approach found in the later SALS is not entirely 

convincing. Comprehensiveness may be partly the ~esult of 

purely bureaucratic forces. Bank management, for example, 

insists on the large array of conditional items to show the 

Board it really means business on policy reform. And once that 
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signal has been dispatched downward, Bank staff responsible for 

SALs respond by seeking to enlarge the range of condltionality. 

Nevertheless, the possibility of synergistic effects from simul­

taneous reforms in several areas remains an attractive feature 

of the SAL concept (though applicable also to other program loan 

categories".and the synergism of several smaller loans could 

exceed that of a large loan). 

4. Misperceptions in the SAL Appr.oach 

The underlying theory of stxuctural adjustment lending, then, 

is not especially robust, for reasons just outlined. But the 

analytic unde.rpi·nnings are weak also because of certain miscon­

ceptions incorporated in the SAL approach. 

The first is a neglect of the importance of real dialogue, 

of changing minds, as a basic engine of policy reform. The SAL 

stresses high-level discussion, political dramatization, cross­

sectoral and comprehensive conditionality. AS we showed above, 

this approach leaves too little room for sustained technical 

dialogue and for interaction between Bank staff and local tech­

nicians at' the. working level, the level at which people remain 

to be convinced that the reformers' ideas are right. 

secondly, the SAL approach in some -cases confuses process 

and events. Bank reforme~s, like other reformers, intervene in 

a process and produce an event--a report, a committee, a plan. 

self-deception can easily result when the reformers produce 
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, 

these noteworthy events and conclude that they have so changed 

the process that noteworthy 'events of reform will continue in 

the future. 

But in most reform efforts, especially those that are 

externally-engineered, reformers' noteworthy events often occur 

in isolation from the process system around the~. When the 

reformers leave, taking with them their good intentions, their 

skills, leverage, and reform lubrication, the original processes 

often remain in place largely undisturbed. 

In the SAL context example~ abound: the "contract plan" 

approach for improving performance-contracts between the state 

and public enterprises; the ·e1aboration of medium-term public 

investment program or rolling budgets; the establishment of a 

committee to review agricultural prices. Fe;i' of these "events," 

recorded in SAL reviews as examples of successful reform, are 

likely to survive except insofar as changes occur in the admin­

istrative and intellectual environment in which they are 

implanted. 

This is related to a third area of confusion in SAL 

"theory:" a mixing up of short or medlum-term policy reform 

with long-run institutional change. There is, after all, a 

difference between pushing for an agricultural price increase 

and improving the budget process, strengthening the planning 

system or making the civil service work better. These latter 

efforts are addressed to fundamental deficiencies that derive 

\ 
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from the condition of underdevelopment. Budget reform--to take 

one example--will require better accounting procedures in all 

ministries as well as at the Finance Ministry. It will require 

a clearing up of the financial debris and fiscal skeletons left 

over by years or decades of living with budgets that have been 

more fictional than real--budgets in which allocations are 

smaller ,than appropriations, programs are persistently under­

costed, maintenance expenditures are cut every year, and line 

items are increasingly removed from real spending. 

These are not matters subj~ct to remedy in five to seven 

years. They will change, gradually, and can probably best be 

advanced only, by:, slow ,and prudent steps. It'is not clear th'at 

the, SAL framework is appropriate for addressing these basic 

institutional weaknesses. 

5. The Importance of Changing Minds 

We noted earlier' that persistence of inappropriate policies 

i's a w,idespr'ead phenomenon, a·ttr ibutahle to a var iety of 

factors. Vested interests, for example, obstruct change. Also 

at work is what we earlier called "ideology"--the economic world 

view dominant among public sector decision makers. While it has 

many facets, at its center is a set of ideas about how people 

behave as economic agents, about how market's Ilork or do not 

work, and about the feas~bility and beneficence of administra­

tive controls over economic activity. 
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This "ideological" factor is 'fundamental: the name of the 

game, the key to effective, durable reform is the changing of 

minds. But the SAL, with its complex and heavy conditionality, 

is. poorly designed to meet thi~ ~oal. 

The reason i·s that the SAL 'pr:ocess permit·s little genuine 

dialogue between believers (Bank and local) and non-believers--

local technicians and 'political leaders who doubt the applica-
. ' 

bility and/or efficacy of the B,ank's medicine. The essence of 
! 

the SAL process. is the elaborat)on of the terms of the 

loan/credit by Bank staff, working more or less closely with 

.commi tted· (p.er suad,ed·) local officials.; On· the technical lev.el, 

the working out of "details" is: done in most countries by Bank 

staff or consultants. O'n the bureaucratic-political level, the 

local reformers try to win acceptance in part by defending the 

reforms on their merits, but also--often mostly--by minimizing 

the ,extent of the proposd change, by pOinting out the "flexi-

~ility' of t~e conditionality and by str~ssing the money pay­

off. very little in the way of mind-changing is involved in 

all this. The Bank staff in particular engages in little 

dialogue with those who are deeply opposed to the changes. 

Moreover, because of the complexity of the conditionality 

prOVisions, SAL nego~iations and monitoring involve extensivr 

intra-Bank coordination, but. relatively little training of local 

officials in the technical aspects of the policy reforms under 

http:process.is
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consideration. So training effects, like the mind-changing 

effects, are relatively muted in the SAL exercises.lI 

The point can be put another way. policy dialogue, to be 

effective in changing minds, has to involve honest exchange of 

views, measured debate, not only of general principles, but of 

details. This implies sustained dialogue at the working level 

between foreign and local techniclans. The SAL provides very 

limited opportunity for this kind of dialogue. 

The SAL process can in fact lead more to game playing than 

to real dialogue. During elaboration of terms, both parties 

(Bank staff and local reformers) are more interested in putting 

the enormously complicated ,agreement together, and on avoiding 

"excessive" confrontration with opponents. Artful use of 

language often replaces confrontation. Bank negotiators have 

to assure their superiors that the conditionality is comprehen-

sive and hard, while local reformers persuade local footdraggers 

that the agree@ent contains less than meets the eye. 

1I In one SAL country, negotiations on the agreement ,were 
well adyanced, when a local official, attending a meeting called 
to discuss the draft agreement, expressed his ministry's opposi­
tion to one of the basic proposals--in this instance, the 
ultimate abolition of pan~territorial pricing for farm outputs 
and inputs. The official in question was two or three levels 
down in the hierarchy, but was in the key implementing ministry 
(agriculture). Yet, this opposition had not been openly 
eXpressed until late in the negotiation process. In the event, 
this led to change in the SAL terms. 
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Meanwhile, priorlty objectives of mind-changing and training 

take a back seat. 

6. personnel-Related Problems 

By definition, negotiation and monitoring of a SAL absorbs 

an enormous amount of staff time. In some cases, it crowds out 

economic and sector work. The problem is complicated by the 

sparsity of outside consulting firms experienced in these 

questions, and the sparsity of suitable individual consultants 

who might be drawn from univer~ities or elsewhere. 

Moreover, the SAL requires.skills that are particularly 

rare. Economists are good at analyzing macroeconomic problems 

in an aggregative way, and some can handle sectoral analyses 

pretty well. They are good at diagnosis, especially quanti­

tative; they can measure effective rates of protection, and 

calculate domestic resource coefficients. But it is a long step 

from this general level of analysis to the definition of 

specific recommendations at a disaggregated level. It is one 

thing to say that the price of rice is low, quite another to 

say what it ought to be, and much more difficult to know whether 

a given price rise is "appropriate" or "acceptable." It is one 

thing to describe a tariff structure with inappropriate incen­

tives, another--and very different thing--to invent a technically 

and politically acceptabLe alternative. Economists are good at 

the first set of problems, not so good at the second. 
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One commentary on the Kenya experience underscores this 

problem: (see Annex I, Kenya) 

Failure to fully anticipate implementation 
problems stems from insuffic~ent ~nowledge 
of government procedures and inSUfficient 
understanding of bureaucratic procedures. 
Finally, experience with the Kenya operation 
reveals the need to work out action plans in 
greater detail. The Bank staff's strength 
lies in assessing development probleQs and 
outlining general lines of action to over­
come them. It is on less firm ground when 
it comes to appraising and programming the 
specific actions that are required to 
implement them. . 

Mor eover, effect.lve monitor rng of the many covenants in the 

standard SAL would seem to be virtually impossible, even for 

those tangible conditions that have some quantitative basis. 

The situation is always changing so fast--certainly faster than 

can be followed from far away. Prices are rising and falling; 

world prices are in constant movement. Political and security 

environments, are subject to change. It is almost certain that 

the Bank technicians elaborating and monitoring an SAL will be 

out of touch with some of these changes, whether they sit in 

Washington or in Regional offices. 

Then there is the problem of differential rank, which is 

especially severe in SALs. The Bank negotiators and monitors 

are normally quite junior compared to- those w~th whom they are 

dealing in SAL matters--who are the h·ighest administrative and 
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pol~tical authorit~es in the a1ded country. Both sides make 

assessments of poli tical feas ibil i ty and techn~cal applica­

bility. The disproportion in terms of level of responsibility 

and status is especially great in the SAL. It is, therefore, 

more likely than in other forms of dialogue to cause local 

irritations and resentment. 

7. How Hard is SAL Conditionality? 

NOW, some observers argue that SALS contain the worst of two 

worlds in one respect: they giNe the impression or illusion of 

hard conditionality imposed by outsiders. But, in fact, they may 

not be very hard, for two reasons. First, they may be inherently 

unmon~torable or are so~subjective that only extreme nonperfor­

mance can evoke a cessation of lending. second,· they may be soft 

because cessation of lending is, in most situations, too strong a 

response.by the Bank. TO break a SAL, by definition, a relatively 

large loan, is a kind of breaking of relations with the host 

country. 

a) Limitations on Monitoring. Every SAL contains a very 

large number of actions the borrower must take to satisfy condi­

tionality requirements. These are of many different types. 

Numerous studies are to be launched; intangible items, like 

improvement of procedures, are also common. A few conditions are 

quantified, but the bulk are not. Together, these circum­

stances make the SAL almost impossibly difficult to monitor. 
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, 

First, the implied information gathering effort would 

itself be intolerable if vigorously pursued. This is true not 

only because of the number and complexity of the conditional 

items, but because effective monitoring would require close 

surveillance of a mass of shifting variables. For example, 

nominal prices can be increased--but can be effectively negated 

by a matching rate of inflation. The import licensing system 

can be abolished but w1th the effects nullif1ed by changes in 

foreign exchange allocations. The monopsony powers of external 

marketing organizations can bekerminated while changea in 

licensing regulations. prevent entry of any private competitors. 

'Second, progress toward the intangible objectives are 

intrinsically very difficult to follow and weigh--such as, more 

collaboration between winistr1es'of Planning and Finance, the 

education of local officia'ls in policy analysiS, or increasing 

the policy "awareness" of political authorities. 

Third, is the general sparsity of hard criteria for 

measuring performance. unlike the criteria in IMF standbys, 

which are quantitative and hence objective, the SALS pro.vide 

long lists of criteria, almost all open to subjective judgment. 

This is true of almost all the institutional development objec­

tives and the attitudinal change objectives. It is also not 

clear in the matter of determining an "acceptable rate of 

change." In all the usual conditionality targets, the SAL 

criteria involve "introducing" or "improving" or "reducing" or 
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increasing" something; e.g., a new system of export incentives, 

salaries for ~anagers of state-owned enterprises, the performance 

of SOES or the role of the private sector. Not only do these 

variables defy quantitative measurement, those that are multi­

dimensional, e.g., the role of a nation's 50 SOES may not be 

measurable eve,n in terms of ",more" or "less," "oetter" or 

"worse." 

Fourth, even if agreement were possible on acceptable 

rates of progress on individual reforms, an insoluble weighting 

problem would remain: if Kenya. gets a !t!: 'on tariff reform, an 

~ on rolling bUdgets, and a £= on grain marketing reform, how 

does the evaluation of the SAL as a whole add UP? Because of, 

the great number of elements in each agreement, every assess­

ment of an SAL has to deal with this weighting problem. Slnce 

in every case, some variables will show little certain progress 

while some will show clear progress, those who want SAL success 

can weight the latter group heavily. Those who prefer SAL 

failure can weight the former group heavily. And the entirely 

objective outside evalua'tor would be hard-pressed to argue that 

anyone weighting system was superior to all others given the 

Bank's general objectives. Finally, respecting this problem, 

given differences among countries' circumstances, a decision 

about weighting for one counry is unlikely to be of much help 

when choosing the weighting system for even the country next 

door. 
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Fifth, the monitors and evaluators may be tempted to 

feel a self-interest in the perpetuation of the SAL. There may 

be, consequently, a strong tendency on both sides to accentuate 

the positive. So where little has changed, the sank people may 

point to recent signs of movement, or to imminent breakthroughs. 

Recipient. country ministers may report how recalcitrant 

ministers are "now beginning to move in the right direction." 

Finally, and along the same line, there are almost 

always ways to justify non-performance on non-invidious grounds. 

The enforcement of SAL 'conditionality is even more subject to 

the failings Laughlin Curie recently attributed to the Fund as 

overseer of :s.tan'dby cond,itioncility. 

If the ceilings (on government spending or 
deficits or on credit growth) are not 
observed, the member undertakes not to make 
further drafts on standby credit without 
permission of the IMF. This sounds tough. 

The catch, however, is that permission 
appears always to be forthcoming. There are 
always explanations, and the explanations 
are accepted, and assurances that new 
measures being taken will prevent a 
recurrence are accepted.1I 

. b) Non-credibility of the Deterrent. Added to the near 

impossibility of objective monitoring and the ease of positjve 

performance evaluations, there is the non-credibility of the 

11 The Role of Economic Advisers in Developing Countries, 
westport, Conn., Greenwood press, 1981, p. 102. 
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deterrent: the Bank must shrink from the ultimate sanction. 

Because the SAL places the Bank at the borrower'S hiBhest level 

policy table, Bank management and staff must hesitate before 

invoki'ng the ultimate sanction, cancellation. NO matter how 

bad the borrower's performance, the Bank will strongly resist 

cancelling because, at this level of opera~ion, it would repre-, . 

sent a rupture of relations between the Bank and the borrower. 

Not only would the borrower lose the SAL funding, it would also 

be publicly marked as a failed risk for commercial bankers, 

other private investors and otqer donors. 

For this reason it takes very hard work by both parties 

.for an SAL .to be cancelle.d., Oply in senegal has it happened so 

far, there after only especially blatant non-performance r and 

even in that case the SAL ,is being replaced by a series of 

sizeable agricultural loans. 
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V. CONCLOSIONS AND IMPLICATIONS 

Since the mijdle and late 1970's there has been growing 

interest in donor circles and among LDCS in non-project 

lending. Taer,e wer e many good reasons for this, among them, 

intensified balance of payments and fiscal problems; and the 

perception among donors that for many countries policy reforms 

were imperative if additional economic assistance was to be 

productively used. The world aank's structural adjustment 

lending began in this setting in 1980. 

The revi'ewof SALS in this paper is fairly critical--prob­

ably too critical. Observable, unambiguous failures have 

occurred in only three out of 15 countries that have recelved 

SALs. And the inherent difficulties of SAL evaluation demand -. 
caution in all judgements of their effectiveness. 

The critical tone .partly der.ives from the genre: all out-

side assessments tend to look more for what might be wrong than 

for what is going smoothly. Also, a critical perception seems 

needed; there is virtually no published literature on the SALs, 

and in-house critiques seem to be sparse. Moreover, there has 

been rather too little critical analysis of those ideas that 

have won the day in donor clrcles--conditionality, policy 

dialogue, policy reform. conditionality and policy dialogue 

are too often regarded as synonymous. But they are not, and 
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Inquiry into the nature of their relatIonship has been 

neglected. The relatIonship between policy dIalogue and condi-

tional aid on the one hand, and reform on the other, has been 

simIlarly passed over by aid practitioners and by theorists of 

institutional reform. 

The advantages of conditional assistance in general, shared 

by SALs, can be summarized as follows: It can change unsuitable 

economic policies that would make unconditional assistance 

ineffective. It can-make reform more acceptable by providing 

resources to compensate losers_and to increase the clout of 

local reformers. It can win over some· in donor countries who 

otherwise would object to aid as wasteful; so it can increase 

total volume of aid. It forestalls unconditional foreign 

assistance that permit failed strategies to be maintained. 

Beyond the general advantages attributed to conditional 

assistance are particular advantages credited to SALs. Judging 

from the scattered writings on SALS and from conversations with 

Bank staff and other knowledgeable people, five main advantages 

seem to reside in the 'pAL: 
/ 

a) . It allows/the Bank to "buy a seat at the policy table." 

The SAL usually involves big money. Its symbolic value is 
, 

sizea~le; it signals to the rest of the donor community that 

the recipient country is willing to change ineffective policies 

and restructure unsuitable institutions. Governments not 

inclined to engage in policy dialogue when the stakes are 
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smaller can be induced to do so by an appropriately-sized SAL. 

b) The SAL.raises the level and political relevance of 

policy dialogue. The size and breadth of these agreements 

require wider government participation--very nearly cabinet 

wide/ and the dialogue is certain to attract attention--hope­

fully also c.ommitment--at the hlghest levels of government. 

c) The inclusion of so many issues, cutting across so 

many sectors, has synergistic effects. The fdct that reforms 

are being consldered in one sector makes it easier for reformers 

in other sectors to push then -proposals. Moreover, the coordi­

nation of policy changes is presumably easier when the reform 

program as a 'whole is included under one umbrella. 

d) Detailed covenants implying heavy conditionality demon­

strate that the Bank is not giving money away for plain budget 

or balance of payments support. This reassures skeptical but 

influential political figures in donor countries. sence, it 

facilitates a larger volume of lending than would otherwise be 

forthcoming. 

e) The SAL process has given a new focus and cohesion to 

the economic and sector work of the Bank's economists and may 

be improving the ability of the Bank to make effective applica­

tions of this kind of economic analysis. 

The criticisms of conditional assistance, applicable to 

SALs as well, can be summarized as follows: It is either 

Superfluous or ineffective since the recipient countries will 
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be led without aid to take steps that are profitable, desirable, 

and feasible while they will find way~ to avoid tak1ng steps 

they view as not profitable, desirable, and feasibl&. It sows 

resentment in the recipient country by asserting super lor wisdom 

not only in technical matters but in matters of polltical judg­

ment approprlate to ,the local socio-economic environment. It 

sows resentment also when middle level donor staff attempt to 

impose conditions upon very senior rec:pient nation policy 

makers. Its conditions can be politically devisive and threaten 

to weaken support for recipient governments. It can even 

weaken support in donor countries if recipients give in on 

economic conditions and then compensate with broad political 

gestures distancing themselves from the donors. 

Beyond these general criticisms of conditional assistance, 

our observations and analysis identify four main criticisms of 

the SAL: 

a) It rests on weak theories that reforms can be bought; 

and second, that global, comprehensive "'reform-mongering" is 

more effective than incremental, piecemeal approaches to policy 

change. 

b) Its apparently hard and all-encompassing conditionality 

is largely illusory: its conditions are mostly non-monitorable, 

and overall assessment is subjective; sympathetic evaluators can 

normally find enough forward ,movement to justify another round; 

finally, cancelling a SAL for non-performance SUffers from the 
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same disabilities as the nuclear deterrent; it is too awesome 

for use in banal circumstances. 

c') Because of its complexity and its heavy over lay of 

apparent conditionality, it is no,t a good'vehicle for real 

dialogue on policy between Bank ,staff a!1d: local author ities. 

d) Finally, it demands too much Ban~ staff time, and 

anyway, more is always needed since the,situation is always 

changing and the list of condit'i0nal items is so laJ;ge; and it 

demands competence of a kind rare in the Bank and in recipient , 
countries. 

This diagnosis suggests that the SAL is perhaps not quite 

what it se'ems' to ,be--a powerful engine of ,policy reform via 

conditional assistance. prom this, it ~ollows that it should 

certainly not be the only or even the principal instrument of 

non-project lending and/or conditional lending. Other forms 

are in fact in use. Sectoral loans, such as the Sudan Agri-

cultural Rehabilitation credit, have the potentiaL for varying 

degrees of conditionality and they can also be effective in 

encouraging real dialogue. In the sudan case the condition-

ality included some macroeconomic items, even though it was an 

agricultural loan. 

The project itself can be a vehicle for policy reform. An 

example of application of SAL experience to project lending 

might involve tranching project loans (or grants). A longstand­

ing argument, already cited here, has been'that project loans 
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cannot provide effective conditionality because no one is 

willing to stop work on a darn or power station "merely" because 

the borrower has failed to adhere to a particular reform as pro­

mised, e.g~, raising electricity rates. But many project loans 

could be tranched. A donor or lender could agree to finance 

construction of the first 7 miles of a given road if x is first 

done by the borrower; while the next 6 miles would be financed 

only if Y were done, and the last 12 miles would be financed 

only if z and z' were done. The problems and details of these 

reforms could be the subject o~ ongoing technical discussion 

while construction was underway. 'The second and third tranches 

of support for a rural development project could also be made 

to depend on particular policy reforms. 

One other application of this discussion is that .the rela­

tionships between conditionality, policy dialogue and policy 

reform need closer analysis. Even with the constraints on the 

use of conditional assistance, less emphasis should be placed 

on the formal structure of conditionality. What is critical is 

policy dialogue--sustained discussion, primarily at the tech­

nical level, to bring about a closer meeting of the minds on 

policy issues. There is no point in making a fetish of hard 

conditionality, in any event, since it is rarely applied in a 

punitive manner, and especially when the super-structure of 

negotiations and monitoring may get in the way of real 

.dialogue. 



- 88 -

In some circumstances, SALS may be the most effect~ve 

instrument of conditionality and pol~cy dialogue. But the Bank 

possesses a range of conditional lending vehicles that can pro­

duce policy reforms. In different cases, different vehicles 

will be suitable. The Bank is already moving in this direction, 

as indicated by the new Special Action Program, which will 

utilize a broad range of lending vehicle., including sector and 

sub-sector loans. One reason the SAL acquired its heavy layer 

of conditional items may have been management's desire to allay 

the Executive Director's concerns about avoiding "pure budget 

support". It would be unfortunate if, in trying to avoid 

wasteful program aid, u.S. Government representatives prevented 

the Bank management from~urther adaptations in SAL tranches-­

for example introducing deeper kinds of conditionality and dia­

logue. We should not send the wrong signals to Bank staff and 

management in this regard. What matters is not formal condi­

tionality but genuine dialogue, which is the only way to 

durable policy reform. 

priority to dialogue and a more moderate role for formal 

conditionality open up other possibilities for bilateral donors 

in the pol,icy reform area. sectoral or sub-sectoral loans are 

especially suitable. The conditionality can be light and mainly 

implicit: effective dialogue and forward movement in policy 

would be understood to bring additional assistace. ,This is 

decidedly an area where A.I.D. should experiment. 
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The ~conomic Backoround 

I~ the first decade following independence, Kenya ranked 
n~gn among the LDCs of Afr~ca for ~ts record of econom~c arow~~ 
and s~ruccural transformation. From 1964-73, GDP arew at'an 
annual ra~a of closa to 7 parcent. Agr~cult:ure and ~anu=act:~r~~g 
g::e',; at an annual rate of 4.7 and 8.4. oercent:, rescec-:::''le:? 
~~a redis-::rioution of large estates co' smallholders, and 1:;a 
eX1:ens~ve d~sc::ibution of hybrid ~aize concributed to ene 
ex?ans~on of smallholder output. The rise LU agriculcural 
~ncomes brought about an expans~on in domestic demand, wh~ch in 
turn, stimulated manufacturing growth. The latter also benefited 
from liberal attitudes toward.foreign investment and-active 
government promotion and partiCipation in manufac-curi~g vem:ures-. 

Despite its post-independence record, Kenya conti~ued 1:0 
have ehe fundamental problems of overall pover~y and high 
upemployment levels. Populacion ?ressures, lim~ts on arable 
land, and inward look~ng ?a~~er~s of indust=iallzat~on ~ere c~e 
cont~~Dut~ng :aq-cors. In cne mid-1970s ~enya exper~enced w~de 
swings ~n ~ts international terms of t~ade and in the grow~h of 
cbe economy. Between 1974 and 1979, there '..;ere ;:hree distinct 
?eriods of boom and decelera~ion as world co£=ee ?rices.gyrated. 
InternallY, Kenya's domestic development stra~egies tended to 
~ove in tandem with Lnternational events: The upswings were 
_characte~~zed by expansionary fiscal and monecary policiesi ~n 
the downswing these policies were reversed. A low growth ~ate 
for the oeriod 1972 to 1978 indicaced the ~nadecruac'1 or developmenc 
s~rategies and policies and showed chat a less viabie economic" 
st~ucture was in the making. 

~onprOlecc Lendinq to Kenva 

!~ che ~~ci-1970s, the World 3ank began a ser~es of ?rograrn 
loans ~o Kenya. ~he 1975 ?rogr~a :oan of S30.0 ~illion ~as 
s;:ec'::"':':';:;a.i..:y des:'gned ~o sup!?or~ GOK e::::or-:s to res-cructure t.ne 
economy in response to the sharp deterioration in the country's 
international terms of trade. Another Program loan was in 
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~ay~e~t5 ?=ocla~s ~hic~ =~~S ?osed ~or Ke~ya. 
~~ :ac~, t~e ~i=s~ SAL awc.r~ed by c~e 3an~. := ~as ~~a=~e~ ~= 
~e~ya l~ ear~y 1980. 
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~~e :~=s~ structura: ad:us~~ent c=ed~~ ~~. ~er.ya, :s :~~:~~ec 
:...n ~.:1e Gover:unen1: ':; :'e1:~e!:" of ~.:1.tent, -..;as :::es:.::;nsc ~r:'::1a=:.:·/ :.::: 
~e:or~ ~he country's system of L~dustrlal prot~ct~o~ anc :.~ce~­
~ives ~o oroduce a more ef=icient and out~a=d-Qr~entec ~a~~e~~ ~: 
econom~c grow~h4 The ?rogram also con~ai~ed ~easures =0 ?rotec~ 
~!1e c::oun1:ry's c:::edi~worth~neS5 a-nd imorove :-esource :nobl.~:.za=.:::;n. 
It Has also supported by an IMF stand~by ar=angemen~. . 

The genesis of the structural adJustment opera~ion ~~ 
~enya was an Economic Mission in October-November, !9i8, be=ore 
the Bank had developed the concept of struc~ural adJustmen~ lendL~g. 
The m~ssion found a receptive environment =or ?osit~ve ?ol~cy 
c~anges. ~he Fourth Develooment ?lan 1979-83, ~h~c~ Has abou~ 
~o ~e .Lssued at chat- time, was deemed to be · . .;ell-conce~-:led. -:~e 

?lan emphasized the need to sh~ft i~dus~rial~zat~on s~=a~egy ~~ 
a ~ore outward-oriented approac~ wh~ch would encourage i~dus~=~al 
efficiency and permit more rapid and diversified grow~h of 
exports. It also proposed policies to raise agriculcural grow~h, 
including grea~er attention to land tenure, pricing and marketing 
policies. In addition" it acknowledged a population problem and 
called for expanded government involvement. . 

At the same time, it was evident that desp~te a respite ==cm 
balance of payments constrain~s and rapid growth because of a 
temporary boom in coffee prices, che country was headed for a 
per~od of balance of paymen~s d~fficulty. ' The worsening econom~c 
environment would have an adverse impact on the ~mplementation 
of the policies in the new plan. It 'IIas, ther,efore, proposed 
that Kenya's development effort be supported by a ser~es of 
quick-disbursing nonproject loans conditioned on carrying out 
~ey elements of the strategy se~ =orth in the plan. 

The program worked out with the Government involved carryin~. 
out t:he lndustrial strategy set fortl1 in the Plan, while ?reserv~ng 
t:he country's financial stability and internatlonal creditworthiness, 
Priority was attached to industr~al strategy since it was =elc 
~l1at rationalization of indust=ial protection and lmprovement In 
exoort incentlves could C'uickl'l contribuce to bet~er balance-of­
payments ?er=o~ance. In addiclon, it involved cornmlcments ~o: 
(a) revise t:he aublic inves~~en~ aroaram to make it: ConSls~ent 
~~~~ =esource availab~l~t~es and =esSonsive to econom~c ci=c~s~ances 
(0) imorove manaaement of ex~ernal debt and aro~ec~ c=edi~Hor~h~ness 
~~C (el ?romo~e ~xpor~s; and (d) ~~prove ras;ur~e ~ob~lization. 
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a) aational~zation of Pro~ect~on and :~dus~=~~l :~ce~~:'7es. 

~~e ~ey ?ol~cy lnic~ac~ves ~n che struc~~ral ad:us~~en~ ?rog~arn 
Ne~e a~~ed at (i) establishing a Se~ of i~9ut-oU~?U~ ?r~ce 
=ela~~onsh~ps which would encourage a illore eff:.c~en~ ?a~ter~ c= 
indus~=ial developmen~, iii) more rapid growth 0: agr~culc~re 
and (iii) exoans~on and development of exports. ?his recru~red 
redressing an imbalance between incent~ves for ~~porc substi~~t~on 
~ndus~ry and those for export and red~c~ng the bias against 
a~ricul~ure. This was co be accompl~shed by ~eplaci~g ~he ~~a~~~­
:.a.c~ve =es~rict!.ons on i:nports [QRs) r ..... ·i-:.h a :ncde=-ace anc =e~a.C,,:,?e2..:.i 
~!i.1.-=ocn t:.21r:L=r. It also required compensa-cing changes l'n c::e 
exc:lange race to reduce dislocat~ons for indi l7idual :i'::-!ns and 
redress che bias against agr2culture. Appropriate changes would 
also be made in export compensation (subsidies). The SAL program 
?rovided for a gradual phasing out of QRs. As a first step, so­
called "Letter of No Objection" ?rivileges, which gave firms the 
righ~ to prevent imports they viewed as a threat co their 
markets, were to, be abolished. Since the sta~e of knowledge 
about cost structures of firms and actual levels of effec1::i'le 
oro~ection was inadecruate, studies Here olanned to determine =he 
~evel of procec1::ion, "develop recommendacions for cbe ulci~ate 
levels of protection and prepare proposals co help the economy 
and individual firms adjust to the new regime. 

In June, 1980, all Letters of No Objection and bans on 
imoorts for orotective reasons were abolished. Tariffs were raised 
on" these goods to compensate for removal of QRs with a maximum 
rate of IOO%. In additi~n, tar~ffs on capital and intermediate 
goods were increased and 'the sales tax on machinery was abolished. 
A temporary tariff surcharge of 10% was imposed on all dutiable 
~tems. Th~s measure satisfied and even went beyond che commitmencs 
in the Lecter of Intent. 

~evision of che Government's Investment ?roaram. 3ecause of 
- ess :avorable :::Irosoec-r.s eor GDP crow~:"1 and c:"1e l~:,eLihoocl 0: 
- ... I -

:ower ~evenues chan had been expec~ed Nhen =~e Four~~ ?~an was 
dra:ceci, ~c Has necessary to scale down expenditure ,?lans :or 
=he last ~hree :iscal years of che ?lan (1980!81--!982/SJ). :t 
· ..... as ag~eed cl1ac ~bis ·",oul.d be done ~y ~repar:':lg a :or·..,rard ::'udqe-c 
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::'evelo;.;ments i and td} -=~su~e ,:~at:. su==ic:.e:;.t, ::..:::cis ',-/01..:::: ::e 
available =or ?roJ9ct ~omplec~on and ~ec~==ent ~os~s =e=ore s~a~~:. 
:lew ?rojec-cs. 

aowever, the 3ank conc!uded ~hac des=~t.e ~~e emptas:.s q:''le~ 
;:0 lot in c.,he S.AL .. the ':or~Nard budce-c Gonce~c 'das :lOt:. ?e~ a sa=.:.s­
':aC1:0ry bas~s :or evaluating, ?larmi:lg and~;:rogra.mml..:1g ;ove~~mer.~ 
ou~lays. A need to adop~ s-candard pro:ec~ eva~~a~ion c=i~eria, 
~ntegrata che expenditure plans of the ?ubll.c sec~or, s~~eng~~en 
cechn~cal capacity for project evaluacion, and ~mprove proJect' 
~onitoring and ~mplemen-cation, was revealed. In addicion, a :ul~­
scale revie,w of projec1:s and programs under ~mplementat::l.on ;vas 
necessary. 

c:xternal Borrowing and Deb~ l'!anaaemen-c. Because 0 f ar. 
upsurge of ext:ernal commercial borrow:l.ng, problems of coordinat~on 
of exter~al aid reClles~s and indicat~ons cba~ debt ou~s~anci~c 
~ight be understated, the program called for lmprovemen-cs ~n ieb-c 
~anagement. This included, a cap on ext:ernal commerc~al borrowing 
for FY1980/81, the introduction of a system of yearly external 
borrowing plans, and improvements in the machinery for the proces­
sing of external borrowing operations. 

Despite the straightforward nature of the administrative 
actions required, the program proved difficult co carry OUt. 
Preparation of the external borrowing plan proceeded slowly. 
In order to devise the plan, i~ was necessary, first, to build a 
statistical base by surveying debt outstanding. This, in turn, 
requi=ed c=eation of a new office in the :1inis-c.ry of Finance. .. 
There was no existing unit with che responsib:l.lity for such 
activity. Also qualified staff had to be recruited. Two missions 
from the Bank's External Debt section ~ent to Kenya, and foreign 
consultants were hired to devise a reporting system, verify da-ca, 
and arrange for computerized processing and tabulation. This 
was nO,t completed until 'early 1982 and preparation of a satis­
factory external borrowing plan for 1982 was not completed until_ 
April, 1982. However, the Bank felt that treasury ~onitoring of 
external borrowing by governrnen~ agencies was L~proved and the 
office responsible for aid coordination strengthened. 

Interest Rates. The structural adjus~~ent program providec 
:or a reV leW of i~terest rate policy to iden~ify measures 
necessarv ;:0 ::lromote develoomen-c. Studies of the level and struc­
ture o~ Interest =ates were-unde~~aken and ~he Gove:~ent ar~icu­
la-ced a policy recogn~zing their irnpor~ance in lnfluencing saving/ 
inves~~ent dec~s~onsl ~esource alloca~~on and factor use. Regu~ar 
reviews were insti~uted to ensure that interest rates reflected 
changing economic conditions. As a result of these reviews, 
the key commercial bank lending and deposit rates were adjusted 
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..l?wa.=d -:l1ree ~L'lleS s:.::.ce :n.:.:i-:980. ;.rax.:::\un :::::::"'7'.e~=:.=_ ::;a~.< 
lending races ~ose !rorn lO% =0 :~% and savl~g ie~os~= =a~es 
~rom 5% to 10%. Other =ates ~ere adJusted ~~ :~::.e ~::~ =~ese. 

Promotion of :::x::;or1:s. The SAL :Jrocram :':1'.'o':"'/e': a :;::l!:1..':I:' -=:::e,-:-= 
by the GOK to ensure suff~c~en~ ince;t~;e ~o= ~rodUC~~8n o~ ex=c=~ 
goods and tha-c !?r1.ces a.=e cornpecltive on wor~d~ :na.::-kecs. :~ ",vas 
agreed that th.l.S r,yould i:lclude review of :: .. '1e exc::ance ~a~e (·,yh.:..c:-: 
was also an l.'mol'c;t ~Qcru'~Qment of ~at'~na;:7~-'o~-~; --e __ "r~ ~ _..- _________ .. _ _ _v ___ ..... '-_ .. -'_ ___ _ __ ..... = 
=eg1.me). .~s pari: of tl1e si:and-oy ar::-angeme!1~ ' . .;:.=~ =::e :~1F, =::e.:'-= 
were t"N'O exchange rate changes l.n 1981, represen7:':'~S' a :~ula.-::,·,-e 
de!?recl.ation of the shl.lll.ng of 20% z:elatl.'Je ;:0 ::~e SDR. ::~e 
Government al so .l.ncreased expor~ cornpensa t ':'on '::=cm 2..J % ~o 2 'J % ':":"1 

June, 1980. 

The program also anticipated adopt~on of an expor~ ~nsurance 
and financing system. A study by che Kenya :::x~ernal Trade 
Authority on ,the need for and poss~ble structure of such a system 
was undertaken and it was expected that the svs~em would be in~=o­
duced by September, 1980. ffowever, the revie~ process took longer 
than anticipated and the proposal was ultimately =e~ec~ed. The 
reasons for the rejection were budgeting costs associa;:ed -..;:'~l'1 
its establishment. Also there were fears tha~ the ~nsurance 
progranl could no'C: be administered in a manner whicn could a'JO~C 
serious probla~s of fraudulent claims. 

Evaluation of Implementation Process 

Despite certain delays in implementing the !?rogram, the over­
all operation of the first SAL was judged a success on the basis 
of the following criteria: incentives for export were increased; -
there was major im!?rovement in the import z:egL~e; managemenc of 
external debe was strengthened; and interest rates were raised. _~ 
addit~on, some of the actions' taken in connection with the program 
were held to form the basis for future policy reform. ?or example, 
changes in the import regime, while beneficial in themselves, served 
as a prerequisite to future changes in the system of proceccion 
and incentives. The forward budgeting exercise, which was plagued 
with difficulty, was useful as an entry point for a more detailed 

'and comprehensive look at planning and budgeting procedures. :·!ose 
o,f the measures included in the prograr.t were deemed sufficien-cly 
,specific'to permit monitoring . 

./' 
In broader terms, S~-8ank found that the experience of the 

first Kenya SAL indicated there are difficulties in assessing the 
ability of the government to carry ou~ SAL-type policy reforms. 
These difficulties included: gauging the support within govern­
ment for the program and the administrative problems encounterec 
in carrying it out. Op~imism on both counts led to establishing 
an unrealistic time horizon for implementation. Improper assess­
~en~ of the support for t~e program was, in 9art, the resul~ of 
the tendency to discuss policy reforms wi~h a relatively small 
circle of civil servants who are predisposed to agree with the 
prog~am. These individuals tended to be optimistic about their 
ability to ensure the required political support. This suggested 
tha~ more time needed to be spent and a broader spectrum of 
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~a~e c~anges, =a~se ~~te~es~ =aces, i~c=ease ex~or~ su~s~~:.es 
~nd ~~ '~ll'~ate ~rorQr-'tTe -rac'e --s-r'C-'ons "1:~ -~~~-·~,o ~~;e _0 .... _ ...... __ .10 :' ... ___ .... _v '-'" _ .... \"................ I "' __ .... ____ '- _____ ..... 

:10r,.iever I :neasures ·,.;hic~ ·.Ye~e largely adrn~!l:.s;:.:."at:':'"Je and ''';01..::'::: :-:2.':= 
seemed to be eas.:.er :.0 ~a.ke such as I ?re9ara -:.:'c:: :J: =. :-.:r'"","a:::: 
;:,ucget:, :Jr lmprovemen ts i.:l debt: :nanagement --?ro1Jeci ::J ;:,e =.:. =:: ':'C' . .::':: 
::0 aC.:l.leve. 

The :ailure· to fully ant:icii?ate these '·c.nds 0: .lmplemen:at.:.on 
?roblems stemmed :rom l.nsufficient knowledge on ~he ?ar~ of donors 
about government ?rocedures and i~sufficien~ understanding of ~~e 
local bureaucratic process. There was not enough known, e.g., 
about ~he workings, of the Kenyan system of L~port adminl.stra:.lon 
or ~he legal i?rocedures or mechanisms for changing it. There 
was a lack of understanding of the GOK weaknesses in planning, 
budgeting and monitoring of government expenditures. :~nalll, 
organizational and ?ersonnel defic~encies in the ~in~str~es and 
che.:..= ?otent~al ef=ect on the ;>ace of J-t1provement -lie.!:e .:"lOC =U:':'l 
:3.99reciatec1. 

Exper~ence with the Kenya operation: revealed to the aank 
staff the need ~o work out action plans in greater detail. 
The Bank's strength lies in assessing develo.pment problems and 
outlining general ~.ines of act~on for dealing with them. The 
Bank felt that it was on shaky ground when it came to specific 
act~ons required to implement the reform package. This is an 
espec~ally important problem in the African context where govern­
~ents have lim~ted abilitv to design actions. It raises the 
issue whe·1:.her even the world Sank has, with .lts enormous ?ro­
fessional resources r t.he staff to design spe<;·i!ic actions 
appropriate to the political and institutional context of countr~es 
receiving SALs. 

The Economic' Imcact' of SAL I and The Second Structural Adjust.""llent," 
OceratJ.on 

The potential macroeconomic impact of the first structural 
adjustment credit was not fully realized when, in 1982, the 
Bank awarded a second loan ~o Kenya. Thus, the Bank observed, 
"although the measures taken under SAL r rel?resented considerable 
policy improvements which would eventually have positive e£=ec~s 
on Kenya's growth and external equilibrium, ~he effects were 
not evident in recent econom~c oerfor:nance." This ';las attributed, 
l.n oart, to the fac1:. tha1:. :na1or measures such as devalua~ion and 
;;l1e-ne rN' import =:egirne occurred tlery lace i:l 1981, ana, .l.n ?ar~r 
:0 exogenous :ac1:.ors, which were not anticl.?ated. Among ~~e 
exogenous =ac~ors we:e: ~be impac~ of =isi~g ge~=oleum ~r~ces 

(1979-1980Jon Kenya's ~mport bill; persl.stent drought conditions 
which hampered agricultural exports and necessitated increased 
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:~od :~;cr~s; _ s~:~e ,~ :8::ee ~r~~es ~nc _ =e=2=~=~~=::~ 
ec~nom~c =O~~~=:~n5 ~~ ~ear~~ ex~o~= ~a~~ecs. ~~e ':a:~e =~ ~X~C~~E 
- -.,:::t~'. ,..; j .... ~ , .... 1"'\8~ .- ~ ~ ..::.c'-_ ..... __ ! _ec_~.;.!e ..... __ ~ .:.'j ..:., :::eS?l':.a .L~c=eases :.~ :.::e o:c:'..:::te .:: 
=8f=ee anc ~ea eX?orts. 

~xogenous :actors were, ~owever, ~o~ ~~e on~! ex?lanat~c~ 
:or t:~e l.ack of sJ.zeable z:-esul::s. !<enva' s ::'sca2. ::tar:acemer::: ·.vas 
:..:.nexoec-e"";lv ,::::lVDans'onar", ~ue -0 ~scal:;-'''c "':e'::.=:.nse ........... .;f"'::' .;: ..... -= - - _____ ...... - ~ '-'- '- .... ... ..... ~_ .. _".... __ .. ...... ........ --1 ___ -: __ 
?uDl~c sec~or ~age i~c=eases, and ~~e==ec~~7e ex=end~=~re =on===:s. 
'~~e expansion of the budget:. cie=lcl~ ?re'.;encec. t::;~ GOR ':::-orn 
~eeti~g ceilings on ne~ bank c=edit to the Gover~menc anc ~ec 
domestic c:::-edit of the IMF stand-av ::nogram a:t: ::~e end 0: ?Y:980/3: 
The ~e~ result of the exogenous and policy-=ela~ed :ac~ors Has 
chat economic crrowth remained rela-civelv ~.1ch, averacr:..::a ~% 
per year in 1980-81, but Lnflation rema:ned-a~ abouc-t:~~ :2~ 
~evel. The net result was cha~ Kenya's balance of payments 
currenc account ·defLcit climbed sharply. 

SAL II. 

The 3ank argued that the first !<enya SAL ·..;as :10~ '::es~g:1ed 
as a comprehensive reform ?ackage, bu~, rat~er, was aimed at 
SDec~~~c ac~ions. The lesson ~hat the Bank drew from ~~s =i=s~ 
Kenya experience was that a more complete, cross-sectoral oroc:::-am 
was needed in order to realize desired macroeconom~c efrec~s. 
This explains why the reform package under the second SAL to 
Kenya was greatly expanded. The second SAL program built upon 
the fir.st operation ·and extended the structural adj.ustment 
i?rogrant. 

(al The scope of industrialization policies c~vered was 
w~dened to make che incentives given to new industries consis­
tent with the objectives of crade reform; 

(b) . In the agricultural sector the i?rogrant was expanded i:l 
three key areas; pricing and ~arketing, land use and tenure 
and managemenc of agricultural proJects and progr~s; 

(c) Because of Kenya's dependence on foreign oil and its 
importance in che balance of i?ayments, actions designed to 
increase the supply of domestic energy and to encourage con­
~ervation were included in the program. The issue of population 
growth was also addressed. 

The program continued iniciatives in t:~e first program to 
increase resource ~obilization to improve planning and budget:ing 
of gove~~~ent ou~lays and ~o opc~m~ze :ore~gn borrowing. In 
addicion, ~t contained new ~easures to improve ?roject L~plemen­
~at~on, and eo ensure i~te~nal and ex~er~al fi~ancial equil~bri~~4 
~hese are discussed below. 
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0: tbe ent~re ~ar~=: svst:em. Over ~~e :our yea~s (:982-35), 
20% ~f ~~e :.t:ems ?resent:y on Schecu~e 2 (~ and 3 =~~~~~ed) ~:e 
sh~:~ed to Schedule 1. 

r~cen~ives to ~ew !ndus~~~es. ~enya's syst~m ~= ~a~:o=-~ace 
concessions for new oroJects led to inves~~e~t:s ~~ ~ro~ec~s Ni~~ 
low or negat~ve economic rates of recurn, d~sgu~sed~~y-con­
cess~ons which made chern financially ?rof~~able. ~~ =ec~~ni=~cn 
of t!1~s, the following ne f"'; gu~deli:les have ;:)E~e!l cevel0gec.: 

(a) Government equity contribu~ions, io~ns or loan quarancees 
co privacely owned companies, will be restricted co econom~c 
activicies :undamental to development and ~~ll be subJec~ to 
r~gor~us economic evaluat~on using standard cost-benefic analys~s. 

(b) :i:mport du~y concess~ons '''~ll not, 'as a rule, :Je qran~ed; 

(c) Exclusive cechnology licensing agreemencs ·,,:!.12. be cime­
!im~ted; 

(d) Extraordinary tariff protec~ion will be granted 'on a 
diminishing basis and limited to no more than eight years; 

Government Investments in Parastatals~and Public Companies. 
In order to ensure that new GOK Lnvestments in parastatals and 
prL'late enterprises are economically, financially and technically 
sound, measures to strengthen and improve procedures for evalua­
tion and approval for public investments include: (a) adop~~on 
of a standard handbook for project evaluation' along with speci=:!.c 
guidelLnes on how key parameters are to be estimated, (b) new 
regulations governing the review process wh~ch ensure that econom~c 
evaluation has been carried out will be issued, and (c) the ~reas~ry 
will not sign project or financing agreements unless project and 
budgetary ~pprovals have been obtained according to the guidelines. 

Acrricultural Pricing and ~arketing. Secause of the importance 
of ma~ze as a crop for both smallholders and larger :armers, and 
its role in the Kenyan diet, the program will give special a~tention 
co ensuring the adeauate crrow~h of aomestLc oroduction of this 
croo. This wLll be "accom;lished bv :Jrovidin~ adeauate incentives 
co ?roducers, a==icien~ ~arke~ing,-~=ans?or~acion; storage 
and distribution of the croo, and ~r~ces to consumers ~h~c~ 
~eflec~ econom~c costs of ~roduc~~on and dist=ibut~on. t~ 
addi~ion, t~e GOK has dete=mined cba~ adequa~e ?rov~s~on ~us~ ~e 
~ade for domes~~c :ood secur~~y. 
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a~c consumer ?r~ces wil: ~o~ be subs~d~zec (exce9c ~~ =~e case 
or: emergency ::ood l.IDCOr-cS and for costs c: ::ta.:..::.ca':'.:1i::c 5eC"...l=:'-:? 
s~ocks). SUbsLdlza~ion of consumer ~a~ze ;r~ces, ~~e; ~.:.gh -
?r~ce i.:nports are :-equi.::ed co sup91emen~ iomes~.:.c 5\.:.;>9:1' I ·."ou~c. 
be c~rouah d~=ect budcetar~ accrooriatl.ons. ~C?9 ~ou:d a:50 ~e 
compensated :or its market"'" develo~ment ac-:iv:~l.es =~rough =ud<;e=.2.=~· 
?rovisions. In l~ne N~ch this dec~sion, ~as~ :oans ~y C~e 
'::'reasury 1:0 I:he :-I a 1:l.onal Cereals and Produce 30a=.c. are ;,e 1.;:g 
~r~tten off, Ln recogn~tion of che subsidy elemen~s ~n ~~s ?ast 
ogerat~ons.. The Government :tas also carr!.ec out: a studv Qf ~~e 
:l.nanc~ng of cereal :narke-c:.ng t =hrough the Cereals and Sugar 
:l.nance Corpora1:ion, in order to l.mprove I:he ?rocess. 

:or non-border areas the eX1:raordinary :-estrJ.c1:ions ?·laced 
on ~al.ze marketing over I:he last few years have been :-elaxed. 
;l_ study is to be undertaken to decer~ine ehe appropr1.a1:e :nar:,e1: 
S1:rUC1:ure. The study would consider the full :-ange of op1:1.ons 
==om t~e ?resent de jure Government monopo~y ~o sys~ems NhlC~ 
~nvolve m1.nimal interven1:l.on. !t would cover: (a) inves1:l.ga1:l.on 

'of the optimal division of functions be1:ween Gover~ent, the 
cooperatives and the private-sectori (b) recommendations on an 
appropriate food security plani and (c) recommendations on a 
program of market development, including information, services 
and infrastructure. 

Land Policy. The de facto subdivision of large farms is 
legal, in the sense tha~it is not an offense under ehe Land 
Planning Act. However, granting of tl.tles has been s1:ymied by 
lack of fi~ancial and technical resources for survey, adjudication 
and provision of basic services. The structural adjusement pro­
gram therefore aims at accelerating the process of regularization 
of de facto subdivision of l·arge farms so as to realize the outpuc 
potentl.al of the high quality land involved. 

Under the SAL reform package the following issues will be 
addressed: (a) review the effectl.veness and impact of the 
existing land tenure system and the laws governing-land adjudi­
ca1:l.on and land transfers, and formulate proposals for improvement; 
(b) make recommendations for subdivision policy for other lands; 
(c) harmon.ize existing laws and regula1:ions relating to land use 
and tenure; (d) ·develop regJ.onal land use and planning proposalsi 
and (e) develop programs 1:0 assure conservation of soil, wa1:er and 
:orest c~sources. 

~isks w~th Resoect co rmolementa~l.on. T~e 3ank recogn~zes 
chat ~t has es~abll.shed a w1.de-rang~ng list ot objectives under 
~he Kenyan SAL refor~ package. The principal risk of 1:he loan 
and credit is seen to be the capacity of the GOK to implement 
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=~e ?rcg~an ~=s e~t~=e~l. ~~e ?rog=a~ ~s ~~=~=~e~ =~ =e 
:";1~.rC~·;:'::S' a :!u:nbe= :J: sec-:.o!:"s a::.c =-e-=~~=:::c s~:.:C::..es . .-

~nd ~~e ceve~c~men~ ~: ?=oq=ams, a~c car=y~~q ~u~ ~eas~~es a 
::'':':,le::''y and ~oor6.'::lat:ed nan:le!:'. ~:J.~s ;:laces a. ~t.:=::er.. ~r. -::-~e .3CL< 13 

-:ec~n~ca2. and ac.rn:':list~a~.l·,e ..::a9aci~y and a2..sc -:es~s :.:'e ::"ex~~.:.:.:..,: 
a.nd .:es'9ons~·,teness Qf -:he c~v:.: serv.:.ce. _;n acc..:.,:~ona':' =':"Sfc 
.:..~vo:ves :.~e adve=se reac~~on en ~~e ~art o! ;==ups ~~=~.:..~ :.~e 
::::oun-c=y ....... :.~~ vest.ed :"!1te.:ests in sustai!1~:lg :.::.e s~a~:..lS ::;t.:c. 
?~:.s cou':'d delav :>r even cause abandonment 0: ~ey e:;'eme=--~ts :): , -
:::le ;Jrogram. 



St=uc~ural Ad:ust~enc Loan a~Story 

:.oan ~..mount: S60.'; 
Oace: )1ovem.ce= I : 930 

The Economic Backcrround 

Despice the existence of an industria: seccor wh~ch ~s ~uch 
more developed than in ~~e o~~er Sahelien countries (25% of GDP, 
1982), Senegal's largely rural economy· and l~ited resource 
case have imposed severe l~~itaeions on econom~c growth. Growe~ 
ias jeen inherently more d~==icult ~o ac~ieve in Senegal ~~an ~~ 
some ocher Airican countries. Senegal did noe possess ~he r~c~ 
agr~culc~ral potential or mineral reso~rces of ehe Ivory Coase. 
Ie could not even match the modest growch rates of its Sahelien 
neighbors like Mali, Mauritania and Upper Volta, for the simple 
reason that it started off in 1960 with an average level of 
income double those countries' -- a level artificially high 
relative to .Senegal's resources and to the prodUctivity of 
most of its labor force. Slow growth in incomes limited domest~c 
savings, prolonged dependence on foreign budgetary support and 
:nade s-cructural ad] US1:..-nenc measures, espec~ally those invol'ling. 
short-run cu-cs in consumption, more difficult to achieve. 

In an effor-c to overcome resource cansi;.rain1:s, a.nd co diversi':v 
che economy and develop its human resources, Senegal has engaged -
in cost:ly programs to improve farm !?roducti'J"l.ty, to raise outpuc 
~n rainfed areas, and develop irrigation. It expanded the para­
publ~c sector in an effort to stL-nulate the development of na~ural 
resources and new industries. In the social services sector, i~ 
launched ambitious and expensive programs of higher education. 
These helped to make Dakar a leading center of African ~ntelrectual 
and artistic achievement, but were not relaced to the real needs 
of the economy. 

In the late 1970's, in the face of the cumulat~ve ef=ec~s 
of successive droughts and adverse terms of trade, the GOS came 
co recognize the shortcomings of its approach. The ca!?acicy of 
ene groundnut and phosphace sectors to =inance the rest of =he 
economy had been dramatically reduced. In 1979, Senegal announced 
a ?roqram designed co s~abi':ize ~!1.e economy I :".:lc::"ease 1.!)'t7es"t-llencs 
in ~he ?roduct:~ve sectors, increase public sav~ngs, liberalize 
trade, reverse the policy of state-ownership and streamline the 
I?arapublic sector. This "new thinking" formed the basis of the 
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~~e SAL P::ogram Ob~ect.~ves 

In 1979, ~he GOS announced an Econom~c a~d ?~~a~c~a: 2ec=ve=~· 
?=ogram ~c ~orne to gr~~s N~~h t~e ~auses of :o~c-ce~ s~acnac~c~ 
::.nd :i.:lanc.:..al problems: Ie included adoct~on of several st=a-r::ec;.es 
~elatad ~o the Lmprovement of ?ublic inv~s~ment and of t~e ~ 
country f s institutional f.:-arne' .. .;or!<, partJ.cularly i.n the agrl.ca':"c:.1.:'a: 
sec"Cor. J:n a clear depart.ure from the previous ::eliance on ac: 
joc cor::eccive measures, ~be GOS aooeared commi~t.ed t.o a comore­
jensLve program of economic ::ecove~Y. Following is a summary < 

analysl.s of the objectl.ves of this program, che 3ank's evaluacion 
of that. program, and a forecast of Senegal's medium-term econom~c 
?rospects. 

The broad objectives were first, to staoilize ehe economy 
by reducing t.he gap in the balance of paonnents; second, to St~~U­
late growth; and thl.rd, to reduce urban-rura: :ncome inequal~ties. 
~~e first two to three years of the ?rograrn =ocused on c~e 
stabilization objective. The_main quantifiable obJectl.ves Here; 

reduction of the current account deficit from 15.6 
percent of GDP in 1980 to 6-7 percent in the medium­
term. 

generation of (net) public savings through ehe budget 
equivalent to 15 ~ercent of public inves~~ent in 1981 
and to 25 percent in 1985. 

an overall rate of invest~ent of 16 percent. in 1981 
rising to 18 percent in 1985 (including an averagE of 
10 percent of GDP for the public sector). 

credit expans~on slightly below the 8 percent of 1980. 

- conta>inment of inflation at a rate below 10 percent on 
average. 

an average growth rate of 4 percent of GDP in the last 
two years of the program and thereafter (i.e., about 1.3 
oercent above oooulation crrowth) . .. ... .. ... 

In order to obta:!.n 1:!l.ese obj>ecti ves, the program pre sc:' :!.oee: 
~easures Ln four interrelated areas: (2) :iscal and ~one~ary; 
13} pr:!.ces and incentives: (c) ?ublic lnvestment; and (d) the_ 
~araoublic sector, orimar~lv in aariculture. T~e f~=st set O! 
;easures aimed ?r~nci?a!ly ac eco~ornic stab~:~zacion t~rough 
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:~ac ~o a Shl=t 0= ~~c~me ~owards ~~e ru=a: ;o~u:a~~~~. ~~ 
~~~s bas~s, a st=~c~u:al ad:us~~ent loan ~as ewariec ~o 5e~egc: 
:.:1 ::'980. 

In ~uly 1983, a~ter extens~ve d~scuss~o~s ~!~~ =~e ~CS 
~as~~ng ove= several ~ont~sl t~e Bank ~ssued a ~o~~ce ~~a~ ~~ ~ac 
dec~ded not to extend, :or a second ti~e, t~e St~uc~ura: Ad~ust­
:nent Loan beyond ics current closing date .. ;boue GSS:5.- :nill~on 
on the loan was cancelled by this decis~on. 

Implementac~on ?roblems 

Background. Agricultural reform was ac che core of t~e 
Bank's sc=uccural adjustmenc ~rogram. Senegal, like other 
African countries, has tended to feel that the marketing of cash 
crops is too i.'nport:am:; to be left co pri',ate traders. A compre­
hensive state-controlled system was organized a=eer indepepdence 
co replace the merchants Nhe were buying grcuncnuts ==om :ar~e~s 
ana sell~ng them to foreign-owned crushing mills. However, 
~nscead of involving rural communities and screngthen~ng village­
based farmers' associat~ons, ehe marketing system relied on 
large, regionalized operations which actempted to function as 
cooperatives. The operations were poorly managed, neglected the 
requests of ~roduction-oriented regional development agenCies, 
and were indifferent to the expressed wishes- (and complaints) 
or rarmers. The system was based on'a highly centralized national 
agency, the Of=ice National de Cooperae~on au Developpement 
(ONCAL), whose services were ent~rely respons~ble for the 

management of regional cooperatives. 

The Goverr.ment's main purpose in creating ONCAL was to ~arket 
groundnucs at a fixed, guaranteed price, set at uniform levels 
throughout che country. However, ONCAD's functions were subse­
quently broadened to include the monopoly for. transport of grounc!-­
nuts, procurement and delivery of agricultural inputs, and lacer 
the management of seed stocks. A cumbersome procedure was 
developed for grouped orders of fertilizers and tools. In ·1971, 
ONeAL was also given the monopoly for marketing of rice, and in 
1975 for sorghum and millec, following the same'system of 
uniform, guaranteed prices, fixed every year before the planting 
season. 

, 
!t took some time before che GOS became aware of t~e shor~­

=ornings of lts pol~cy in the area of crop marketing a~d inpu~ 
supply. One ~eason was the tendency co attr~bute ~ost of =~e 
oroblems i~ ehe aar~culcural seccor to crouahts =et~er c~an 
.' ' 

0NC.;D's ine==~cie~cies. 
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~: c~ope=a=~~es .. :~ a~d~=~on, =~e ~ap2d ax?ans:c~ ~~ J~:c~~r5 

~~~c~~c~s arid ~erson~e: =aused ~=s ?er~or~ance ~~ ~e~e=:c=a=e. 
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=e~-:.i.llzers and o1:~e~ .!..npucs =eques~ed, bu~ de:':'·,te::-:.es 'Ne~= 
~~c=eas~ng!y delayed and ~~~UtS of~en a==~'led :00 :a=e ~= ~e 
"sec cur''''c - ...... e ~cr"!"" .. cu .. -·'Y"a~ season ~oot)e~a'!""'''e ~C"","",,"--"'" "e~'" ..... _ .. ..;...... _..... ..... ... _ _ _ _........ _ ....... _ _ '-_ J ........................... -=:0 Y _ "-

::0-= ~e9-c. .::or:::-ec-:.~y t and :ar:uers compla':':lec. :~a-:. :nl'c.;~ as~ed :.:-.em 
::0 :-epay c::edl.c,s ~l1ey :tad ~e~th.er reques"Csc. ~o'C ::ece':';ec.. 
~nexpla~~ed :osses of ?ar~ ~f the groundnu~ c::op jet~ee~ ~~e 
c.:.me of ?urcnase from =ar:ners and del':"very ::0 ~r:.lsh.:.ng :':'1.2.':':".5 

became :nore :::-equent:. ONCA..D I S d~scred~ t: ::ecame :.ot:a': ",.;hen a ?e-::,":' 
~ad crop ~n 1979/80 was ~niversally blamed by far~ers ~ore ~r. 
ONc.;n than on the irregular ra~nfall which occur=ed 1.:1 ~.:1a t 'jear. 
?ar:ners :el t t:hat ene ~mpac"': of t:he irregular =a~:lfall '.vas 
compounded by ONCAD's having del~vered seeds of very poor 
quali ty, a result of inadequate s~orage and. !1.and·l~ng prac~ices. 

The old sYstem also included cruaran~eed or~ces and ~n?u~ 
~u~s~a~es. Guaranteed and uniform"producer or~ces were U 01 -_ s·p~ eme~cec 

',.;~<:!1. a comprehens~ve system of input sUb'sidies des:'gned ::0 er.couraqe 
farmers to use modern cUltivation techniques specif:'cally, 
~ncreased quanticies of fertilizers and a variety of agr~culcural 
tools and equipment. Subsidizing inputs has the advantage of 
minimizing farmer risks associated with purchasing expensive 
fertilizers which have little impact on total output in years 
when rain'fall is in·adequate. However f financing subsidies out 
of earnings from groundnuts sales tends to reduce producer 
prices, thus discouraging efforts to increase output and'improve 
y~elds through labor-L~tensive cultivation techniques, which, 
~n the case of groundnuts, influences OU~?Uc nore sign~fican1:1y 
than fertilizers. 

, . 
8ank-Senecral Rela~~ons. The ma~n reason for the Sank's 

decision no~ t~ extend che Senegal SAL stemmed from the slow 
~mplementa~ion of the agricultural reform program, and the lack 
of new policy direction in areas where this program failed. 
The GOS reform program reflected chat the instltut~onal frame­
work of the 'agricultural sector had become inefficient and 
prohibitively expensive. Also, the agricultural credit system 
had collapsed under the weight of unpaid debts, and farmers 
had insufficient price incentives to perm~t increases in ground­
nut yields at reasonable co'sts. The key objective of the fi=s1: 
round of reforms was to raise the level of involvement among 
farmers, and to reduce the cost of state incervention. , 

I 

Thus, it Nas decided co dismantle che ce~tralized state 
::1onooo1v (ONc.:U)) ·..,h~ch was responsible for crop marketing, 

.. - f ~ 
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:ai:~ons. au\: uncil cl-lese ar=anaement.s ~oulc :Jec::me ::":'':''':''/ ::;::e.:-~-
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", ?aras-ca~a2. agency J (SONAR) ""'as -:.:J a.ssu=~ =;-..e -
~ecessary supply over a t=ansitiona~ oe~~oc4 ~~e econom~c aae~-:s 
·,.;ould deal princ::.pally 'dit:l'l largely autonomous '/::'.::':age groups 
:.l'la:t collect::.vely sell their crops, S1:ore seees, ::my ::::e otl'le= 
::.npu1:s, and provide ~utual guarantee on crec::.t:. ~l'le :ar~er groups 
~ere to =eceive technical assistance from t~e =ea~onal ~~=a~ 
d~v~lopment agencies. In view of the unfavorabl~ t:renes in :.~e 
';jorld markecs, emphasis was to be given to i.::lcreased effic::'enc'! 
andicost savings in the intermediary institutions to make room­
for-better farmer remunerations in the future. 

policy changes with respect to fertilizer and seed q~S1:=::'­
~ution ';jere t~e essential elemencs of the SAL agricultural =efor~ 
package. On two occasions, the Bank reached understandings 
';lith the GaS on a set of concrete measures in the area of fert::.­
lizer and seed distribution that would have represented real 
progress towards a less costly and more effective input delivery 
system. 

_ The ·GOS ·had agreed to reduce the fertilizer subsidy as 
part of the original reform package. This was, in fact, accom­
plished. Under the SAL, counter-part funds were to be provided 
in' o.rder to provide for .fertilizer purchases. Fer-c.iliz·er was 
co ~e of:::ered to farmers on the basis of cash sales. The GOS 
had negotiated with a private company which was to undertake 
responsibilicy :or fertilizer sales. !n the inter~m, an election 
campaign intervened; 201iticians ~rornised farmers t:here would be 
a return to the old system of fertilizer distribution. This 
led farmers to expect a reinstatement of the old subsidy system 
along with credit sales of fertilizer. Believing this, :armers 

'';Iere not d~sposed co purchase.fertilizers under the new syscem. 
!n fact, only 3,000 metric tons of fertilizer were sold to 
farmers in 1982, and the government was left holding 35,000 
mecric tons of unsaleable fertilizer stocks. 

The Bank felt that ~n the agriculture sector, the gover~enc's 
scrategy was unclear and its commi~~enc to implementing agreed 
reforms shaken by 'election campaign. There was 9rogress in 
some areas, nocably the dissolution in 1980 of cie bankru9c 
:narketing and credic agency, ONCAD, and a reform of groundnut 
narkecina. ~o encouraae aaricult~ral ~roduc~ion, the cover~en~ 
:.nc=eased ?rocuca= ?ri~es ~or groundnut.$, rice and c01:.ton in 1.981.' 
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seeds (~aymen"C of a ?rem~:.!m co :ar:ners " .. laO scored -:.::e.:.= ;W~ seecs) 
Nas :oi~owed by slugg~sn ?er:ormance in ~~pieme~t:~g =~e =~ahses, 
and i~ ~arch 1983 che GOS suddenly announced ~~s ~ec~sion 1:0 

~et~rn ~o the old sys~ems of subsidized cent=al seed ~~st=~bu:~c~ 
and ~er~~l~zer prov~s~cn !or the next agr:c~:=~ra: seasc~. _ .. 
:~ghc of =~is ~ol~cy reversal, the Sank recomme~dec ~iat ~~e 
~une 3D, 1983 deadline :or release of the SAL second ~ranc~e 
no~ be extended again. 

SAL Achkevements. A producer incent~ve sys~em was ?u~ i~ 
?lace ~n 1982. A general duty of 15 percent on most impor~s, 
intended co protect domest~c producers, had already been ~m?le­
men~ed in 1,981. However, the GOS had decided not to increase 
the price of imported rice because the economy was suf:ering 
under a second successive year of severe drough~ conditions 
~at had made domestically produced cereals scarce and expens~ve. 
In 1982, a:ter a good domestic crop, consumer prices :or rice 
were increased by 31 percent which represented a sign~=icanc 
s~ep in providing more protection for domestic cereal producers. 
In 1981, an export promotion scheme for five manufacturing 
sub-sectors was implemented. -In a period of collapsing domest~c 
markets, the export promotion scheme resulted in substantial 
production and employment opportunities in these sub-sectors, 
and ~he GOS is in the process ,of further "improving the sy'stem 
and applying ·it more widely in the manufacturing industry. 

New oolicies in the oarastatal sector were introduced on 
a case-Sy:case basis. Some enterprises were closed down, and 
ochers were sold to private ~nterests. In addit~ont the govern­
ment started to rehabilita~e viable public en~erprises by des~gnkng 
financial and organizational reconstruction programs spelled out 
in program-contracts between the state and the management of 
individual companies. Because of this new approach, it was 
possible to avoid substantial mis-inves~~ents, and to help assure, 
improved management structures and increased tariff levels for 
particular en',terprises. 

Despite the progress in these areas, the Bank found it was 
unable to release the second tranche of the general imports 
program because of'two main problems: 1) problems in implementa­
tion of the agricultural reform program discussed above, and 2) 
economic stabilization. 

Eudqe~arv Problems. senegal has experienced major problems 
in con~roll~ng tne public sec~or def~cit (notablv on the expendi­
c.ures s~de). After diff'icult negot~ations, in 1980 the IMF-



:-e~':'acec. ics '::x':e!"!.c.ed ?:":-.a::c':'::g :a.c:.':".:. -:~ . ..... :, '::: a 5:.2.::::~~· 
~r=angemenc4 ~~~S ~as =3~ewe~ ~or 1932,33 a-: a ~s~e: =~ 
~SS50 ~~llion and =~e ~~=s~ ~=anc~e (CSS6~2 M~::~=~) ~as 
=eleased ~~ December :982. ~oweve=, =~e GOS ~as ~nabie =0 

.:on-ca.l.n CUr1:'9nt cornml~:nents su::::.c~ent2..y to rema:':l '.v~-::!l.:1 

:.~e agreed oe==or~anCe c~i~er~a. :n April 1983 ~~e ~rQc=am 
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~=ogram. There ~ere ~~soe=ceot~ons ~n :.~e ~a=~ 0: ~~e ~os ~DCU': 
~rosoects :or cont~nuat~on of'~~e 3ank SAL orocram af~er ~~e 
i~F'S action. It was eooarentlv fel~, c~at' if-t~e IMF funds 
',.,ere ',mavailable, the B~ilk '"ould feel an oblica;:ion to excend 
~~e SAL co Senegal. Events proved this co be'a fa:se ~ercepc~on. 

Adiust~ene Prosoects and Conseraints 

In the Bank I s view, Senegal rema~ns cautious about under'­
taking serious economic and social reforms because growth 
?rospects rema~n unclear and the ?olitic~l risks of bel~­
cighten1ng are great. It believes Senegal tends to see lneer­
:la1:1.onal assistance as a viable alte=::1at":'·,;e to dcrnes-c':'c a.d-us~:ner:~, 
?art:.l.cularly s~nce the foreign money is highly concess.:.ona·r~.t ar:c 
=ungible. .~d, for the moment, aid =lows remaln substanc~al. 
B~lateral donors have noe yet.lnsisted on much condit~onality, 
and Senegal's inefficiency in project implementaeion and slow 
disbursements have not yet proved troublesome. 

The Bank also views Senegal i s long-run development pro,spec';:s 
as modese. Growth sectors could be mining (Faleme iron ore) , 
export-oriented processing industrv, tourism and cransport 
services and irrigation agriculture, both large and small-scale. 
3ut ~hese possibillties will noe be realized unless Senega: can 
reCover from the present financial and economic c=~sis, wh~c~ 
has now lasted since 1979. Such a recovery plan L~p1ies govern­
ment actions on the financial front, above all to reduce the 
size of the overall budget deficit. In terms of economic 
policies, the first strategic priority should be to arrest the 
stagnation of the rain fed agriculture sector and to reduce food 

!, imports. Both of these areas, which directly affect the size 
of 'the current account deficit, need co be addressed in order 
to recover credi t'"orthiness with foreign investors, because 
their cap~tal and technology will be necessary to exploit the 
major mining, industrial and agriculture projects of ehe next 
decade. Concessional aid sources alone will never be sufficiene 
co flnance such ?rograms. 
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SAL II. .::".ineunt of loan: 560.2 m~':'"-~on 
Date:· :1ay, 1983 

I. The Ecenemic Backcrreund 

During the 1970s, Jamaica was affected bv severe ecenem~c 
disturbances. This is attributed to' beth external sheeks and 
the impact ef demestic policies. Per capica GOP dec:~ned ever! 
year from 1973 to 1980, and reached a cumulat~ve decl~ne 0: 26%. 
Inc=eases in energy COS~S, a mid-decade recession ~~ ~~e ~~c~s~=~a': 
countr~es, =all-offs in ex~ort volumes and ~n che ~r~ce 0= 5ucar 
and aluminum, affected Jamaica negatively. On cne'domestic 5~de, 
?rO'grams to tackle unempleyment and redistribute land cO'incided 
wich the deterieration in the external environment and led to' an 
overextended public sector and the disruption of ?~oduction. 
At the same time, an increasingly populist image en the part 0: 
che government affected the confidence of the private sector. 
Th~s centributed to' a reduction in investment and increases ~n 
che eutflow of capital and skilled Laber. 

sy 1980, tetal GDP steod 18% below the 1973 peak. The 
expenditure 'componencs ef GDP show the impact of polic~es: 
censumpcion expenditures increased their relat~ve lmportance 
at che expense of invest.'Tlent ~xpellditures. The share of i?ubl~c 
cO'nsumptien expenditures increased'gradually, frem 18% in 1974 
to' 25% in 1980. Agriculture was ene of the few sectors where 
output did not decline dur~ng che decade. Overall agricultural 
prO'duct~en increased at a crend growth rate ef .7% per annum frem 
1970 to' 1980. The majer components, however, showed cO'ntrasting 
trends: Export agriculture including sugar, bananas, c~t=us, 
cO'conuts, coffee, cocO'a, and spic?~ declined at a rate of 4.0% 
per annum. Domestic agriculcure increased at 3.8% per annum. 
~bese trends, co a large extent, ref~ectad a shi=~ in t~e use 
ef agricultural land. Between 1970 and 1979 the area devoted ~e 
eXDort creos decreased 27%; the area olanted Ni~h domestic 
c=oos increased 54%. I'he remainder of the aaricultural 5ec~or, 
livestock, :~she=YI and forestry, declined ac a =a~e of .4% 
per year. 

Export Secter. The peor perfermance of the export sector 
was heavily influenced ,by developments in sugar and banana pre­
duction. Sugarcane output declined throughout the decade, from 

.4.2 million MT in 1970 to 2.7 million MT in 1980. The failure 



=~ =~e :3 s~ga= ~c=~e=3' ~8c~era~~~e, ~=2ac~= _~'I -~ =~_=~-:3=2 
~a~c ~~a~ ~ad ~e:c~~e~ ~o ~~e suga~ =s~a=es (45,~:C ac=~s, ~= 
~cc~~ one-=~~=d Q~ =he sucarcane a~ea) ~as ~~ ~~co=~a~~ ~ac~=~. 

:~esa cooge=a~~7es ~e=e ~~ver endowed ~!=~ =~e ~~~age=~al =esc~==es 
~eeded co ~perace e~!sc~~ve~y. r~ t~~e, =~:=~7a=~on ;~ac~~ces 
~ecer~orated and L~adequate ?rices !ed =c c~e ~~'le~sio~ o! :a~ds 
=0 ot~er uses. The deter~oracion in cult~vat~on =~ac~~ces :ed 
=0 ~.!1e spread of ::>lant c.lsease and :-educ1::cn :.:1 -;:'=1..d5. :-1cre 
=ecently~ ~~?uts have ~een ~~suf=~cient ~ue =0 :-=ore~g~ exc~a~~e 
shor~age. The sugar =actories ~~ac were bcug~= ~y ~be ~ove~~rr.e~= 
l30% of ':actory cai?acity r,.;,as eventually gove:::-:lInen-c-cwned) ·,..;e~= 
inef=~c~ently managed. Outpu~ of bananas =el~ f=om 384,000 ~~ 
~n 137: to 69,000 ~T in 1980. A major reason for ~be decl~~e 
' .... as a di'Tersion of banana lands ;:0 l?roduction for tbe domest:c 
~arket. Also the price structure was ~nadequate. Y~elds fell , 
as a consequence of the deteriorat~on in the qual~ty 0: serv:ces 
?rov~ded by ;:he state-owned Sanana Company •. The problems 
affecting the production of sugar and bananas were, to a large 
extent, s~milar to those affec~ing other export c~o9s. Farmgace 
prices were regulated by an external marketing organizacion and, 
2-n an inflat:.ionary environrnent:, ;:Dey lagged behind Earmga-::e 
or ices Eor domestic crops. Productive activi;:~es related co 
export crops ;:ook place in an increas~ngly regulaced environment: 
characterized by t:he expansion of the non-markecing funct~ons 0: 
;:be external marketing organi~at:ions. These functions included 
direct involvement in production, supply of ~nputs, credit, 
~nsurance, extension, and research. 

Mineral Sector. -The role of the bauxite-aluminum sector 
as a major element in the economic development of Jamaica came 
to an abrupt end in 1974. Between 1970 and 1974 t:he sector grew 
at an average real rate of 9.7%, continuing a l?attern established 
in the 1960s. Bauxite-aluminum real value added fell by 37% 

. ~n the m~d-1970s. Output had recovered by 1980 but value added 
was still 15% below its 1974 level. Three major factors account 
for the decline in Jamaica's bauxite-aluminum industry: 1) the 
tendency of aluminum producers to diversify their sources of 
aluminum supply; 2) the 1975 recess~on in the industrial countr~es,) 
and 3) the bauxite levy imposed by the government in 1974. 

The imposition of the bauxite production levy in the 1970s 
was a significant factor. While some of the other major producing' 
countries followed Jamaica, its competitive position deterioraced 
v~s-a-vis Australia, Brazil and Guinea. Jamaica's share in the 
world bauxite and aluminum trade declined from 18% in 1974, to 
7% in 1979. On the credic side, the bauxite production levy 
increased more than fivefold the public revenues originating ~n 
the sector. In late 1979, the government reduced the levy. 

By 1980, tbe manu£ac~ur~ng sector's OUtput was 31% below tbe 
1973 !;leak. :'!H: problem lay in tbe shocks undergone by the economy, 
:requent labor unrest, unavailabil~ty of Skilled manpower, and 
the deterioration of the country's infrastructure. An unfavorable 
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.:::~m?ensa -:e =o~ =he ~ec':':.~e ;':1 ~l1e uomes'C:..:: =c(;::.crr.~ .. /. :'::e :'.:1;::C':--=-

$UDS~~c~'C~~g-or~e~ced :.~d~sc=;.es sec ~p ~~ -:~e :9505 a~d :96~s 
~ere largely ~a~l~res. T~e st=uc~~re o~ ~~cen'C~~es, =esu~=:.~g 
~=om a ?rocec~~ve system based on quant~=ac:'7e =es~=;.c~ions =0 

i .... npor-:s I :nade sa2.es ~o ext:=areg.:.onal :na!:"<-<.ec5 less ?!:":):':=2.b~e =::'a~ 
sa~es co ~~e 5hel~ered but: :~mited ~~~!CCM ~a=~e~, anc =~ese, 
:.~ ~U=~, :ess ?rofi~able than sales =0 ~~e =cmesc:.c ~a~ke=. 

External Sector. In 1973-1980 Jamaica' 5 ba..lance :;;f ?ayment:s 
~as under continuous ?ressure. ~~e Bank cites t:~e :cllow~~g 
causes: a) poor export per=or~ance re=lec~~ng unfavorable 
conditions in the internat~onal economy as ~el~ as t~e ~~pac~ 
of domestic policies; b) sharply ris~ng oil bills; c) ~ncreas!ng 
debt-service caused by increased recourse co publ~c cap~t:al 
~nflows; d) and !?rivate capital outflows caused by che deter~ora1:':'cr'. 
~n pr~vate sector confidence. By 1976, there was an acut:e 
scar'city of foreign exchange. In 1977-1978, stabiliza1:ion 901;.c~es 
and 1:~e refinanc!ng of commerc~al debt eased the Sh0r1:age. 
~n 1980, stabilization efforts weakened and the balance of 
paymen1:S pos~tion deteriora1:ed again. 

The decline in volume of- the maJor export: corrunodit:es ',o{as 
a major contributing factor. The volume of exports of goods had 
showed a declining trend since 1974. As a result of the producers' 
reactions to the bauxite levy, the volume of bauxite and aluminum 
exports had dropped 25% between 1974 and 1976. In 1980, the 
volumes of sugar and banana exports were off by more than one­
half and more than three-fourths t:he peak levels of 1970. 
Import controls were progressively tightened in an attempt to 
allocate the increasingly scarce foreign exchange to priority 
uses. The volume of non-oil imports in 1980 had fallen 61% '. 
below the 1970 level, and shortages of imported goods, particularly 
inpu1:s and spare par1:s were acute. 

II. The Structural Adjustment ?roqram 

The first SAL strategy in Jamaica was export-oriented and 
was expected to rely on the private sector which is described in 
Bank documents as "the main engine of development." The strategy 
was des~gned and adopted in two stages. The first con~ained 
pr~oricy actions supported by an Extended rlgreement reached in 
:·larch 1981 wit!"! the II"..F. This program :ocused on the need 
gradually to restore financial viab~lity. Tocal IMf SUP90rt 
amoun1:ec to SDR 536 m~llion. The second and ~onger-ter~ program 
emphasized measures co overcome de=ic~encies ~n ~amaica's economy. 
~h~s r;=ers co the Bank's SAL ?=ogram. 

Both the SAL and the IMF's program were designed to address 
four main areas of economic difficulty: the balance of paymen~s 

http:fcllowi.nc
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:c8ncmy. The :;r:?S'=2...rn s':..:.?~c!:~ec. ':)'1 -:..~e ':~~St 5;"':' · .... ·as· ·~":..e'",ec. .... , 
=~e 3anx as ~~e ~eg~nn~~g 8: c~e ~rocess 0: ~c:~s~:~g ~~e 
=conomv ~v ~ak~~c ~e~~ai~ ac~ions anc ~v ~~~~iac~~~ 5~udles ~o 
~denti~y c=~t~cai const=al~~S and des~gn a~~=~9~~ate ~rcgrams. 

Nhe~ a dec~s~on ~as ~e~~g ~ace Nhe~~er ~= ~~~v~ce a sec8~c 
SAL I :.l1e 3ank arcrued tha t c~e : ir st: SAL co .; a.lnaica ',ya-s ::::r i,mar:'2.-; 
a IIpreparatory exercise." ~here have ~een :10 substanci;l chang~s 
~n ~!"le s-cruc,tural adjustment 9rogram bet~lIeen ::'::e ':':'=s't and secor:c. 
Jamaica SALs. Jamaica was expec~ed co cont~~ue N~~!"l the same 
program and direction under a second loan. More expl~c~~ly, 
che Bank po inted out: "Industry cannot become compec;:u:l'Te 
overnl.ght; export marke1:s have to be found and culciv!3-ted; 
ucility tariffs can be raised only gradually and in line wit~ 
L~proved services; buyers musc be found for public encerprises 
scheduled for divestment; and institutions have co be. nurtured. 
A start has bean made, and it is proposed co provide conclnued 
support to the structur.al adjustment effort. U :'!lis. car:=les a 
stroncr L~plication that ll.1:cle of real value ~ad bern accompl~sted 
Nnen c~e second S~~ was released to Jamaica.. 

The schema below shows the major policy objectives. together 
with a notation of the actions taken. 

Policv Objectives 

Savi-.nas and Investrre..'1t 

. 1. To increase the et=e.'1t savings 
of the major public ente..'1?rises 
through reduc-...ions in costs and 
increases .in .::ates and ?rices 
charged. To elJJninate all 
curre.'1t account deficits. 

a) Increases in the darestic 
price of sugar. 

b) FOn:nllation and adoption of 
specific programs for: 

- Banana ~y (JEC) 

Steps toward Refo= 

1. Tms program '.;as included in c..'1e 
conditionality of the PoI..er Loan. 
Ease cariffs have been raJ.sed by 
1% ?&" rronth during 1982, and all 
fuel cost increases have Cee.'1 , 
f2Ssed on. A further 8% increase 
in base tar~fs in January 1983, 
achieved a 5% rate of return on 
net assets in 1983. 

a) No further increase in t.!).e 
darestic "rice of sugar '.vas 
iro!?lema'lteO. i:ecause it is 
felt it ',;ould Ce count~~­
orcd.Uc-...ive in oresem: c::..r­
;;....JmS~ces • ~ve.r-~:,eless, 
the b.tdgs<: subsl.cy WJ.ll be 
el~'lated in FY 83/84. 

- Adootion of an action ?rcgram. 
for the Banana carpany awaits 
the carpletion of a managem:nt 
audit. 



l 

( 

-.:>-

- ';arralca :rnrJ.bus Ser-/~ce (.;CS) 

- Janaica Railway CorpJration (URC) 

2. Es-...ablisime.l'lt of functional 
rredJ.um-tel::m le.'lding insti­
t"..ltions in order to make rrediurn­= financ:i.."'lg available to tile 
darestic priva-ce secmr. 

o • Preparat:.on of a tJUblic sec'"..or 
il1ves::rre.'1't: l?rcgram and financing 
9lan in order 1:0 rationalize the 
lIlVestIrent activities of the 
public sector in line with the 
develoPrEnt strategy of the GCJ. 

4 • Prcrration of dorrestic savings 
through increases in c.'1e after-cax 
ret=s on financial asss't:S and 
t.'1.rough a rrore ef:ficie.'1t funC'"-iorung 
of capital ;narJcets. 

salance of Pavrrents :1aI1agerre.'1t 

1. To achieve great".,. efficiency in 
c.'1e allocat~on of ::oreign exc.'1ange,' 
rroving frem a specific licensing 
sys--..em to a general-ope.'1 lice.'1se. 
Target to t:e attained over five 
years, subject to availability 
of foreign e.~change. 

~ a't:tract l?rivate a:rt"rnaJ. capi"t:al 
c.'1.rough t.'1e crea't:ion of apl?ropriate 
~ce.'1tives for direct foreign ~vest­
JE..1"1t I ::epatria-c.:..on of ":croaL.can cap~tal / 
and atcracting migrants I savings. 

5 tees -:::· ... ia=::::. ?.e =c~ 

- _~~ ~~~~~a~ ac~~cn ~=~~~ -~­

:cs Nas ~Cc~teC =rc ~~c:~ce=' 
~ak.:.-;.s SeQ ·....crke=s .:-e-::.'...!!':~'":=. 
~~ =uC~e~ s~s~~y N~:: ~ 
=~~C ~~ :983/84. ~ ~~~­
:;=am :cr ":a~e ;;r:~lat:..:...:at.':':::-_ ::: 
3. ':'arse ;:ar:: ::J f .JCS :.s ::e~.c: 
prepared. 

An ~ru -c~al accJ-on ?rcgrQ11 
=cr JFC 'MaS aCop~ ~U~ Has 
C::Jns~dered =eal~s't::.c. 

2. .'ID opera't:.:..'1g :ranual, and a sta't:s­
rrent or ;::Olicies ard ?rocedures OM:!: 
adopt-"'<i in .:;ugust 1982. 

3 • A prcgrarn "..;as ?re:-,ared and sl..lbnl. c-ce( 
in September 1982. The rronitor:.;:c; 
systsm is in place, and the first 
boo quarterly rronitoring re;::orts 
have J:een issued. 

4. No aC'"-ion on the progressivity of 
the tax sys-cem has l::ee.'1 take.'1. 
The st'..lQy of the availabili1:'j of 
risk capi't:al has =ee.'1 CCTl!?le't:-"'<i. 

1. The Trade ;'.c1nu..'1i.strator r s Depar::­
rrE!lt has l::ee.'1 aJ::olished and replaced 
by a Trade Board with private 

2. 

sector representaoon. A dec~sion 
was take.'1 to institutionalize the 
parallel foreign ex~~ge ~ket, 
and have it op:rated ''''i:chin 
=marcia! i:anks. 

A studv has =ee.'1 =mIeted, bu't: 
no sc.'1Eme has ye1: be:;'n i:"11!?lerre.'1ted. 
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201' C'I ObJect::. ves 

Acr::.cultural Seccor ?oLlc::.es 

~ . Land Use: 

a) Ceveloprent of a prcgram 
for the sale or lease of state­
owned lands, in order to reduce 
the uncertainty faced by faJ:Irers. 

b) Reduction in the idleness or 
underutilization of ~ivately 
cwned agricultural lands, 
through the iInple.'lSltation of 
a f.'CC<3:tdlll of land classification 
to induce the adoption of appro­
priate crops. 

cl Rationalization of soil CQI1-
se:tVation activities, o:llli?hasizing 
mainte.'1aIlCe, in order to central 
erosion on hillside 'farms. 

dl Increases in agricultural 
production under ir:tiqation, 
through ~ .efficiency 
iA water managenent al'ld the 
developnent of new izrigation 
systems. 

2 ~ I!IIproverrent in the efficie.'lC'/ of 
e:ttel:Pal marketing organizations 
in order to increase price ince!ltives 
for famers. Allcw participation of 
~ivate organizations in exte.."lldl 
marketir..g of exr;:ort crops. 

3. Elimination of praedial larce.'lY 
in order to assure faJ:Irers are 
rewarded for their ~rk. 

a) A ?Ol::.C'! ~s ~-n ~velc~ :r.c 
adopted, and sales/leases ~e 
~er "Nay. 

b) The :'and-use !nve.'1tor'j :,as ::ee.'1 
~leted. A st:.:c.y is :mder "a' 
co dete..'"111ir.e O!?t,!l1LlIll land -;o5e. 

c) A SOll conser"Jaticn ;:rcgram ::as 
been develo,:ed and is ::e:.;:g 
:mplerre.'1ted. 

dl I'brk has bee.'l done on the ir:ti­
gation prcgram, but during the 
prepa:tation, the problems Io.ere 
wider than originally ~~ought, 
so that fur"..her work is required 

2. The managerre.'lt audits for t..'1e sugar 
~"e CCl!;?leted. St'.Jdies of the 
rnar'.<eting functions are under 'NaY, 
for the external narketing organi­
zations. 

) 

3 • The sys---e.'1l of agricultural wardens 
is in l?lace. 



COUNTRY: ..... l'.? .,('"::;/ - ...., ........... . 

Structural AdJust~ent Loan ~istory 

SAL I. Loan ."'-!no un t : 5200.0 :ni:"l.:or.. 
Date: :ebr~ary 1.980 

SAL II . Loan Amount: 5300.0 :n±ll;.on 
Date: May 1981 

SAL III. Loan Amount: 5304.5 • T • 
:n~_J..!.on 

Date: May 1982 

SAL IV. Loan Amount: S300.8 ;n~:lion 
Date: May 1983 

The Economic 8ackground: 

Turkey, a large country about the size of·Prance and Germany 
combined" has an estimated GNP ~er capita of Sl,330 and a populatLon 
of around 43 million. ?opula~ion density is a low, 78 per square 
lan. of ag.ricultural land, and. the rate of urbaniz,ation is high, 
about 45 percent.. School enrollments are' expandi'ng, but the race 
of adult illite'racy remains at a high, 40 percent'. Despite 
substantial emigration in the early 1970s, unempl.oyment is about 
20 percent of the labor force. Income distribution is relat~vely 
unequal by international standards, and the level of urban socia: 
services tends to be low. 

, 
The Agricultural Sector 

Agriculture is the most important sector in the economy, 
accounting for about 25 percent of GDP, and employing about 60 

( percent of t~e labor force. It is also the primary source or 
merchandise exports. Turkey is one of the few LDCs whiCh is 
self-sufficient in food. Agriculture, however, has tended to 
playa lesser role in Turkish development strategy. The main 
objectives in agriculture have been to increase total output and 
to provide exports to finance the development of the industrial 
sector. Turkish agriculture is dualistic. A modern irrigated 
commercial sector uses modern inputs in coastal areas and produces 
cash crons and most exports. A traditional rain fed agricultural 
sector o~ the Anato1ian.olateau emphasizes grains and livestock. 
Despice massive inves~~ents, only a small ?art of the irrigation 
~otential has been developed. Agricultural inves~~ents have been 
concentrated in large, slow-gestation projects. 

Turkey is considered to have the potential to expand agri­
cultural production and exports. There are, however, major 
constraints on agricultural growth and productivity. These 
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~=e ':"ess ~~an 3 ~ec~a=esf and ~ver 95 ~e=~e~~ ':"ess =~a~ 2~ 
~ac~ares; te) ~~aciecuacel'/ ~unded ~esearch a~d sx~e~s~c~ 5e=7~ces; 
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~arketi~g ar~angementsl especially for ex?or~ c~o~s. ~~ese 
~ssues are the ~aJor elements in che SAL a~=~c~~~~=a: ~e:o=~ 
;;:ac;.;:age. 

~he ~anu=actur1.ng Sector: SEEs 

I'urkish aevelol?ment stra-cegy has :ocused ::In ;:ap1.c. .!.:laus-c;::'a-
ll.za-cl.on, so that manufacturing indus1:ry has absor!:Jea abou'C 25 ., 
'Co 30 oercent of total invest:nen-c. ~lanufac-::ur:':lq accoun-cs for . -, 
21 ?ercen-c of GDP and 38 l?ercen-c of exports. The ?ri'Ia-Ce sec-::or 
loS domJ.nant "in exports, and accounts for some 60 ?ercen'C of value-" 
added. The ~~incipal instruments 0: indus-crial ?oll.cy have been 
large 'investlnents in the state Economic Enterprl.ses (SEEs) and 
generous incen-cives combined wich high levels of ?ro-cec1:l.on :or 
;:>riva-ce investments. These policies have had a ?osie1.ve e::ec-:: 
on growch races, bu~ chey have also =esul~ed i~ c~e ss~abl~shmen~ 
of a ~umber of uncompet~tive industries, Nhich ~end co ~as~e 
scarce cal?ital and are too dep~nden-c on imported inputs. They 
are,also characterized by low employment and l1.mited export 
possibilities. 

, The Bank sees the major constraints to Turkish industrial 
aevelol?ment as: (a) low levels of cal?acity utiliza-cion; (b) 
limited export cal?ability in some subsectors; (c) inerr1.ciency of 
ehe manufacturing SEEs; (d) uneven qualiey of invest:nents; and 
(e) lack of sufficient long-term financing for indus-cry. 

The Structural Adjustment Program 

SAL I. 

Turkey has received four structural adJustment loans. Onder 
SAL I, an array of export l?romotion policies were adopted. It 
also provided for a study of the system of export incentives and 
import l?rotection. Basic reforms realized under the first SAL 
1.ncluded some improvement in internal debt ~anagement and aomestic 
resource mobilization. The major elements of the refor:n,?ackage 
unaer the second SAL were tax reform and refor:n of the Staee 
'::conomic Enterprl.ses (SEE) " ;;.t the end of the second Sil.L, 
~nic~al steos had been ~aken eo rationalize ~ublic ~nvest~e~ts, 
and to'l1.beralize L~cor-:: measures. The soecl:ic moni'Corable 
actions 'Nere in t.h.e ~reas of tax =e::or:n (cou.r~s I coverage, and 
col:eC1:l0ns), SEEs (defin1.ng objeccives, moni-coring, delegation, 
contracts, and employment)" and petroleum pricing. 

) 
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ob]ec~~ves ~~~~~a~ed ~nde= ~he earl~er loans. :~ l~c:~des: 
con~inued =at~onal.:.zat~on of ~~e public ~nvest~enc pr~gram, 
re:orm of the SEEs; impor~ l:.beralization and:. exoor-: !.:lcerl1::''Jes; 
and implementation of measures co address str~c~ura~ ~ssues a~c 
~he shor~comings in agr~culc~re as d~sc~ssed above. 

T~e State Sconomic Enter~rises 

Reform of the SEE sector has been an ongoing issue in t~e 
Turkish SAL 9rogram. Much of the Bank documentat~On on t~e SAL 
experience in Turkey is addressed to this issue. 

Backcrrcund. The State Economic Enter~r~ses ~ere star~;d 
~n order co spur development in the absence of, and as a powerful 
means of creating, an indigenous c'lass of Turk~sh entrepreneurs. 
S:C;Es ?lay a !?articularly important -role in manufacturing as well 
as in traditional infrastructure sectors. Their investment has 
constituted about 25 !?ercent of total fixed investment in the last 
several years. Yet their operational losses have amounted to as 
much as 1.5 !?ercent o.f _GDP. The SEEs constitute major factor 
behind the deterioration in Turkish fiscal accounts. 

Poor performance of SEEs can be attributed to three sets 0: 
causes: (a) the conflicting objectives and constraints ~~posed 
by Turkey's development strategy, (b) the macro~~nstitutional 
inefficiencies of the system, and (c) the micro-economic in­
efficiency of l.ndividual SEEs. SEEs have been expected to perform 
many functions. For example, they are expected co: contribute 
to t~e growth of outputi to supply goods at stable pricesi to 
provide employment opportunitiesi and to be efficient and enhance 
9roductivkty. There are certain inherent conflicts among these 
objectives. As !?ublic enterprises, they have also been susceptibl~ 
to political pressures and constraints. Besides, they have been 
frequently involved in large, cap~tal-intensive investments wich 
long gestation periods, as well as a long !?rocess of learning 
by doing. The high levels of protection that are granced, and 
near monopoly in the domestic market, provide little incentive 
for improving efficiency. 

~lac:::,o-institutional deficiencies exist which ~elate to both 
~he organization of the SEEs and cheiI relations Nit~ ~he ?ubl~c 
sector. ~he SEEs are sub:ec~ ~o ~nter:er=nce and concrol ~rom 
different sources. These interferences relate to !?olicy questions 
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as well as matters on day-to-cay ope~ations. ~~e Ccu~c~: ~_ 
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dealing with economl.C issues, the ?oli:icai ?ar:~es, and even 
?arliament, have all a=fected SEE decisl.ons. Cve!:'s~a=:':':la :J=:Jo:e~s 
l.n the SEEs are traditionally traced ~o pol.:.c:'ca..!. ;::=essur~s·w ~'!ar::' 
important decisions have usually been made outside :~e encer?r~se. 
The frequent changes of government 1n the 1970s were o::en 
accompanied bv chanaes in SEE manaaement. C'he lack 0: c0n1;~:1Ui::'1 
1n top management, and a lack of eiper1enced :niddle :'e'/el ad:n:.n:.s­
trative and technical personnel, have had a negative ef:ect on 
performance. 

Scope for Reform. The Bank has recognl.zed chat whatever 
their form and sphere of responsibility, SEEs are likely to rer::al.!l 
a central feature of Turkish economic life. Its approach, :here- 'II 

fore, has been to seek gradual reform, not the abandonment 0: the 
SEE concept. 

Turkey perceives benefits' 0f SEEs and these perceptions are 
difficult to dislodge. These perceived benefits include the role 
of SEEs in the development of basic industries, the provision 0: 
key services, promoting social objectives such as the regiona~ 
dispersion of industry or employment, and introducing large and 
complex technologies where the private sector lacks the resources 
to invest. 

The Bank and government have not reached clearcut agreement 
on specific actions needed to reform the SEEs, but there is a 
general consensus that the SEEs investment program has to be 
reduced, and its quality improved. The l.mportance of this 
reform is neglected in the fact ~hat at the beginning of the S~~ 
program, SEEs accounted for almost 47 percent of ,the total publ:'c 
investment program. 

Complementary with a reduced SEE inves~~ent program, there is 
the need to improve management and ooerational autonomy. Since 
the beginning of the SAL program, the Bank reports some increased 
autonomy has been achieved in pricing and there has tended to be 
a greater reliance on SEE self-financing. ) 


