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Chapter 1

Introduction

The World Bank' and the International Monetary Fund (IMF) were established in 1944
at the New Hampshire Conference. The Bretton Woods Institutions (BWIs) were
created to bring about orderly development of the world economy aftermath of the
Second World War and in the wake of the Great Depression. The IMF was to provide
short-term balance of payments relief and sustain the international payments system of
the member countries. The World Bank was primarily established to facilitate the
reconstruction of war-damaged Europe, and to reach beyond that to aid the development
of what is later known as the Third World (Stiglitz 1999: 577).

It is now over 60 years since the creation of these BWTs and they have evolved
enormously, especially in response to the changing economic circumstances and
changing needs. The single most important factor in this process of economic change
has been the enormous growth of capital markets with increasing mobility of capital
across borders (You 2002: 210). In the sphere of politics, the collapse of Soviet Union
posed a new set of challenges to the international institutions — namely, facilitating the
transition of former Communist countries to a market economy (Stig]iiz 1999: 577). The
world of competing political ideologies has given way to a world with a single dominant
political ideology. Despite these global developments, BWIs still remain as key
institutions in shaping the world today.

Even though the World Bank was almost an afterthought at the time of its
creation, it has grown in importance to match its “sister” IMF. The Bank’s subject
matter covered a broader span than that of IMF, and over the decades, it expanded
enormously. Early on, events bumped the Bank aside from the first of its two mandates
(reconstruction) and prompted a determined commitment to development.
Geographically speaking, this was a commitment across the totality of those
economically developing countries that joined the Bank and was in contrast, for
example, to the limited spatial terrain of the regional development banks that would
begin to appear around 1960. The Bank had characteristics that outstripped those of

such universal multilateral as the United Nations Development Programme (UNDP)

' The World Group consists of IBRD, IFC, IDA, ICSID and MIGA.. See, Appendix B.



(Kapur et al 1997: 2). The Bank brought to its member countries not only intellectual
products - ideas, information, institutional assistance, and policy change — but also

substantial flow of resources.

The basic strength of the World Bank rests on the scope and flexibility of its
charter, the Articles of Agreement. The Bank mission is to mediate between the capital
markets and governments needing financtal support for reconstruction and development
projects. Backed by the uncalled portion of capital committed by member governments,
the Bank offers funds at favourable rates to countries which would have difficulties
acquiring loans on the market or which have to borrow at considerable higher interest.
As stated in Article 1 of its charter, the Bank’s objectives were to finance
reconstruction, promote foreign investment and international trade, to guarantee lending
by others, or to lend itself for the ‘more ﬁseful and urgent project’ (de Vries 1992; 914).

There has been extensive discussion on the policy and lending operations of the
World Bank in recent years primarily because of its massive involvement in the
economic and social development of a large number of developing countries. The
following section provides an overview of the changing nature of Bank aid and policies
in the first two quarters and thereafier. Section 2 outlines the major lending instruments
used by the Bank over the period since its inception, with a focus on the criteria used for
lending and US influence in the policy decisions. Section 3 maps out divergent views
expressed by different schools of thought on the World Bank’s lending and programmes
in the developing countries, impact of the policies on the economies and role of the
state. Section 4 discusses the World Bank lending to India with emphasis of its
influence in policy formulation. Section 5 deals with World Bank lending to Kamataka.
Section 6 identifies research gaps emerged from the review of studies, issues of
significant for the study, objectives of the study, methodology adopted to undertake the
study. Section 7 outlines the scheme of chapters and limitations of the study.

1. Changing Nature of Bank Aid and Policies

During the first quarter-century of the Bank’s history, its main task was to finance
specific capital investment projects, mostly for the development of public sector
infrastructure. These included highly visible projects like hydroelectric dams, roads and
railways. It financed the infrastructure projects because it was assumed that growth

would follow once the economy's basic infrastructure was in order. To finance these



activities, the Bank had to supplement its meagre paid-in capital by borrowing in private
capital markets. By 1959, when two-thirds of the Bank’s resources were from operations
and borrowings, the Bank’s bonds awarded a triple-A market rating.? Without a top
bond rating, it could not have raised enough capital on favourable terms to become a
leading lender for development at the global level.

The creation of International Development Association (IDA) within the World
Bank in 1960 saw greater changes in the Bank’s policies. By then the Bank was
seriously questioning its emphasis on project lending. Investment in large-scale projects
was not necessarily the best use of either the Bank’s money or borrower’s scarce
resources. There was increasing concern that the Bank loans enabled countries to
finance projects they would have undertaken and use the additional money to increase
spending as they wished. Therefore, the Bank began to give greater emphasis on
appraisals on a country’s overall investment programmes and to strengthen the macro-
economic policies. The Bank began shifting its focus and money into softer fields -
agriculture and educational reform - where development gains were potentially large but
difficult to quantify. In the process, the Bank began to look less like a traditional bank
(Kapur et al 1997; Boughton 1998).

Robert S McNamara (1968-81) rewrote priorities of the Bank to adapt it to new
conditions and accelerated the shift toward poverty reduction as the priority. His era was
marked by two major characteristics: a vast expansion in the flow of funds from the
Bank to the developing world and a significant reorientation in the kinds of projects
financed by the Bank (van de Laar 1980; de Vries 1987). Under McNamara’s
presidency, the main route to growth was widened to include *‘social sectors” -
agriculture, rural and urban development, health, education etc. van de Laar (1980: 78)
notes this shift in Bank policy followed closely on the changed focus of the 1973 US
Foreign Assistance Act.

As the 1970s passed into the 1980s, major shifts took place both in the Bank and
the world around. The Bank had begun placing more emphasis on policy-based lending
of structural adjustment kind that involved conditioned policy reforms. The volume of
both IDA and IBRD lending increased. The Bank began to involve in a number of issnes

! Because the Bank’s bonds are sound investments guaranteed by the world’s governments, they are
considered remarkably sound investments and are given the top AAA grade by securities rating houses
such as Mood's or Standard. Many institutional investors (like pension schemes) buy them, as do
individuals. '



such as post-conflict situations, helping countries to recover as they emerged from years
of civil war, environment,’ and in ‘bail-out’ packages, which have had the effect of
providing liquidity support to the countries.

With the changes in lending policies, the Bank put emphasis on participatory
approaches, which encouraged relevant groups such as “stakeholders’ and NGOs to
become involved early in the lending operations. Decentralisation and good governance
were given more attention in aid recipient countries to narrow down regional and
economic disparities (Manor 1999). The Bank projects in agriculture, population, health,
low-income housing and urban upgrading, and water and sanitation were particularly
affected by this shift. Equity considerations apart, painful experience had shown that
there were sound reasons in these fields to expand participation of beneficiaries if the
project effectiveness was to be improved, especially with regard to better cost recovery,
expenditure patterns, and monitoring of operations (Kapur et al 1997: 40).

TABLE NO. 1.1: CHANGING ROLES OF THE WORLD BANK

Period Paliev stance Reason for policy stance
1944 - 50 Focus on reconstruction The bank was created mainly to
reconstruct Europe after World War
1I.
- 1951 - 58 Financed development Bank had to establish its credibility as

. a borrower in Washington.
on commercial terms

1959 - 68 Development bank Need to finance developing countries.
. Created IDA.
1969 - 82 Poverty alleviation Stress on basic needs. Expansion of
lending during McNamara period.
1983-92 Washington consensus Stress on correcting earlier policy

errors. Mixed results.

1993 onwards Good governance, Civil society, Recognising good policy is not
Social spending, CDF enough. Need strong institutions,
NGOs, effective administration.

Today, the Bank has grown into a single most important development institution.
Its core mission remains the promotion of economic growth and eradication of poverty
in developing countries. In the course of its history, it has devised a number of lending
instruments to meet its needs and diversified its targets not only in terms of objectives
but also in terms of sectors and countries. Its efforts have shifted from large-scale,

growth-oriented projects towards projects, programmes and policy advice that more
i

* The Bank has addressed the concerns about greenhouse gases thi'ough the Global Environment Facility.



explicitly incorporate the poverty reduction goal. Individual projects remain the core of
the Bank’s work, and many of these projects have been successful at reducing poverty.*

2. Lending Typologies

The operations of the Bank are of enormous dimension in terms of volume, variety,
geographical coverage and policy dimensions. It has been granting particularly three
kinds of loans: project loans, sector loans and structural adjustment loans. Whether large
or small, every loan financed by the Bank is considered in the light of a country’s total
need, capabilities and policies. This is essential for the Bank to ensure the most efficient

use of its resources.

2.1. Project Loans

Project loans are sanctioned for specific investments. Under the project loans, the
borrower is usually an operating entity such as an electric power company, a school
system, a health system, or a manufacturing enterprise. The purpose of the project
lending is to ensure that funds invested in sound, productive projects with the purpose of
contributing both to the borrowing country’s capacity to repay and to the development
of its economy. The Bank’s project lending is fairly broad and flexible as is evident

from its operations worldwide,

Every project financed by the Bank is required to pass thorough a standard set of
procedures that has becomes known as the “project cycle.” In the course of
identification, preparation, appraisal, approval, implementation and supervision, and
evaluation phases, Bank loans, to varying degrees, analysed the economic, technical,
institutional, financial, commercial, environmental, and sociological impacts of its
projects. The relative weight and quality of the analyses addressed to these several
criteria differed by project type. Thus, although commercial and technical criteria were
prominent in the early years of the Bank, environmental and sociological criteria
became more important in later years (Kapur et af 1997 35).

The Bank’s clearest responsibility — and involvement — was at the appraisal
stage. At this stage, the Bank “examine and evaluate the economic and social objectives
that a project is designed to meet, to assess whether the proposed project is likely to

meet these objectives efficiently, and to recommend conditions that should be met to

* For instance, the Nutrition Project helped reduce severe malnutrition in Tamil Nadu and the Education



ensure that the purpose of the project would be achieved.” Appraisal normally coveres
seven broad areas, although their relative weight varied significantly with the sector and
over time.” The Bank’s involvement was greater in identification and project preparation
in weak borrowers such as in Africa, owing to the limited capacity of local public
administration. But greater involvement of the Bank meant that the locals had httle
interest in project’s fate. Often, in weaker countries, projects are associated with their
main external sponsor; they lose their identification with the national agency that should
have been primarily responsible for their success or failure (Kapur et al 1997: 36).

2.2. Sector Specific Emphasis

Bank projects were linked to broader sector investments and policies. Sector loans were
made to finance activities in a single economic sector, for example, the railway project,
modemisation of an industry, a nation-wide irrigation programme, or electric
distribution. The Bank established broad sector conditions and made a technical
appraisal of the proposed project.

Following the first oil shock, sector lending began to receive greater attention. A
series of sector papers were prepared on rural development, basic education, basic
health, and low-cost housing and suggested roles for the Bank in attacking poverty
problems directly (Ayres 1983: 5). In a note to the operations managers in 1974,
opetaﬁons chief, Burke Knapp, called attention to it as suitable lending technique in
those “situations when the Baﬁk could use its staff more effectively and make a greater
contribution to the development of the borrowing countries if it were to focus more on
the achievement of over-all sector objectives, the improvement of sector policies and the
development of appropriate institutions, and relatively less on the merits of specific
investment projects.” Requiring both a large investment programme and an experienced
and sophisticated borrower, the Bank made a few sector loans to Mexico, India and
Brazil. The Bank found few institutions capable of carrying out investment programme
in accordance with the criteria established for investment, procurement, and

disbursement of sector-lending standards (Kapur et al 1997: 40).

PI‘OJGCT. contributed a dramatic increase in girls” education in Bangladesh. See, World Bank (1999b).

5 Seven broad areas were economics (project benefits, economic retum); technical (engineering design
and project costs); institutional (management, organisation); financial (implementing agency and direct
beneficiaries); commercial (procurement, marketing arrangements); environmental assessment; and
sociological aspects (example, sociocultural factors, target groups, displacement and resettlement).



In response to the adverse world economic environment, the Bank launched the
sectoral adjustment lending (SECAL) in 1979. SECALs designed to support sectoral
policy and institutional change, including restructuring of capacity, and to increase
resources mobilisation and allocation. SECALs focused on major sectoral issues and
investment programmes, especially incentive framework (tariffs, prices and taxes) and
institutional capability. The loans were disbursed between two and six years aimed to
bring about reforms in the sector. The Bank disbursed 82 SECALs costing $° 15,710.5
million in the 1980s.” Sector loans resurfaced in the 1990s again, the logic being that it
was the sector, rather than the more particular activities apparently financed, that really
constituted the project. In their more recent rendition, sector loans have begun to pay

attention to sector wide expenditures and not just investments (Kapur ez al 1997: 40).
2.3. Structural Adjustment Era

Launched in 1979, the structural adjustment loans (SALs) cut across several economic
sectors and addresses broad economic problems such as public investment management,
trade policy and economic incentives. Under SALs, funds are provided for overall
budgetary and balance of payments support rather than for the financing of a particular
project. The SALs are permitted under ‘exceptional circumstances’ of the Bank’s
Charter. Unlike the project loans, SALs are disbursed fast to developing countries to
tackle debt crisis. The aim of SALs is to meet the costs of reforming rather than to cover

the costs of not reforming it.

As defined by the World Bank, “this type of non-project lending has the specific
objectives of helping countries reduce their current account deficit to more manageable
proportions over the medium-term by supporting programmes of adjustment that
encompass specific policy, industrial and other changes designed to strengthen the
balance of payments position while maintaining their growth and development
momentum” (World Bank 1980b: 68). The SAL has moved the institution into non-
project lending on a systematic basis and placed policy issues at center-stage (Please
1984: 87). However, SAL came without much public understanding of how the Bank’s
pre-1980 philosophy and practice paved the way for such a departure (Mosley 1991).

: Here onwards the dollar ($) refers to US dollars. _
SECALSs form just 13.6 per cent of the total Bank lending in the 1980s. See, Peter N (1988).



SALs differ from previous programme loans of the 1960s and 1970s. Previous
programme lending was designed to meet the immediate consequences of crisis.® The
programme loans concentrated on measures dealing with immediate difficulties, rather
than on finding solutions to a country’s underlying long-term structural problems. SAL
of the 1980s were multi-year programmes being worked out and supported by a
succession of loans. Because such lending were developed with long-term objectives, it
was expected to have more enduring effects than the crisis-oriented operations that were
characteristic of the Bank’s programme lending in the past (World Bank 1980b: 68).

Programmatic lending has an advantage over project-based lending as a means
of supporting reform in that it promotes greater ownership of development strategies by
the borrowing country. Because countries are able to reflect their priorities better within
the large programmne than within a project, the programmatic approach can increase the
country ownership. Of course, the Bank with a mandate to fight poverty cannot support
a programme merely on the grounds that it is “country-owned”; it must also be
convinced that the pfogramme will be effective in reducing poverty (Stern 2002:179).
Still the Bank has not neglected its traditional instrument, i.e., project lending and
continued investment in projects to promote sustained economic growth.’

2.4. Criteria for Granting Loans

The Bank disburses its loans to developing countries taking into account several factors.
According to van de Laar (1980: 32-48) major factors that influence the country
distribution of Bank loans are: capitalist ideology, market eligibility, creditworthiness,
and specific project provision, programme lending and local currency financing. The
ideological issue of capitalism versus socialism has caused the absence of most
erstwhile East European socialist countries from the Bank membership. Yet, countries
such as Yugoslavia and Romania became members and borrowed from the Bank
compatible with their ideological aversion to capitalism. Many Asian and African
countries followed their variety of socialism and saw no apparent conflict with Bank’s

* Prior 1o 1980, non-project operations were undertaken only in response to a few cases of immediate and
urgent need stemming from natural disasters or *man-made” ones (such as post war reconstruction in
Nigeria or Uganda); from serious declines in terms of trade due to export price declines (such as Zambia's
experience with copper or Columbia’s with coffee); and other acute need such as India’s need for help in
financing imports of intermediate goods and spare parts for more fully utilising its existing industrial
capability rather than for financing new projects. See, Please, 1984.

? The share of project lending constitutes 90.8 per cent of the total Bank lending in the 1980s,



capitalist premise. With the collapse of the communist governments in the early 1990s,
most of the developing world adopted market-oriented policies.

The Bank judges creditworthiness of the country by taking into account its
external debt, BoP position, condition of its internal finance, particularly its budget and
currency position, and general order of priority of the projects under consideration.
Under specific project provision, the Bank examines the type of goods and services to
be procured and the use to which they would be put. The procurements are made
through international competitive bidding to obtain quality goods at lowest cost (Mason
and Asher 1973: 187).'° This is done in order to ensure that the loan is effective in the
purpose of raising the levels of production. The purpose for which the loan was granted
with due attention to consideration of economy and efficiency. The World Bank loans
are normally used to cover the direct import needs for the development financing
requirements of the borrowing country. The borrower is expected to mobilise local
resources and finance local expenditure. However, if a country is not in a position to do

50, the Bank provides a portion of the local expenditure.
2.5, US Influence

The Bank loans have also been driven by many politically motivated decisions. Many
particular loans have been made — or blocked — because of pressure from shareholder
governments. Dominance by the US., the largest shareholder, meant a frequent injection
of US politics and foreign policy into loan decisions by the BWIs, violating the
principle of political neutrality. During the first 10 years of its existence, the Bank was
chiefly a “dollar bank,” reflecting the international strength and dominance of the US
economy (Payer 1983: 29-30). The US was able to impose its wishes on the Bank,
including cessation of lending to Chile during the Allende years and to Vietham and
Afghanistan in 1979 (Morrell 1981), support for Turkey in the mid-1950s and El
Salvador in the 1980s despite European objections (Payer 1983). Preventing assistance
from reaching govermments perceived as hostile to US interests was one principle of
American policy with the Bank. Another was harnessing the Bank’s resources for those
regimes that were regarded as particularly vital to the US security and economic

interests (Bello ef a/ 1982: 34). For instance, nine World Bank loans to Nicaragua

'* The objective of international competitive bidding are two-fold: (1) to serve the interests of both the
Bank and the borrowing country, and the borrowing country by obtaining goods in the lowest-cost market

consistent with satisfactory performance; (2) to give all mcmber countries a fair chance to supply geods
financed by World Bank loans.



during 1951-56 due to highly convenient relationship between Washington and the
Samoza family (Martens ef al 2002: 40). France in Europe and Japan in Asia were also
pressuring the Bank to lend in a manner that bolstered the interests of their countries

(You 2002: 219).
3. World Bank: As seen by the Analysts

In parallel with the growth of Bank lending activities, many studies on projects and
programmes were taken up. Here the situation was even more varied. These studies
were undertaken from very different perspectives, with different sets of objectives, with
very different sets of methodologies, and have ranged from particular case studies to
broad performance evaluations. Therefore, now a significant amount of literature from
varied types of studies are available on World Bank development programmes. The
literature on World Bank provides an analytical framework to understand the underlying
causes for change in the Bank policies and their impact on developmental process. A
number of studies have been reviewed to probe the research gaps and identify
researchable issues, both at the global and Indian context.

3.1. Politics of Aid

In the literature on foreign aid, diametrically opposite views have been expressed on the
role of foreign aid in the development process of developing countries. They may be
classified under ‘pro-foreign aid’ and ‘anti-foreign aid’ views. The pro-foreign aid view
maintains that aid is necessary to fill the marginal resource gap resulting from
inadequate domestic savings, to achieve a targeted rate of growth of developing
countries and to raise the standard of living. The ‘anti-foreign aid’ view that foreign aid
can discourage the developing countries’ own resource mobilisation may encourage

substitution of domestic savings by foreign aid.

Bauer (1981), Friedman (1958) and Gniffin and Evans (1970) argue against aid,
because in their view it could not be effective: while original objective of aid had been
to help countries to develop their own resources, the critics argue that aid would only
substitute domestic resources, resulting in increased consumption. According to Griffin
and Evans (1970), aid retard long-term economic growth in many ways, for instance,
altering the composition of investment with a bias towards activities that were not
directly productive or had a long gestation period. Aid might have bias towards capital-

intensive technology and a tendency to increase country’s subsequent need for capital.
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Aid might frustrate the emergence of an indigenous entrepreneurial class or delay
institutional reform, and thus slow down rather than accelerate growth. Aid then could
not function as a catalyst, on the contrary, as an impediment (Pronk 2001: 618).

The purpose of aid is to foster conditions favourable for a self-reliant growth in
aid receiving countries and eventually to eliminate their dependence on foreign aid.
Rosenstein-Rodan (1969), Chenery (1967), and MacEwan (1966) argue that external
resources could be used by developing countries as a basis for acceleration of
investment and growth. According to Chenery and MacEwan (1966: 177): ‘the main
function of aid is ...to permit an economy to grow at a rate determined by its ability to
invest rather than by its initial ability to increase savings.’ Aid was a catalyst for
‘innovation’ (Radetzki 1973). In other words, the purpose of ‘gap-filling’ assistance was
to do away with the necessity for the recipient country to resort to inflationary method
of financing its development programme. The debate that followed resulted in a rich
literature on what became known as ‘the economics of aid,” which is not the focus of
this study. This study primarily focuses on the World Bank aid, its objectives,

effectiveness and impact.

The ‘economics of aid’ and the political economy of poverty-oriented growth
strategies is a complex and controversial topic. So is the role of the World Bank in the
ciesign and implementation of such strategies. In addressing these subjects, there is an
array of conflicting, analytical and normative orientations. It is, accordingly, difficult to
evalmte the Bank’s work, particularly in the context of shifting policies and changing

nature of aid during the last half century.!!

There are strikingly divergent viewpoints on the role and functions of the World
Bank. It has taken much criticism from both the left and right over many years. Some
critics believe that the Bank has been insensitive to the political concemns of the
developing world, that it primarily represents the view of the industrial countries and
acts as a new kind of imperialist power. Other critics believe that the Bank should be
responsive to market forces; they argue that the Bank has been too detached from the

private sector and the political interests of the industrial countries. To some extent, the

" Aid itself changed during the last half century. The technical assistance of the early years was followed
by community development support in the 1950s, 2id to fill trade and investment gaps in the 1960s, aid to
provide basic human needs in the 1970s, assistance to structural adjustment and debt relief in the 1980s,
humanitarian assistance in combination with support for rehabilitation of countries after the civil wars of
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attacks on the Bank have formed part of a wider attack on ‘foreign aid’ (de Vries 1992:
921-22). The available literature on the Bank’s lending policies and programmes can be
categorised into following three sections: World Bank and developing countries (section
3.2), World Bank and India (section 4) and World Bank and Karnataka (section 5).

3.2. World Bank and Developing Countries

In this section, an attempt has been made to review the literature from the leflist,
conservative and reformist viewpoints. The available literature on the effects and impact
of three kinds of Bank loans - project, sector and structural adjustment - their impact on
the State and its sovereignty helps to concepmally understand the different types Bank

policies, their effectiveness and relevance in Bank-member countries.

A Left view

Leftists viewed the World Bank as an imperialist institution for imposing ideological
views about the development process, and have criticised its record on environment,
poverty reduction aﬁd other social issues (Wade 1990). Amin (1974, 1976), Frank
(1967), Wallerstein (1974) and Hayter (1971), who based their theoretical framework on
Marxism-Leninism, have not viewed foreign aid from capitalist countries as a catalyst
for development of the developing countries. Leftists view the creation of the World
l;‘ank as an attempt of world monopoly capitalism to dominate and exploit the Third
World. The Third World was the creation of foreign aid (Bauver 1983: 87). The Bank
was established to mobilise and stimulate the flow of private investment, its role “was
not so much as what the Bank could lend out of its capital but act as a safe bridge over
which private capital could move into the intemational field” (maﬁbhri 1980: 18).

Availability of aid from external sources always brings with it the threat of
dependence and corruption, and larger the amounts of aid the most serious is the danger
(Payer 1983: 362-63). Hayter (1971:9) states the leftist view of the Bank as a problem,
arguing that “the existence of aid can be explained only in terms of an attempt to
preserve the capitalist system in the Third World...the exploiting classes relinquish the
minimum necessary in order to retain their essential interests.” The only “real” solution
lies in the revolutionary uprooting of the dependent capitalist system and its wholesale

replacement by some variant of socialism.

1990s and aid for human development and foster pood governance by the tum of the century. See, Pronk
2001. :
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Imposes too many conditions: Hayter (1971), Torrie (1984) and Payer (1983)
~ belonging to the ‘aid is imperialism’ school have argued that the Bank imposed too
many conditions in its lending and that the borrowing countries had too little choice in
the Bank’s decision-making process. The Bank conditions were too intrusive (Payer,
1983). In general, the discussions on Bank lending policies, developing countries ofien
sought to limit the Bank’s conditions and avoid cross-conditionality with the IMF. But,
several donor governments demanded conditions with greater emphasis on the adoption
by developing countries of more market-oriented policies. The Bank staff perceived as
arrogant were criticised for underestimating the locals in identification and preparation
of project (de Vries 1992: 922). Given the Bank’s role in these countries, the demands
for greater developing countries’ share in decision-making were well founded and the
Bank acted upon it. The Bank substantially increased the representation of developing
countries in management and staff. But representation on the Bank’s executive board
continues to be based on shares in the Bank’s capital. In 2003, the US had 16.4 per cent
of the voting rights in the IBRD, Japan 7.8 per cent, Germany 4.4 per cent, France and
UK 4.3 per cent each and others 62.1 per cent. What is important is that the operating
and policy decisions on the board are in practice made by consent and discussions, in
which the representatives of the developing countries fully participate (de Vries 1992:
922).

Leftists have argued that anti-poverty efforts in developing countries were not
politically workable because such countries are “dependent capitalist” states. They
lacked growth promoting “national bourgeoisie” because the most powerful political
actors were closely tied to foreign capital. They were thus “structurally inhibited” from
pursuing poverty-oriented strategies because these would transform the status quo from
which the elites derived benefit. In such political system, the policies designed to
combat poverty would be mere palliatives or tokenism at best and probably

counterproductive (Ayres 1983).
Conservatives’ view

For conservatives, the Bank’s operations promote socialism in the developing countries
by “undermining” capitalist development. In U.S., this line of argument was spread
from academic circle into policy circles with the arrival of the Reagan administration.
The new administration questioned the utility of the Bank on many grounds, one of

which was the poverty-oriented programmes begun under McNamara. FEarly in the
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administration, for example, its budget director protested that the Bank “has supported
. state planning efforts in some countries” and “has not been vigorous in using the
leverage inherent in its large lending programme to press recipients to redirect their
economies toward a market orientation” {Ayres 1983: 12). The budget director wrote a
memo that argued for the elimination or reduction of American participation “in range
of multilateral organisations that are not responsive to U.S. foretgn policy concerns, and
that in many cases may be ineffective in producing sound economic development”

(Ayres 1983: 231). Key Congressmen hostile to the Bank contributed to the attack.

Quantitative growth of the Bank was a major reason for the conservative critique
of the Bank.'? They claimed that the Bank had grown too fast, that it had usurped the
international development efforts at the expense of the US bilateral assistance
programme of Inter-American Development Bank and that its future growth along past
lines could not continue to be financed (Ayres 1983: 231).

The conservatives saw the Bank as promoting ‘“hare-brained” schemes m
developing countries at the expense of sound development policies. Such policies would
entail greater attention to the private sector, free enterprise, and in general, “supply side”
economics applied to the Third World. Instead, the Bank emphasised national planning
and thwarting the development of the private sector, which should be the real engine of
growth (Ayres 1983: 13). The radical right in the US urged that the Bank should be
more exposed to market forces and proposed that government support for Bank bonds

~—~be-removed by winding down iis cailable capital (Phaup 1984). Such a policy would
severely cut the Bank’s lending and other functions, quite contrary to the interest of the

developing countries, especially the poor (de Vries 1992: 923).

Bauer, a leading advocate of market forces, in his “Equality, the Third World
and Economic Delusion” (1981) criticises the World Bank for transferring wealth to
governments, and not to the people and least of all to the poorest who need the
assistance most, for politicising life in the recipient countries. The World Bank
supported heavy industries rather than small firms using indigenous technology. de
Vries, (1987: 1-7) argues that little of the criticism of Bauver and other conservatives
apply to the Bank. The Bank normally designed its loan projects to meet sound banking
standards and its conditions presume, or help establish, efficient policies, which might

" The conservatives began with objection to the quantitative growth of the Bank and IDA during the
McNamara period, .
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not be possible under governmental bilateral aid. Furthermore, while the Bank
. substantially increased its lending for poverty alleviation during the 1970s, this lending
was aimed at improving the productivity of the poor through investment in irrigation,
water conservation and basic services. In practice, the Bank and developing countries
shared many common objectives, such as the strengthening of economic and financial
ties, resumption and maintenance of a new growth momentum, widening of markets and

an increase in capital flows.
Difference between Leftists and Conservatives

Ayres’ Banking on the Poor (1983: 12) maps out different viewpoints of the leftists and
conservatives on Bank lending. The leftists argued that Bank funds might not reach the
poor at all, while conservatives concerned that they might in fact reach them, contribute
to their empowerment, and possibly result in changes of regimes away from capitalism.
Leftists argued that much of the World Bank lending simply ended in the pockets of
developed-country exporters and MNCs through contracts awarded in connection with
the Bank projects, conservatives argued that not enough was reaching in their pockets.
Leftists saw the terms of the Bank lending as too onerous to be supported by the public
treasuries of developing countries, and therefore, as contributory to a vicious circle of
external indebtedness requiring still more loans. Conservatives viewed that the terms of
lending were too liberal. In their view much Bank lending, particularly IDA lending,
represented a “giveaway,” money wasted on projects with marginal rate of return.

To sum up, both leflists and conservatives criticised the Bank for different
reasons. It is argued that both models were inappropriate as a criterion for evatuating the
Bank’s programmes. The leftists neglected the fact that revolutions were not always
necessary for meaningful social change to occur. Nor were they always necessary for
achieving what they claimed to achieve (such as income or wage equality). The
conservative model, which currently dominates the political debate about the Bank, is
fixated on private-market solutions to the problems of development and gives little
importance to the provision of “public goods.” It substitutes profit motive for the
achievement of development (Ayres 1983: 14).

Reformist view

Hirschman (1970) and Ayres (1983), adopt a reformist view, emphasising the Bank’s

role as a development institution. Given the Bank’s involvement in socio-economic
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development in poor countries, they largely concerned with various ways of promoting
reform rather than ways of promoting revolutionary activity or arresting progress. The
World Bank is an agent of reform and its objective is growth with equity.

Reformist’s defense is that the Bank’s poverty-oriented projects were consistent
with its long-standing emphasis on economic growth. The Bank placed greater stress on
cost recovery and on such associated notions as the affordability of the benefits provided
by its projects, and that the Bank also stressed the importance of the policy environment
within recipient countries as crucial to project effectiveness. Opposing the Leftists’
contention that Bank funds did not reach the “truly” poor, reformists argued that the
Bank sharply increased anti-poverty lending since the McNamara period. Both the right
and left were concerned that the Bank projects did not pay much attention to “institution
building” issues. As a result, they were alleged to make insufficient contributions to
long-term development. But the historical record demonstrated that the Bank’s concern
with ensuring that development projects it financed made many contributions beyond
simply the capital installations themselves (Ayres 1983: 15). The Bank was thus

vulnerable to crosscurrents of criticism. Much of the criticism was overtly ideological.

Besides above viewpoints, a few argued that the Bank was a complex
organisation. Oliver’s (1971, 1975) accounts of the Bank’s history show the differences
of opinion about how the Bank should pursue its central objective, both between the
Americans and the British, and within the US administration itself. Naim (1994)
cridcises the Bank practices of generating ‘goal congestion.” But Gilbert ef a/ (1999)
argued that the Bank was a complex institution because ‘development and poverty

reduction’ was a diffuse and complex agenda.
3.3. Effects of Bank Lending

There is a considerable amount of literature that documents the consequences of Bank
aided projects and SAPs on the economies and people of the developing world. The
Bank succeeded in increasing farm and industrial productivity in developing countries
by inducting new technologies, planning, management practices and institutions (Guhan
1995). But many argue that modemn cultivation techniques promoted by the Bank had
lasting effects such as soil erosion and displacement of farmers which contributed to an
increase in the concentration of land in the few. Ayres (1983), Lipton and John (Toye
(1990), Lele and Bumb (1994), Hartmann and Boyce (1978), and Bello (1982) argue
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that the Bank aided projects in the developing world such as Brazil, India, Bangladesh
_and Philippines primarily assisted farmers with relatively large holdings at the expense
of the poor.

Aid targeted for “small farmers” is actually going to relatively prosperous ones,
and there is no help at all for the landless (Payer 1983: 368). For example, the IDA
project commenced in Punjab in 1970-73 to support the farm credit to purchase tractors
primarily benefited the rich farmers which displaced labour without raising output
(Lipton and Taye 1990). The execution of Narayanapura and Almatti dams under Upper
Krishna Project in Kamataka were increased the landless to 46 per cent from 36 per cent
(World Bank 1993b). The IDA’s tubewells project in Bangladesh benefited the rich
farmers having political clout. The landlords use tubewells for their own acreage and
seil the surplus water at high rates to the peasants. Monopoly on water forced them to
buy land around them, which caused an increase in the number of landless (Hartmann
and Boyce 1978). In Columbia, Ethiopia and Pakistan, the new technology financed by
loans in the early 1970s contributed to the displacement of tenants. This was due to the
lack of supporting changes in the institutional structure, especially land tenure (World
Bank 1975: 22). Irrigation, electricity, roads and ports projects have done more harm
than good to those whom they are supposed to benefit (Payer 1983: 91).

Ill-conceived agricultural projects have accelerated destruction of sound
agricultural methods (Ayres 1983). The Bank paid insufficient attention to social issues
in its project-designs (Belio es al 1982). Negiect of social issues such as dislocation and
resettlement in its project designs had embroiled the Bank in political conflicts. The
administrative and institutional weaknesses and conflicts over development priorities in

recipient countries are part of the Bank aided projects in developing countries.

Environmentalists have also been equally opposing the Bank aided projects in
Africa, Latin America and Asian countries. They cite the large-scale cattle projects in
Latin America which have accelerated deforestation, displaced small-scale farmers, and
contributed to a further concentration of land ownership. Tobacco projects executed in
Africa during 1974-1982 caused regional deforestation and increased the desertification
on the entire continent (Gros 1994). The Bank projects destroyed ecological balance
and have done little to preserve and utilise the knowledge of native people. Ecological
norms have been flouted in the Narmada Valley Project in India (Guhan 1995; Caufield
1996).
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Payer (1983) observes that in many cases, the Bank directed “cost benefit
analysis (of a project) became cosmetic analysis as the projects were, of course, chosen
a priori on political grounds.” Payer was night when she described the civil services of a
borrowing country as the “fifth column of the Bank.” Lack of accountability, poor
management, high tumover, cautious staff, political interference, poor interaction
between the Bank project officers and local implementing officers were part of the
problem which continue to undermine the Bank’s relevance to meaningful development

(Ayres 1983; van de Laar 1980).

Conflicting hypotheses have been advanced about the effects of SAPs on income
distribution and poverty. Reviews of World Bank and IMF programmes conducted by
staff members have concluded that, ‘in general, SAPs have improved rather than
worsened income distribution.’ Srinivasan (1988) supports this view. For him
‘adjustment measures by eliminating imbalances and attaining a sustainable and
efficient development path are likely to have a positive impact on the welfare of the
poor.” Heller et al (1988) argue that the programmes will reduce inflation and help the
poor. ‘One expects the poor to benefit from reduced inflation because they typically post
most of the inflation tax.” The argument is that the poor lack assets, which acts as
hedges against inflation, and also holds a disproportionately large amount of cash
because they lack other means of exchange, such as credit cards. No empirical evidence
is adduced. USAID and OECD documents also argue that SALs have not had any
negative impact on the poor and do not aggravate existing poverty {Stewart 1995: 21-22,
59).

In contrast, non-cgalitarian effects have been suggested by some analysts,
stemming largely from the falling wage share associated with devaluation. A major
criticism has been that SAPs were too familiar in their composition and their
methodology despite wide diversity that existed between countries in different regions,
cultures, and levels of development. The speed with which significant policy changes
and decisions was expected to be made in these SAPs described as unrealistic and not
adequately reflective of the realities of government and policy making. It has been
argued that this excessive speed has been particularly hard on the poor because of fiscal
cuts, which affect basic social services directly due to reduction in food subsidies and
the introduction of user charges. These SAPs have been blamed for the lack of concern
towards improving the growth prospects and often for actual damage to growth
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prospects by implementing cuts in public investment'® (Taylor 1988). Equity-oriented
criticism, on the other hand, reflects the adverse effects of adjustment programmes on
poverty and income distribution. Such adverse effects were apparent in Latin American
and African countries, although not in Asia (Stewart 1995). Elbadawi (1992) concludes
that in sub-Saharan countries ‘World Bank adjustment lending has not only significantly
affected the economic growth but has contribuied to a statistically significant drop in the

investment ratio.’

Introduction of user fees is justified as improving welfare and reducing waste as
well as providing an additional source of government revenue. User charges have been
introduced in water, health and education sectors. The studies have shown that
introduction of user fees in school in Zimbabwe in 1991 led to decline in children’s
schooling.'* Similarly, increased health charges were reflected in a fall in the use of
health care facilities in Zimbabwe, Zaire, Ghana, Kenya and Lesotho (Stewart 1995: 72-
73). Associated with increase in poverty, “new poor” group's emerged as a result of
SAP. The Bank identified three problems associated with the SAP. Firstly, restrains on
government expenditure were associated with a curtailment of public investment
expenditure and therefore, deteriorating infrastructure. Secondly, tight monetary policy,
foreign exchange shortages, depressed expectations and deficient infrastructure led to
re;duce private investment. Thirdly, cuts in public expenditure per capita on reduction
further weakened the human resource base (Stewart 1995: 141).

3.4. Adjustment with Human Face

According to the reports by UNICEF and UN Commission, SAPs effected negative
impact on living conditions of the people in Africa and millions of children under age of
five died each year after 1982. Social unrest and popular uprisings witnessed in Tunis,
Nigeria, Morocco, Mexico and other developing countries in the 1980s and 1990s was
due to cut in wages, jobs and subsidies on essential goods. In 1987, UNICEF advocated
‘adjustment with human face,” an alternative set of policies designed to protect the poor
during adjustment. Later, both the Bank and the IMF acknowledged the need to take

into consideration the social consequences of adjustment.

"* Per capita expenditure on social sectors fell significantly among adjusting countries of Africa -
Tanzama and Zaire (30%) and Latin American - Mexico and Ecuador (13%). See, Stewart 1997; 77.

"A survey of textile and cloth workers showed that 40% of them had reduced their children’s schooling,
mcludmg taking children out of school, or not sending them to the subsequent level of education,

* The ‘new poor” are often defined as to include all those who lose their jobs as a result of SAP.
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To combat increasing poverty during the SAP, President Conable in 1987
restored the Bank’s poverty strategy by refocusing of social expenditure in health and
education; and designing cost-effective compensating schemes in the fields of nutrition
and employment in rural areas (IBRD 1987). To target the poor, universal subsidies
were replaced by targeted subsidies. The removal of universal subsidies was justified on
the grounds of inefficiency and coverage of non-poor. Targeted subsidies were designed
to achieve minimum leakage to the non-poor, and maximum impact on poor households.
But this mechanism had been opposed for a number of reasons, including administrative
costs and efficiency costs, political factors and the other equilibrium effects. Cornia and
Stewart (1997: 82-83) point out two errors: targeting errors of omission of the poor from
the scheme and errors of inclusion of the non-poor. In a study of targeting, Mateus
(1983) argues that in Morocco 80 per cent and 70 per cent of the budgetary costs in rural
and urban areas respectively ‘increased the consumption of the already well-nourished.’
Total costs were unnecessarily high because intervention reached the non-targeted
population. In Sri Lanka, Pakistan, and Jaimaca also the schemes failed to reach the
targeted population (Stewart 1995: 93).

3.5. Role of the State

Although there is tremendous variations in details of the stabilisation and SAPs being
initiated, nearly all entail a reduced role for the state in the economy. Mosley, Harrigan
and Toye (1991) argue that structural adjustment demands above all, ‘the role back of
the state’ through privatisation, dereguiation and letting the market work its magic. The
state’s role was reduced in the area of expenditures and ownership of the productive
enterprises and greater reliance on market mechanisms in the areas of exchange rate
adjustment, trade liberalisation, and the use of subsidies. These tendencies were a far cry
from the extensive state interventionism, economic nationalism, and state socialist

experimentation found in much of the developing world during the 1960s and 1970s.'

The Bank’s Berg report stressed the ways in which economic growth in Africa
had been impeded by domestic policy inadequacies and deficiencies (IBRD 1981).
Similarly, the IMF focussed on domestic policy failures in its analysis of the external
debt problems of developing countries (IMF 1983: 20). It was through their policies,
conditionality and “support for policy reforms,” the Bank and the IMF were attempting

' A number of studies arpue that the role of the state in the modemn economy is large. A few of them are
Miliband (1969), Alavi (1972), Cameron ($978) and Stepan (1978).
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to change the role of the state in the economy. The accumulation of developing country
debt and the global debt problem greatly increased their role and influence in recent

years (Biersteker 1990).
Biersteker (1990: 486-88) argues that the Bank and IMF policies affect the forms

of state intervention in the economy in six ways: influence, regulation, mediation,
distribution, production and planning. First, they tend to increase, or at least maintain,
state efforts to influence the economy. On issues such as devaluation,'” and fiscal
adjustment, the state intervention as influence is enhanced, even though fiscal
adjustment is associated with a decrease in several other forms of state economic
intervention. State attempts to regulate the economy tend either to be reduced or to be
redirected in support of private-sector investment. Privatisation of the economy
dismantles the regulatory laws and the market replaces state licensing and incentive
schemes. Stabilisation and SAPs are not designed to reduce state efforts to mediate
conflicts among capital and labour. They entail a redirection of state mediation by tight
management of unions and managing demand by imposing wage restrictions. The SAPs
assume that the state will continve to play an active role in facilitating greater co-
operation. The elimination of subsidies, the phasing out of price controls, the
termination of wage indexation, and the increase of state interest rates all reduce the
state’s distributive intervention in the economy. The general reduction in government
spending prescribed in stablisation and SAPs entail a reduction in the state’s efforts to
produce goods and services. Though state preduction cannot be eliminated, IMF and
Bank policies attempt to redirect it by altering the criteria by which its investment
decisions are made, in the direction of greater reliance on economic efficiency. Finally,
as the IMF and Bank policies leave most of the economy to the market, they, in fact,
reduce state efforts to plan economic activity. The decrease in current government

spending also reduces available resources for planning.

It is thus argued that stabilisation and SAPs associated with the IMF and the
Bank de not form a blanket attack on state intervention in the economy. In fact, if they
were to be implemented fully, they would probably facilitate a major continuation or
extension of some forms of state intervention (influence and mediation), redirection of
other forms of state intervention (regulation, mediation, and distribution), and a major

reduction only in one area (production). The likely effects of a stabilisation and SAP on

" A major devaluation involved direct investment by the state.
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state intervention in a particular country will depend on the degree and nature of its
previous intervention. Historical precedents will invariably influence the possibilities for
change. Furthermore, the consequences of these programmes are likely to change over
time, as well as over different time and horizons (Biersteker 1990: 488).

3.6. Undermine Sovereignty

Stabilisation and SAPs criticised in India, as elsewhere, on the grounds that they
undermined the sovereignty of borrowing nations and national-policy making ability of
multilateral organisations for collaborating with globalisation efforts (Swaminathan
1994; Farazmand 1999; Held 1995). The pivotal role of the state under the SAP and
global capitalism has threatened the state identity by putting its sovereignty at bay
(Vernon 1971). On the other hand, Hirst and Thompson (1996) and, Boyer and Drache
(1996) argue that globalisation has been exaggerated and that states remain strong in the
crucial functions of governance. Krasner (1993) argues that de facto (state) sovereignty
has been strengthened rather than weakened.

International loans carry both ‘cross-conditions’ and ‘cross-over conditions’ that
deepen the financial, military, political and economic dependency on Western powers
and globalising power elites, who can easily dictate policy choices to poor developing
countries. Such money usually enriches the host country’s power elite at the expense of
millions of people (Farazmand 1999). As Korten (1995) states, the “Bank-approved
consultants often rewrite a country’s trade policy, fiscal policy, civil service
rcquireménts, labour laws, health care arrangements, environmental regulations, energy
policy, resettlement requirements, procurement rates and budgetary policy.” Hankock
(1989) calls the Bank leaders the “lords of poverty” leading global policy directions
through “organisational elites” who execute the policy preferences of the “inner circle,”
global corporate elites (Useem 1984; Dombhaff 1970).

Parenti (1995) and Korten (1995) argue that the World Bank’s conditions and
policies have changed the nature and crucial functions of the state. Perhaps the most
important change for public administration is the shift of administrative state from a
welfare state to a corporate state. Naisbitt (1994) and Ohame (1995) argue that
introduction of SAP and growth of international organisations and MNCs made the state

irrelevant or even obsolescent. The communications revolution promoted the dissolution
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of the sovereign state (Howell, 1998).'® Streeten (1999) argues that increasing role of
the superterritorial governance organisations deepened the dependency of developing
countries and created serious problems of governability in those nations. But many,
including some of the earlier critics of globalisation, now regarded transnational
corporations as indispensable agents of development, promoting the integration of
developing countries into the emerging network of globalised production and thus
enhancing their efficiency and growth. A central challenge is the development of

international law and supranational organisations that can make and enforce the niles for

the global economy (Drucker 1997).

A few social scientists in India, especially on the left, have argued that
globalisation has the consequence of eroding the economic autonomy of the nation-
state. Bhambhri (2000: 78, 221) commenting on the Indian state states that ‘the
autonomy of Indian State vis-g-vis global capitalism has been eroded...The crisis of the
Indian state has been intensified because the domestic exploiting classes have linked
themselves with global ruling classes by surrendering the autonomy of the Indian
state... Thus globalisation of the Indian economy has directly affected sovereignty of the
Indian state.” The Marxist economists, Bhaduri and Nayyar (1996) and Prabhat Patnaik
(2000), believe that opening up for globalisation is eroding the economic authority of
the nation-state. Contrary to the claim of the Leflists,” Baldev Raj Nayar argues that
there was erosion of India’s economic autonomy before globalisation. India’s economy
.. grew. after globalisation because of consequent strengthening of its economic
capabilities. “Indeed, if there was ever been erosion of economic' sovereignty, it was
before the onset of the period of globalisation” (Nayar 2003: 16).

4. The World Bank and India

India, one of the Bank’s founding members, is still Bank’s leading borrowers, and had a
major influence on the Bank’s understanding of development. The Bank has been
India’s largest source of external capital, and provided almost a third of all long-term
gross inflows in the 1980s and, by the end of the 1990s, was supplying more than a fifth.
Bank’s disbursements, which were about 5.5 per cent of gross domestic public
investment during the 1980s, rose to about 8 per cent in the early 1990s and have been
6.2 per cent since 1998 (Zanini 2001: 9). Cumulative lending from 1950 until June 2002

" E-mail, the Internet, the satellite dish. .. herald the end of out.cultural sanctity. See, Howell, 1998.
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has been $ 58 billion for nearly 450 projects, split more or less equally between IDA and
IBRD.
Since the Bank has been the largest source of external aid, there has been an

extensive discussion on the Bank’s involvement in the formulation of economic policies
in India. The discussion itself has been fuelled for reasons which have more to do with
economic and political policies. At the time of Independence, the Indian State
functionaries and captains of industry welcomed foreign capital in the “interest of the
nation”. The foreign capital was favoured on the premise that India lacked capital and
technological resources for development. Foreign aid was needed for underdeveloped
country such as India (Bhambhri 1980).

Even though lending to India was modest in the 1950s, the decade was notable
for many landmarks in the India-Bank relationship. On the initiative of the Bank, the
Investment Credit and Investment Corporation of India (ICICI) was set up in 1955, the
World Bank Resident Mission in New Delht in 1957 and the Aid India Consortium in
1958. The end of 1950s marked the settlement of water dispute between India and
Pakistan on the sharing of waters of Indus river basin. After eight years of negotiations
with the Bank’s mediation, the Indus Water Treaty was signed between the two
countries in September 1960. Thus, the Bank’s relationship with India began with a
slow acquaintanceship, cautious lending for railways, iron and steel, irrigation, and

development finance; and the mild criticism of overly ambitious second five-year plan.

Initially, the Bank and other donors supported the third five-year plan. But a
high-level Bank economic mission led by B Bell criticised the government’s
development strategy and recommended greater liberalisation, increased foreign aid and
currency devaluation. The sense of vulnerability prevailing in India at that time, partly
due to the country’s increasing dependence on aid, exacerbated sensitivities about
outside interference. The policy dialogue triggered by the Bell report and directed by the
Bank’s President became confrontational. The Bank and India became estranged, with
notable exception of agriculture (Zanini 2001: 9-10). For the Bank, the policy dialogue
represents an early attempt to use the leverage of its lending in a major member country.
While the government accepted the need for reform, the Bank pressure caused
resentment. The modest amount of devaluation, combined with tariff surcharges on
traditional exports, a severe drought, and inadequate relaxation of the underlying control

regime proved insufficient to generate a strong supply response. With the disastrous
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consequences of an import-liberalisation-cum-devaluation package in 1966, the
controls were tightened again and the government emerged from the episode of
liberalisation and determined to lessen the country’s dependence on foreign assistance.
In response to public criticism to devaluation, the Prime Minister, Indira Gandhi,
nationalised the banking and insurance sectors.

In the late 1960s and 1970s, the trust was restored. India’s agriculture sector
became the focus of IDA assistance, which helped produce Green Revolution. The
poverty reduction strategy introduced in the 1970s further widened the role of the Bank.
The IDA increased its support for agriculture, with irrigation and other sub-sectors in
agriculture accounting for over a third of total lending. However, Indian authorities -
who feared Bank interference in politically sensitive national programmes — resisted the
Bank’s ambitions to support the government’s anti-poverty schemes. Policy advice and
economic analyses, mostly produced by resident mission staff in close consultations
with the government officials, had a modest impact. Conditionality was used sparingly,
and the common ground between the Bank’s objectives and the government’s was
continually stressed (Zanini 2001: 10).

Following the debt crisis in the late 1970s, the Bank was actively supporting
SAPs in many developing countries since the early 1980s. But throughout the 1980s, the
Bank management did not address India’s disappointing policy record for fear of
jeopardising a strong lending relationship with a sensitive client. The Bank muffled its
advisory and institutional reporting roles (Zanini 2001: 11).

The 1980s saw more funds being pumped in for power sector, social
programmes such as family welfare, public health and nutrition. Though IDA lending
declined considerably during the decade,” both as a proportion of the total and absolute
terms, IBRD and IFC investments grew rapidly.?! India’s access to international private
capital in the 1980s due to ongoing economic liberalisation had been cited a reason for
the decline of IDA’s share. It was also because of increased claims on IDA funds from
the least developing countries of Africa and on account of the entry of China as another

IDA eligible country.

* The actual estimates on the basis of which the policy-package was recommended were made by USAID
gilh \yhich the Bank worked in close collaboration. See, Raj 1976.
1| India’s share in total IDA lending declined to 25 per cent from 80 per cent during 1970-80.

Total Bank annual commitments reached a peak of $ 3 billion in fiscal 1989 and $ 18.5 billion for the
decade. See, Zanini 2001: 11.



The Bank’s OED report (Zanini 2001) pointed out that the Bank supported
projects in sectors such as irrigation, power, health, education, urban development and
rural credit in the 1980s had limited policy content. The state electricity boards and

irrigation utilities incurred heavy losses due to poor cost recovery and maintenance. The

Bank was not able to establish policy dialogue in health and education because of the

government’s resistance to foreign advice.

With India’s transition in 1991 to a SAP, the Bank started wielding power to
shape the national macro-economic policies. The foreign exchange crisis of India
provided it an opportunity to impose SAP to reorient country’s policies for achieving
sustainable growth at more rapid pace. Three quick disbursing IMF and Bank loans
were granted to support the initial phase of government programmes of industrial
deregulation, liberalisation of international trade and to increase the efficiency of public
enterprises. Thus, in the 1990s, the Bank tuned the Indian economy to global
development (Swamy 1994). In this context, the foremost issue was under what
circumstances did the World Bank succeed in changing the economic policy of the
country and did such changes bring about a desired effect?

Underlying this transition was a changed international conjuncture and an
accentuation of the contradictions of the dirigiste regime. The crisis facilitating its
introduction did not represent any “collapse” of the earlier economic regime. It was
speculation-induced and admitted alternative responses in the short-run which could
have been the prelude to an alternative strategy (Patnaik and Chandrashekar 1995). But,
the changed conjuncture did prepare the soil for structural adjustment. On the external
front, collapse of the Soviet Union in 1991, integration of East European markets with
Westemn Europe, and the Gulf War in 1990 were responsible for the India’s economic
crisis of the 1990s. India’s credit rating at this time was very low and loans were not
available from other sources. Thus, the IMF and World Bank loans were only practical

choice for India.

The dirigiste regime had serious internal contradictions (Rai 1992; Patnaik and
Chandrashekar 1998: 8-9). First, the state within the old economic regime had to
simultaneously fulfil two different roles, which were incompatible in the long run. On
the one hand, it had to maintain growing investment expenditure in order to keep the
domestic market expanding. The absence of any radical land distribution had meant that

the domestic market, especially for industrial goods, had remained socially narrow-
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based: it had also meant that the growth of agricultural output, though far greater than in
the colonial period, remained below potential. Even such growth was occurred it was
largely confined, taking the country as a whole, to a narrow stratum of landlords-turned
capitalists and sections of rich peasants who had improved their economic status. Under
these circumstances, a continuous growth in state spending was essential for the growth
of the market. At the same time, the state had made large-scale transfers to the capitalist
and pro-capitalist groups. The contradictions between these two different roles of the
state manifested in increasing government’s revenue deficit. The other contradictions of
dirigiste regime were inability of the state to impose a minimum measure of “discipline”

and “respect for law” among the capitalists, especially tax laws.

It was against this background of sluggish industrial growth and growing
pressure for a retreat from interventionism and the adoption of Fund-Bank style
“liberalisation” package that the economic policies of the early 1990s, marked in several
ways a departure. In the first half of the 1990s the Bank focused on crucial areas of
reforms for sustainable growth and on human development. The Bank did not pay much
attention to the inadequacy of agricultural incentives, the landless rural poor, rainfed
agriculture, and the structural constraints to rural development. It also missed
opportunities to reform safety nets and to improve the targeting of the poor and women
in its projects and in public expenditures (Zanini 2001: 12).

In the second half of the 1990s, the Bank shifted the reform agenda to the states
and began studying state finances and increased assistance to sector reforms. Offered its
support in restructuring social programmes and providing the poor with skills to
participate in new, more competitive market economy. The telecommunication
companies, ports, and gas and oil sector, which had the potential to attract private
investment, were excluded from lending assistance. All new loans were expected to
have a strong policy content (Zanini 2001: 12). However, the pace of reforms continued
to be influenced by political developments. A series of scandals in defence procurement,
stock market manipulation, and mismanagement of the country’s largest state-owned
mutual fund have distracted the Central Government from its ambitious reform agenda.
After the attack on World Trade Center (WTC) in the U.S. on September 11, 2001 and a
terrorist attack on the Indian Parliament in December 2001, tension with Pakistan
increased, further distracting the Central Government from important domestic policy
matters (World Bank 2002).
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5. The World Bank and Karnataka

In the second half of the 1990s, the World Bank shifted reform agenda to the states since
the issue of state-level reforms had received little attention. The policy making at the
state-level is essential to enable the state govemnments to follow development strategies
to their socio-economic, cultural and geographic characteristics (Bajpat and Sachs
1999). The Bank viewed that the state-level reforms were important to set right a
deteriorating fiscal position and to promote regional equity. The state governments,
which had shown political willingness to implement reforms, received World Bank
loans. Kamataka is one such state to receive Bank aid to introduce reforms in different

sectors. In recent years, the State has imtroduced a number of fiscal and governance

reforms.

The World Bank has granted loans to several projects in Karnataka to meet the
challenges of poverty and to accelerate the pace of economic development. The Bank
has granted loans to a variety of projects such as irrigation, watershed development,
rural water supply and sanitation, urban services and municipal strengthening, state
highways, sericulture, dairy development, community based tank management, social
forestry, health, education, power etc. The state has received IDA loans for most of the
projects in the agriculture sector.

The Bank, which denied funds to Karmnataka during J H Patel Government
| between 1995 and 1999, accelerated its lending after S.M. Krishna assumed office as the
Chief Minister of the State in October 11, 1999. On November 9, 2001, S M Krishna
and Bank President James D Wolfenson at a meeting in Bangalore resolved to
strengthen the partnership between the Bank and the State. They agreed on a common
vision of good governance, fiscal prudence, and investment in social infrastructure as
the most effective way to combat poverty. During the two-day visit to the state by
Wolfenson, the Chief Minister Krishna sought the Bank’s support not only as a source
of funds, but as a resource for technical expertise and providing training. Wolfenson
noted that the State had the potential to become a role model in the use of information
technology to attack poverty.

At present, the health sector constitutes the fastest growing portfolio of the Bank
in the State. The State has implemented India Population Projects (IPP) I, 111, VIII and
IX and Kamnataka Health Systems Development Project (KHSDP) with Bank assistance.
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Except KHSDP, all other projects have been completed. The State had also received
funds under the World Bank financed National Aids Control Project, Tuberculosis
Control Project and National Leprosy Elimination Project. All these projects are multi-
state in character.

The World Bank aided many health projects because good health increased the
economic productivity of individuals and the economic growth rate of a country.
Investing in health was one means of accelerating development (World Bank 1993c).
The Bank has shown keen interest in aiding health projects in Karnataka because the
State is ahead of other states and expressed its interest in developing a package of policy
reform. Furthermore, the administrative capacity to undertake health projects was
relatively strong compared to other states (World Bank 1996a: 2-3).

The Bank assisted IPP projects since there was a need for revamping and
modemising the health sector as existing primary heaith centres (PHCs) had only
limited success in achieving their objectives. The utilisation of their services by
communities has frequently been poor. A principal reason was the low quality of care
provided in much of the public sector in Kamataka (Bhatia 1999). Effective coverage by
PHCs was restricted largely to villages within a distance of five kilometres. Several
studies attribute the poor quality of PHC service to personnel problems such as poor
involvement and low morale of peripheral workers (Bhatia 1999; Rao 1999).

A study conducted in Karnataka indicate that factors such as coordination and
communication between field staff and higher echelons of administration were
significant determinants of performance effectiveness (Ray 1976). Poor performance of
PHCs has been also attributed to organisation and decision-making. Centralised decision
making resulted in delay in the supply of drugs to PHCs and other sub-centres
(Narayana and Reddy 1980; Bhatia 1997). Inadequacy of staff quarters at the PHC level,
vacant staff positions, poor training and corruption were cited as other reasons for poor
quality of health services (Bhatia 1999). In addition to this, lack of clear-cut
demarcation of sphere of activities between the local elected bodies such as zilla, taluk
and gram panchayats and health officers also constrained the quality of health services
in the State (GoK 1996a). A few beneficiary assessment studies show that public health
services are utilised by low-income groups. Moreover, the government facilities were
used mainly for the treatment of communicable diseases, which affected the poor more

intensively (World Bank 1996a). To know the contributions made by the World Bank in



the health sector in the State, IPP III was taken as a representative sample for an
empirical study. The study examined both pros and cons of the Bank intervention in the

health sector in the State.
6. Research Gaps Identified from the Review

There is no secret that a vast amount of literature and documentation exist on World
Bank lending, its policies and progrmmmes. A majority of the studies deal with the
Bank’s aid programme in developing countries of sub-Saharan Africa, Latin America
and Asia. However, most of the studies focus mainly on the impact of Bank aid on
reduction of poverty, aid effectiveness and social issues. After the introduction of the
SAP in the early 1980s, a large number of studies started focussing on Bank’s role in
implementing the SAPs in developing countries, conditions attached to and impact of
SAPs on poverty reduction. A considerable number of studies based on ideological
moorings attribute to increased poverty and slow growth as the reasons for the
ineffective role of the Bank in formulation and execution of the policies in developing
countries. Many studies argue that aid was actually going to relatively prosperous
people and there was no help for the poor. As competitive political ideologies gave way
to a world with a single dominant political ideology in the 1990s, many studies emerged

focussing on the Bank's policies entailing reduced role for the state in the economy.

Seen in the Indian context, the World Bank has been having a major presence
and role in providing aid and guidance in the development of the economy. Despite
differences with the Bank on the implementation of five-year plans and a host of other
economic issues in the 1950s and 1960s, India obtained huge amounts of Bank
resources by accommodating to the Bank suggestions, advice and conditions. The Bank
also brought a number of ideas, information, institutions and policy change in India.
Notwithstanding this, the review of literature reveals that there were no major studies
dealing mainly with regard to Bank’s policy formulation and implementation in India.
The literature published by the Bank provides only one-sided view. Much of the
literature is evaluation studies of the projects assisted by the Bank. It deals only with
relevance to the Bank policies and projects in India owing to the presence of vast
poverty. But, there are hardly any study on the Bank’s policy formulation and policy

implementation as perceived by the Indian national and state governments.



The history of the India-Bank relationship goes back to the establishment of the
Bank itself. Except Bhambhri’s study The World Bank and India (1980), there is hardly
any major study provides historical account of the Bank-India relationship. Since the
publication of Bhambhri’s study, many developments have occurred in India-Bank
relations, particularly after the introduction of economic reforms in 1991. There are no
studies, which give an account of India’s loan agreements with the Bank and Bank’s
policy dialogue with India. The present study makes an attempt to examine the roots of
India’s social, economic and political problems in order to provide a context for India’s

decision to go in for Bank loans on many occasions.

With the introduction of SAP in 1991, the World Bank took over a new role in
India. Under this policy, financial flows to the country were made by imposing
conditional changes in the policy, generally by limiting the role of the state in
mobilising its resources for building public infrastructure such as roads, hospitals,
schools, and so on. There are a good number of studies on economic reforms and effects
of liberal economic policies on different sectors. But it is rare to find a study that
analysed under what circumstances did the Bank succeed in bringing about changes in
the economic policy of the country and have such changes made a desired effect. In this
context, the study examines the Bank’s experience with policy-based conditional
ler-xding and the impact of the Bank’s macro-policies on the adjustment policies in India,
The Bank has also entered into policy dialogue in different sectors. It is important to
know whether Bank’s lending to different sectors have helped reduce poverty and

accelerate economic growth.

The literature reveales that decisions and codes of conduct of multi-lateral
organisations such as the World Bank, IMF and WTO have changed the nature of the
state and functions of its administration. The economic role of the state and the public
sector in the allocation of resources, the equitable distribution of wealth, stabilisation of
economy and economic growth has been overruled by the global organisations. Under
the SAP, there is a growing role for the governments as partners with and promoters of
their private sector, often at the expense of public goods and services. Since the role of
government is progressively shifting towards providing an environment for the growth
of private sector, the study examines the implications of Bank policy on public
administration and administrative changes in India, particularly in the context of

Kamnataka. There is hardly any study dealing with the effects of World Banks’ lending
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on the functioning of the administration at the State-level. And, more importantly, the
study makes an attempt to map out the implications of SAP, conditionality of the Bank
on the concept of sovereignty, nation-state etc. The study has also gone into the
interface between such policy and administrative changes and popular response to them.

This study examines the large variations in the investment climate across Indian
states. India’s national level economic reform is yielding its greatest benefits in states
that are complementing that reform with improvements in the investment climate at the
micro-level (Stern 2002: 64). There are studies on growth variations among Indian states
(Rao, Shad, and Kalirajan 1999; Aiyer 2001). However, studies that analyse the three-
way relationship between the World Bank, Indian government and states, particularly in
the context of globalisation are non-existent. In this context, the study also examines the

changing role of the Central Government in the federal polity of the country.

In the 1990s, the BWIs became powerful advocates of high standards of
legitimacy, representation, and accountability in governments seeking to borrow from
them. In the World Bank, “good governance” includes transparency, accountability,
efficiency, fairness, participation, and ownership. These values were aimed at improving
political accountability, rule of law, transparency, and flow of information between
government and citizens. At this juncture, it is essential to know whether the Bank’s
principles and projects have benefited the people at the grass roots level. Therefore,
there is an imperative need for an in-depth empirical study 1o examine whether the Bank
assisied projecis promoted development. The stdy anaiyses the outcome of Bank aided
IPP HI in six backward districts of North Kamataka, which was implemented during
1984-92 at a cost of Rs 713 million. The study looks at the organisational and functional
aspects, particularly decision-making process, institutions and agencies involved in the
execution of the IPP III project. It also examines the characteristics of the beneficiaries

and trends and differentials in the utilisation of health services.

A point that emerges from the above discussion is that the World Bank has
become the leading development agency and demonstrated its ability to adapt itself to
changing circumstances in the world. In the future, it is likely to change the policies and
lending pattern based on the needs of its diverse member countries and change of
donors’ views. The Bank has been answerable to multiple constituencies and has drawn
flak from different schools of thought and opposition to projects world over. Despite

criticisms that the Bank’s aid has the consequence of eroding the economic sovereignty

32



of the nation-state, the Bank has expanded activitics in all spheres of social, economic
and political aspects of development. With the changes in lending policies, the Bank has
incorporated NGOs and civil society groups for effective preparation and execution of
projects. The poverty alleviation is still its pivotal goal. The Bank has been India’s
largest source of external long-term capital and has financed a sizable share of its public
investment. Its lending and non-lending services have been thinly spread over Central

and state agencies and have addressed many different objectives.

6.1. The Problem

Taking note of the above research gaps, a need has been felt for an in-depth study to
examine the various issues concerning Bank lending, policy formulation,
implementation and its implications in the economy and of the people of the developing
world and particularly, in India. This study focuses on the following research issues

emanating from the review of literature:

e What are the criteria that World Bank has adopted in disbursing its loans to
developing countries in the changed global context? After how much policy reform
will a country qualify for aid?

e What is the reason for India attaining a leading position in the Bank lending

activities? Why are the World Bank loans more a necessity than choice for India?

. Under what circumstances, did the Bank succeed in changing the economic policy of
the country and have such changes brought about any desired effect?

¢ Why did the World Bank shift the reform agenda to the states in the second half of
the 1990s? Why are reforms moving slow at the state-Jevel? Has the Bank lending to
statcs altered the role of the Central Govermnment?

e What are the major sectors that have received World Bank loans in India? Do loans
help achieve the desired goals in different sectors? To what extent Bank financial

assistance help promote institutional development, and delivery of effective,
equitable and sustatnable services?

* Have the Bank policies changed the administrative system at the national and state-
levels? What are the old problems in administration which continue to persist? What
are the new problems arising as a result of the Bank lending to states?

* What are the achievements of the Bank in India? What have been the India’s gains
by linking its economic development with the World Bank aid?

1



6.2. Objectives of the Study
The study has the following objectives.
. To analyse the World Bank’s lending policy for developing countries in general and

India, in particular.

¢ To document the changing trends in the policies of the World Bank before and after
the introduction of Structural Adjustment Programmes.

s To study the impact of the World Bank’s policy on policy formulation and policy
implementation in India.

¢ To estimate/analyse/discuss/deliberate the impact of the implementation of the
World Bank programmes on the development of infrastructure and improving the
socio-economic conditions of the people utilising the services.

Objectives of the Case Study

To assess the impact and effectiveness of the World Bank loans, the case study may

come as a handy instrument. The objectives of the case study are to assess

improvements in the delivery of health care services in selected districts after the

execution of the IPP III. The case study has the following objectives:

» To understand the social, physical and administrative environment in which the
- PHCs function and provide services.

o To study the features of the health care system and factors influencing the
performance of service providers.

¢ To examine the benefits that clients receive from the service providers and the level
of clients’ satisfaction.

6.3. Methodology

Universe of the Study

The study traces the historical reasons for the establishment of the Bank and examines
its lending policies and programmes in the developing countries. The Bank-India
interaction, the Bank’s influence in the policy formulation, execution and administration
has been analysed in the Indian context. The changing Bank-India relations over the
years, lending to different sectors of the economy and shift towards sub-national
governments in the nineties have been examined. The differences between the Bank and

India on issues of policy, project design and execution of projects in different sectors



and the benefits the country received by linking its growth strategy with the Bank have
also been examined.

Karmnataka has been selected for an in-depth study. The justification for the selection of
Kamataka is based on the foilowing criteria. In the first place, Karnataka is one of the
leading recipients of World Bank assistance in recent years. The Bank has also assisted
the State to undertake reforms in various sectors of the economy; it has implemented, to
some extent, policies advocated by the Bank, particularly in sectors such as health,
irrigation, power and general administration; a review of Bank lending in this state
provides a basic understanding of policies, changes effected, success and failures
recorded in different sectors. The researcher’s familiarity with the State is the main

consideration in the selection of Karnataka for the study.

Focus of the Case Study

The case study method has been adopted in order to camry out an in-depth study of the
research problem. The case study method is followed because this method not only
captures the range of quality of services but also aspects of local health administration
(in rural PHCs of Gulbarga and Dharwad districts) and the relationship between service
providers and clients. The method provides a clear insight into the actual situation or

participation of the people in the formulation and execution of the Bank aided projects.

The World Bank assisted IPP IIT has been selected as a representative sample to
examine the Bank’s role in implementing the project and expanding access to health
facilities in rural areas. IPP III has been selected for two reasons. First, health projects
generally take a long period to provide services effectively. With the completion of most
of World Bank projects in the area in recent years, we selected the IPP HI for the study,
which was executed during 1984-1992. The study has examined the efficiency in the
delivery of services and institutional changes from the beneficiaries’ point of view.
Secondly, the health sector is the fastest growing portfolio of the Bank in the State. The
Bank has assisted a number of projects in the health sector in the State. Karnataka is one
among the states to introduce reforms in the health sector. In fact, the World Bank
started to intervene in the health sector in India with the implementation of the IPP I,
which was implemented during 1973-80 in five districts of the State.

The study was conducted in rural PHCs in Gulbarga and Dharwad districts that
had received assistance under the IPP IIl. Two PHCs from each district were selected
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randomly. Nandur and Faratabad PHCs were selected in Gulbarga district while Garag
and Amminabavi PHCs in Dharwad district. One village in each district were selected
based on certain soico-economic indicators. While Nandur PHC is located in a remote
area, Faratabad PHC is one of the oldest PHC in the district and located near the town.
Similarly, Garag PHC is located in the remote region and Amminabavi PHC is in the
village. Gulbarga district has record of low health indicators compared to Dharwad
district. Moreover, Gulbarga is relatively less developed in socio-economic indicators

compared to Dharwad district.

Taking into account the factors such as villages proximate to a town and levels
of development, one village in each district was selected for the field study. The
Nandikur village has no PHC whereas Amminabavi has a PHC which is located within
the village.

Tools and Sources of Data Collection

It is argued that a number of factors influence the quality of health services. To ensure a
satisfactory quality of primary health care, it is essential to identify the constraints in
particular setting as a prerequisite for improving the quality of health services. To
identify and understand the constraints for providing high-quality family welfare
services in rural Kamataka, a structured questionnaire was administered to service

providers and clients.

A structured questionnaire was administered to the staff of four PHCs to collect
information on available facilities, their involvement in decision making-process,
organisational and functional aspects, problems and constraints to health service. The
data for this study consisted of observations made at the four PHCs and discussions with
the key staff at the PHC and sub-centres including medical officers, lady health visitors
(LHVs) and Auxiliary Nurse Midwives (ANMs). All four PHCs were visited to assess
their facilities, logistics, equipment, and staffing levels.

To examine the use of heath care services provided by the PHCs, data were
collected through a structured questionnaire in each village coming under each PHC in
Gulbarga and Dharward districts. Data were collected from 100 households each in
Nandikur and Amminabavi villages located in the districts mentioned above. The
households were randomly selected and the questionnaire was administered to

households belonging to different groups of the village. Male respondents constitute 80
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per cent of the sample size. This was because a majority of the females were unaware of
the functioning of the PHCs. They were also not forthcoming to give information about
health and services provided by the PHC staff. Moreover, male members always
escorted the female members to the PHC in villages. Information on the socio-economic

background of the households was also gathered to examine the characteristics of
different groups of beneficiaries.

The Bank officials, Health Department officials, and officials involved in the
execution of the IPP ITI were interviewed to understand and record field insights about
project formulation and implementation. Popular perceptions on the changes in policy
and administration were ascertained from the documents available with the media and

NGOs.
Secondary data were obtained from the World Bank publications such as project

proposals, appraisal reports, joint mission review reports, evaluation studies, research
papers, annual reports, World Development Reports and reports on beneficiary
assessment studies conducted by the Bank. Information about the delivery of public
services in the State was collected from surveys and reports prepared by non-
governmental organisations based in Bangalore. The publications of the Government of
India, census, Planning Commission and Directorate of Economics and Statistics,
Government of Kamataka and academic publications were also used. This apart, the
stady also used the data collected for the National Family Health Survey for Kamataka
(1998-99) by the International Institute of Population Studies (11PS), Mumbai, and the
Institute for Social and Economic Change (ISEC), Bangalore.

7. Chapter Scheme

The study has nine chapters. Chapter One provides introductory information of the
study and a literature review. The chapter also includes discussion on research gaps,
research issues, and objectives, methodology along with an outline of the study. Chapter
Two provides a historical account of the Bank and presents an overview of Bank lending
policies since its inception. The Third Chapter traces the historical relations between
India and the Bank over the years and examines the impact of the Bank policy on policy
formulation and policy implementation in India. Chapter Four examines the Bank’s
lending to agricultural sector in India and changes in lending within the sub-sectors of

the agriculture before and after the introduction of SAPs. The Fifih Chapter assesses the
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Bank lending for industry, infrastructure and social sectors. The Sixth Chapter
examines the shift in Bank lending towards sub-national governments in the second half
of the nineties and works out the relations between the Bank, India and Indian states.
The Seventh Chapter gives details of the World Bank lending and involvement in the
implementation of administrative and fiscal reforms in Karnataka. Chapter Eight
examines the impact of World Bank programmes, particularly heaith, in the
development of infrastructure and improving socio-economic conditions of the people

using the services. The Last Chapter presents a summary and findings.

7.1. Limitations of the Study

The study has examined the lending policy of the World Bank in general and Indian
context, in particular. The study has focused on the Bank lending to several sectors of
the Indian economy and some states. Due to the wide range of literature in the field, this
study has not dealt, in detail, the issues related to the finance of the Bank, its relations
with IMF and its partnerships with other developmentai organisations.

The study has examined lending to the health sector in detail in India and IPP ITI
in Kamnataka. The study has concentrated only around four PHCs which may not be
sufficient to generalise the findings. However, this limitation may not distort the
findings in any way since the PHCs were selected in such a way that it would be able to
capture the characteristics of the PHCs in the project area. The refusal on the part of the
PHC staff to show documents related to delivery of services, supply of drugs etc.
hindered the analysis, to some extent. A few of the respondents used to romanticise their

views since they knew that the investigator came from a different place.
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Chapter 2
The World Bank: Origin and Review of Policies

2.1. Introduction

The World Bank is an institution whose objective is the promotion of world-wide
sustainable economic development and poverty reduction. It pursues this objective
through lending, research and economic analysis, and by providing policy advice and
technical assistance to member countries (Gilbert and Vines 2000: 10). Since its
inception, World Bank has been influencing the philosophy and priorities of
development of the Third World and performing the task of structural mtegration of
developing countries with the world capitalist system in order to accelerate the process
of development. The Bank is also a major source of external finance for developing
countries, especially during financial crises. Since World Bank gives assistance through
lending in crucial developing areas, its lending operations have grown enormously,
particularly after the international recession of the early 1980s in the form of SAL.

The Woﬂd Bank operates through its five institutions — IBRD, IDA, IFC, MIGA
and ICSID - collectively known as the World Bank Group. These institutions in the
World Bank Group closely co-operate and co-ordinate their efforts for the attainment of
the same general objective — the provision of financial and technical assistance for
economic development, The core mission of the World Bank is to a ‘world without
poverty.’” To achieve the core objective, the Bank has been shifting its views of
development thinking: from the ‘trickle-down’ view of the early 19505 to McNamara’s
war on poverty to a new version of ‘trickle-down’ again in the heyday of the
‘Washington consensus’ in the early 1990s to the current re-rejection of this view. The
Bank has changed its policies and roles with the ultimate objective of enhancing
development that have inevitable effect on reducing poverty and strengthening the base
for a higher standard of living.

In more than five decades, the Bank has grown enormously and undergone
several changes in its roles. Yet, arguably, the most noteworthy feature of the institution
was its continuity, the hardiness of a set of characteristics it acquired in its very carly
years. The elements of identity that formed before the end of the 1940s constituted a

kind of base upon which the character of the institution thereupon evolved sequentially
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(Kapur et al 1997: 1,161). That evolution has been reviewed in the following sections.
Section 2.2 provides a brief account of differences of opinion between Americans and
the British and also US administration itself on the functions of the Bank, purpose for
which the Bank has been set up and its intemal organisation has been discussed in
section 2.3. Organisational structure, finance and research focus of the Bank has been
examined in section 2.4. The driving forces causing changes in the Bank’s policies since
its creation are reviewed in section 2.5. Though, historically, the Bank has been a
lending institution, it has emerged as a development institution and its core mission is
poverty alleviation. Many have argued that Bank has become a development agency
from its unmatched knowledge of and experience in development, and its ability to
provide advice and assistance based on this knowledge. Section 2.6 is about Bank’s
development assistance policies. Different policies of the Bank such as project lending
versus policy-based lending, aid effectiveness, policy conditionality, aid fungibility and
governance have been discussed. A major debate is going on about the effectiveness of
the Bank aid m eradicaﬁng poverty and accelerating growth in developing world (World
Bank 1998d). Some argue that the policy conditions are ineffective and the aid does not
influence growth, while others argue for redesigning the conditions which enhances
ownership of policies by borrowing countries and encourages cooperation between the

lender and borrower. The debate has been reviewed in this section.

2.2. Genesis of the World Bank

In 1942, both the US and British govermments were planning innovations that would
prevent the international economy from sinking back into the morass of the 1930s once
the World War II was over. They recognised that attention would have to be given not
only to the immediate relicf and physical reconstruction of economies disrupted by the
war but also to the expansion, by appropriate international and economic measures of
production, employment, and the exchange and consumption of goods which-are the
matenial foundations of the liberty and welfare of all people. Discussions were held on a
variety of proposals that were intended to help achieve these goals.

In the US, the leading planner was the Assistant Secretary of Treasury, Harry
Dexter White. In Bnitain, ] M Keynes, the most influential economist of his generation,
dominated the planning. Both White and Keynes were mainly concemed with forming
an institution that would maintain a system of fixed international exchange rates. They

also had a secondary interest in establisking an international bank to supplement
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-J!nancing that depression and war-shocked private financial markets would provide
Qward the reconstruction of war damaged and toward development of less economically

auvaiiced countries (which was being argued by Latin Americans at that time).

White’s first draft of a proposal for an international bank, drafted in early 1942,

fhade no mention of development. This original proposal referred simply to a Bank for
_';cconstmction. In the introduction to the Plan, White says, “No matter how long the
‘#var lasts nor how it is won, we shall be faced with three inescapable problems: to
7' ~prevent disruption of foreign exchanges and the collapse of monetary and credit system;
to assure the restoration of foreign trade; and to supply the huge volume of capital that
will be needed for reconstruction, for relief, and for economic recovery” (Mason and
Asher 1973: 5). A draft put forth in April 1942 called for a “Bank for Reconstruction of
Ethe United and Associated Nations” and did include, at the end of a long list of other
objectives, a reference to development, stating that the Bank would also “raise the
productivity and hence, the standard of living of the peoples of the member countries,”
but this draft failed to mention specifically the poor or less developed countries (Kapur
et al 1997: 57). The draft, when it was circulated to other governments in November

1943, arrived with the words “and development” appended to the institution’s name. !

The Keynes Plan, on the other hand, suggested the formation of an International
Clearing Union to deal with temporary balance of payments position (rather than long-
term capital movements). The major purposes of the Union were the same as that of the
Fund. The main purpose of the Union was to resolve the problem of international
monetary instability. Both the proposed plans were similar in their objectives, i.e., to
establish stable exchange rates, elimination of restrictions on internaﬁonal payments.

Meeting privately with White in 1942, Keynes had argued against a conference
and for direct negotiations between the US and the UK alone, but White had insisted on
the broader meeting.2 Thus, the process for final agreement to the establishment of these
multilatera] institutions took place in various meetings. Representatives of a number of

countries attended the Atlantic City meeting on June 30, 1944. This exercise was to

! White’s draft dated August 2, 1943, stated that “Asia, Europe, Africa and South America can for many

years profitably use for the creation of capital goods § 5 to $ 10 billion of foreign capital each year

;Jrovidcd they can get it on reasonable terms.” Quoted in Oliver 1971 37-38; Kapur ¢f al 1997; §7-58.
Keynes was against the participation of less developed countries. See, Oliver 1971:44.
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sprepare the agenda for Bretton Woods. The UK suggested a number of changes in its
%draﬁ called “boat draft,” the most important being the Bank’s capital structure.

The US suggested that 20 per cent of the country’s capital subscription was to be
paa mitially which would be hiked graduaily while the UK insisted that 20 per cent was
‘au be the limit and not more than one-fifth was to be paid in gold. These suggestions

2 considered in Atlantic City, and the “boat draft” was amalgamated into a statement to be
piaced before the delegates at Bretton Woods (Mason and Asher 1973: 21).

Following preliminary meetings at Atlantic City, Secretary Morgenthaun
announced that 44 nations had accepted his informal invitation to attend a United
Nations Monetary and Financial Conference. On May 26, President Roosevelt officially
invited 43 nations® to such a conference to be held at Bretton Woods, New Hampshire
resort hotel, US, on July 1, 1944, to implement the White-Keynes plans.s On the first
day, Morgenthau was elected permanent chairman. It was agreed that the work should
be divided among three technical commissions to consider the IMF, the Bank for
Reconstruction and Development, and Other Means of International Financial Co-
operation (Oliver 1975: 183). White became the chairman of the IMF; Keynes was
designated as chairman of the Bank; and Eduardo Suarez, Mexican delegation chairman,

named as the chairman of Other Means of International Financial Co-operation.

Surprisingly, the most forceful effort on behalf of the developing countries arose
not in Commission II, which was charged with drafting the Bank’s Charter, but in the
debates on the IMF. Speaking for the Indian delegation, Sir Shanmukham Chetty stated
that the IMF’s Charter should “mention specifically the needs of economically
backward countries.” Contrary to the past practice, he said, international organisations
should begin to “give due consideration to the economic problems of countries like

India.” Although the proposal was not accepted, Chetty’s shot appears to have caromed

? The modifications suggested by the UK at Atlantic City (the Boat Draft) are identified as the UK drafi.
The British did not present a formal draft, but rather a detailed statement of suggested modifications of the
US Treasury, November, 1943, draft.

* The nations invited were Australia, Belgium, Bolivia, Brazil, Canada, Chile, China, Colombia, Costa
Rica, Cuba, Czechoslovakia, Dominican Republic, Ecuador, Egypt, El Salvador, Ethiopia, France,
Greece, Guetemala, Haiti, Honduras, Iccland, India, Iran, Iraq, Liberia, Luxembourg, Mexico,
Netherlands, New Zealand, Nicaragua, Norway, Panama, Paraguay, Peru, Philippines, Poland, South
Africa, Russia, United Kingdom, Uruguay, Venczuela, and Yugoslavia. The USA made the forty-fourth
nation. Denmark was unofficially represented.

* Prior to the Atlantic City meetings, there was doubt that the conference would consider both the Bank
and the Fund. The peace at Atlantic City implied the Bank was placed on the Bretton Woods agenda.



into the Bank’s Charter, which originally stated that the Bank was “To assist...member

countries” without distinction but now included a direct reference to “less developed

countries” (Kapur et al 1997: 60).

The Articles of Agreement of the Bank were formally accepted by a majority of
participants by December 27, 1945, Representatives of 28 governments had signed the
Articles of Agreement in Washington on that date. Six months later, on June 25, 1946,
the Bank opened for business and proceeded to call up capital from its member
governments. All the nations, which participated in the Bretton Woods Conference,
joined the Bank, except the Soviet Union.® The Soviet Union was opposed to the idea of
IBRD membership being open only to countries which are members of the IMF. The
Soviet Union considered IMF as an organisation, which had the potential of interfering
in the economic policy of the country for which it was not prepared. Later, in 1992 the
republics of the former Soviet Union applied for membership.

At the time of it founding, the US held over 37 per cent of its voting power.
Under the Bank’s Constitution, the institution’s headquarters was to be located in the
capital city of the largest shareholder, but by convention this shareholder, which was the
US, also chose the President (Oliver 1971: 3). The latter was a powerful prerogative;
yet, as widely perceived, the US, in using it, did not always try hard to serve the
collective interests of the Bank’s constituents.” However, the first major issue on the
agenda before the inaugural meetings of the Board of Governors (BoG) held in
Savannah, Georgia, in May 1946 was the site of the BWIs.® The choice was between

New York and Washington and the choice fell on Washington. The decision in favour of

¢ Although representatives of the Soviet Union participated in the Bretion Woods Conference, the USSR
failed to ratify the Articles of the Bank, or of the IMF, arguing at a 15947 meeting of the UN General
Assembly that the BWIs were merely “branches of Wall Street” and that the Bank was “subordinated to
political purpases which make it one instrument of one great owner.” Mason and Asher 1973: 29, quoting
a 1948 article by Klaus Knort.

7 The prerogative as to IMF leadership was traded off to the West European, collectively, and the Fund
executive directors, allowed more initiatives than the Bank’s, have generally been perceived, compared
with Bank executive directors, to identify more with the institution and less with the governments they
represent. See, Kapur e af 1997: 4.

¥ Perhaps the only unhappy clash between the British and the American at Bretton Woods (and later)
occurred in connection with the location of the Bank offices. Keynes wanted the headquarters of the Fund
and the Bank to be in London. London was the traditional centre of intemational finance, and Keynes may
have hoped that the shift toward New York, which had begun in the twenties might be halted. or at least
slowed, if these new organisations were established in London. At the very least, Keynes wanted the Fund
and the Bank to be located in New York rather than in Washington ~under the thumb, so to speak, of the
US government. The US had always had assumed that the principal offices of the Fund and the Bank
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Washington guaranteed that they would not become “just two more financial
institutions” (Mason and Asher 1973: 38) if they were shifted in New York — a financial
centre. In the eyes of the US delegation, it symbolised a transfer of the control of
international finance from Wall Street to Washington. The second major issue was the
duties of Executive Directors (EDs) of the BWIs. The question that divided the British
and the US delegates concemed the time and attention of the EDs and their Alternates.
A compromise was reached at and it was agreed that EDs and their Alternates would
devote full time and attention to the business of the BWIs. '

It was agreed on May 1, 1946, that the first President of the World Bank to be
chosen would be an American and that of the IMF would be European. On June 4, 1946,
President Truman announced that Eugene Meyer,’ editor and publisher of the
Washington Post, had been nominated as first President of the Bank. Meyer was soon
elected by the unanimous votes of the Directors. As Oliver (1971: 3) says, the major
objective of the planners of two institutions “was to provide a world within which
competitive market forces would operate freely, unhampered by govemment
interference, for they supposed that market would produce optimum results for the entire
world.” Thus, the IMF was designed to provide short-term balance of payments relief to
the member countries and the IBRD function was to provide long-term funds for
investment in productive endeavours.

As for Bank’s membership, as already mentioned under the Bank’s Articles of
Agreement, “only member countries of IMF may be considered for membership in the
Bank.”'? On this, one of the drafters remarked, “Basically, we wanted to force countries
to agree to standards in the monetary field as a condition to get the Beneﬁts of the Bank”
(Mason and Asher 1973:19).

would be in the territory of the largest subscriber, viz., the United States, and they so proposed at Bretton
Woods, For a moving account of Keynes’ disappointment, see, Harrod: 1951 625-39,

? Bugene Meyer resigned the post in six months following a controversy concerning the authority of the
President of the Bank and relative to the Executive Directors. For almost two and a half months, the Bank
was without a President. All shied away from the job, apparently given the Bank of financing European
reconstruction with inadequate dollar resources. See, Oliver 1975: 235-37.

' IBRD, Articles of Agreement (as amended in February 16, 1989), Articles 11, sec 1 (a). In earlier
meetings, the British questioned the provision that membership in the IMF should be prerequisite to
membership in the Bank. White argued that membership in the Fund would be an assurance of the



2.3. Purposes and Institutional Organisation of the Bank

There was some debate at the conference on the relative priority of the Bank’s twin
purposes, reconstruction and development. In his opening remark to the first meeting of
ghe Bretton Woods Commission on the Bank, Keynes stated: “It is likely, in my
udgment, that the field of reconstruction form the consequences of war will mainly
loccupy the proposed Bank in its early days. But, as soon as possible, and with
increasing emphasis as time goes on, there is a second primary duty laid upon it,
namely, to develop the resources and productive capacity of the world, with special
attention to the less developed countries” (Kapur ef al 1997: 59-60). In the early years,
the Bank concentrated on reconstruction of war damaged economies of Europe and

later, shifted its focus to the development of the Third World.

Article 1 describes the purposes of the Bank (Appendix A). Its major purpose is
to assist the members in the reconstruction and development by facilitating the
investment of capital for productive purposes. The Bank promotés foreign investment
by means of guarantees or participation in loans and other investments made by private
investors. It assist members to promote the long-range balanced growth of international
trade and maintenance of equilibrium in balance of payments by encouraging
international investments for the development of the productive resources. The Bank
also arranges the loans made or guaranteed by it in relation to international loans
through other channels to implement useful and urgent projects, large and small alike.

The Worid Bank Group - IBRD, IFC, IDA, ICSID and MIGA {(Appendix B) -
specialises in different aspects of development, but they work collaboratively toward the
goal of poverty reduction. The Bank Group is a large organisation employing nearly
10,000 people. Each of these institutions of the World Bank Group has its own articles
of agreement or an equivalent founding document. These documents legally define the
institution’s purpose, organisation, and operations, including the mechanisms by which
it is owned and governed. By signing these documents and meeting the requirements set

forth in them, a country can become a member of the Bank Group of institutions.

Ratha (2001) argues that the demand for IBRD lending and IDA loans is

positively related to an increase in debt service payments, and inversely related to the

stability of a given country’s currency and would increase the prospects of a country being able to meet its
liabilities to the Bank. See, Oliver 1975; 174-75.
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level of reserves of a borrowing country.!' These two variables explain a large part of
variation in IBRD and IDA lending commitments not only since the Asian crisis, but

also during tranquil times over the last two decades.

Mason and Asher describe the distinction between IBRD and IDA as ‘an
elaborate fiction’ (1973:980) and, as already noted, the staff of the two organisations are
almost enﬁrely coextensive. The two organisations have slightly different voting
structures, but since IDA membership is confined to IBRD member governments, the
effects are minimal. Nevertheless, it is wrong to claim that the distinction between these
two parts of the World Bank Group is little more than an accounting device. This is
because both the criteria for the disbursement of funds and the source of the loaned
funds are quite different. The Bank, as the IDA, provides for development aid while, as
the IBRD, provides assistance and enhanced access to capital.

The limited degree of separation between IBRD and IDA contrasts with the
IBRD’s relationship with IFC. The latter two organisations differ both in the way they
borrow and the way they lend. The IBRD borrows against member government
guarantees and either lends or guarantees loans to member governments or to public
sector institutions against governmental guarantees. By contrast, the IFC borrows in its
own name without member government’s guarantee and lends to private sector
institutions, again without any governmental guarantees. The IFC’s Articles emphasise
its separate identity from the IBRD but also indicate that the IFC should be able to draw
on IBRD staff and facilities for administrative support. In practice, this has happened
relatively little. The IFC, is therefore, a separate organisation working together with the
IBRD under the umbrella of the World Bank Group, while the IDA and the IBRD are
essentially the same organisation operating with different lending regimes and subject to
different capital structures.

"' Borrowing from the World Bank for servicing debt during a crisis is consistent with the Bank’s role asa
lender of last resort as well as its core development objective of poverty reduction. However, such
borrowing behgwour during tranquil times may not be entirely consistent with the Bank’s long-term
poverty reduction objective. To make a lasting impact on poverty in a recipient country, Bank loans
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level of reserves of a borrowing country.!! These two variables explain a large part of
vanation in IBRD and IDA lending commitments not only since the Asian crisis, but
also during tranquil times over the last two decades.

Mason and Asher describe the distinction between IBRD and IDA as ‘an
elaborate fiction® (1973:980) and, as already noted, the staff of the two organisations are
almost ent:irely coextensive. The two organisations have slightly different voting
structures, but since IDA membership is confined to IBRD member governments, the
effects are minimal. Nevertheless, it is wrong 1o claim that the distinction between these
two parts of the World Bank Group is little more than an accounting device. This is
because both the criteria for the disbursement of funds and the source of the loaned
funds are quite different. The Bank, as the IDA, provides for development aid while, as
the IBRD, provides assistance and enhanced access to capital.

The limited degree of separation between IBRD and IDA contrasts with the
IBRD’s relationship with IFC. The latter two organisations differ both in the way they
borrow and the way they lend. The IBRD borrows against member government
guarantees and either lends or guarantees loans to member governments or to public
sector institutions against governmental guarantees. By contrast, the IFC borrows in its
own name without member government’s guarantee and lends to private sector
institutions, again without any governmental guarantees. The IFC’s Articles emphasise
its separate identity from the IBRD but also indicate that the IFC should be able to draw
on IBRD staff and facilities for administrative support. In practice, this has happened
relatively little. The IFC, is therefore, a separate organisation working together with the
IBRD under the umbrella of the World Bank Group, while the IDA and the IBRD are
essentially the same organisation operating with different lending regimes and subject to

different capital structures.

* Borrowing from the World Bank for servicing debt during a crisis is consistent with the Bank's role as a
lender of last resort as well as its core development objective of poverty reduction. However, such
borrowing behaviour during tranquil times may not be entirely consistent with the Bank’s long-term
poverty reduction objective. To make a lasting impact on poverty in a recipient country, Bank loans
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2.4. The World Bank’s Structure

2.4.1. Organisational Structure of the World Bank Group

‘The member countries (shareholders) own each of the institution in the Bank Group.
The number of member counttics'varies by institution, from 184 in the IBRD to 139 in
ICSID, as of May 2003. In practice, member countries govern the Bank Group through
the Board of Govemors and the Board of Executive Directors. These bodies make all
major policy decisions for the organisation (Fig 2.1).

Figure 2.1: Relationship to Member Countries
and the World Bank Group
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Source: World Bank (2003c¢)

2.4.2. Board of Governors

The Bank Group operates under the authority of the Board of Governors. One governor,
who is usually a government official at the ministerial level, represents each member
countries of the Bank Group institutions. There is one Board of Governors serving
IBRD, IFC, IDA and a separate Board of Govemors for MIGA. ICSID has an
Administrative Council. Once a year, the Board of Governors of both the Bank Group
and IMF meet in a joint session known as the Annual Meetings. The EDs represent the

views of member governments throughout the year.

combine with conditionality should be able to increase investment “even more than one-to-one.” See,
Easterly 1999.
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2.4.3. Executive Directors

The Governors have delegated their powers to the Board of Executive Directors with the
President of the Bank Group serving as chairman of the Board. EDs perform their duties
full-time at headquarters in Washington. The Board of EDs is responsible for all policy
decisions affecting the Bank Group’s operation, and for all approval of loans. The EDs

normally meet twice in a week to oversee the Bank Group’s business.

IBRD has 24 EDs. The five largest shareholders - US, Japan, Germany, the UK
and France — each appoints one ED. The other countries are grouped into constituencies,
each represented by an ED who is elected by a country or group of countries. The
member themselves decide how they will be grouped. The country groups more or less
represent geographic regions with some political and cultural factors determining
exactly how they are constituted (Word Bank 2003¢). Under the Articles of Agreement
of IDA and IFC, the EDs of IBRD serve ex-officio as EDs of IDA and as members of
the Board of Directors of IFC. MIGA has its Board of Directors, also consists of 24
members. All members of the MIGA Board of Directors are elected. The boards

normally make decisions by consensus; however, the relative voting power of individual

Figure 2.2: Voting Power of the Largest Sharehoiders
of IBRD
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EDs is based on shares that are held by the countries they represent (Fig 2.2).

2.4.4. World Bank Group President
The President is selected by the Board of EDs and serves as President of each Bank

Group institution. The Articles of Agreement do not mention the nationality of the

President, but by norm the US Executive Director makes a nomination. The initial term
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for the President is five years; a second term is possible for five years or less. There is
no mandatory retirement age. The President, who is also Chairman of the Board of EDs,
heads the Bank’s staff. Four Senior Vice-Presidents'> supervise lending operations,
finance, policy planning and research, and administration. The President and Senior
Vice-Presidents, together with the General Counsel and the Secretary, form the

President’s Council, which meets regularly to discuss the policy matters.

2.3.5. Finance

The financial structure of the Bank is an itmportant component in understanding its
operational policies. The level of the Bank’s capital is critical to its ability to expand
operations since the total loans outstanding and disbursed cannot exceed its subscribed
capital” and reserves. Since the capital can only be increased after an approval of
Bank’s sharcholders (members), they can keep control over the pace of the Bank
expansion. The Bank’s actual lending (i.e., the total of its disbursed and outstanding
loans) stood at approximately $ 100 billion in 1997,

The gross income of the Bank has two very broad components: loan related
income and income on capital. Loan-related income is what the Bank would have
eamed if all of its loans had been debt-funded. The Bank earned an income of
approximately $ 600 million on total disbursed and outstanding loan of $ 100 billion in
1997. Income on capital is the notional income due to the Bank from its risk capital
(which is equal to paid-in capital plus accumulated reserves). In 1997, this stood at $ 22
billion. At an average interest rate of 6 per cent, this yielded a notional income of
around $ 1.3 billion. Taking the two components of gross income together, along with

small ‘other income’ items, the Bank’s gross income in 1997 was § 2.1 billion.

IBRD expenditure or operating costs, has two broad components: gross
administration costs which include research and loans-loss provisioning. In 1997, the
figures for these stood at $800 million and $ 60 million, respectively. If we deduct
expenditure from gross income we obtain the Bank’s net income. In 1997 this stood at

approximately $ 1.2 billion. There are two competing claims on this income. First

12 The Bank staff is organised into four regional groupings: Africa, East Asia and the Pacific, South Asia
and Europe and Central Carribean. A Vice-President heads each country group.

' The country has to pay its subscription, 2 per cent in gold or US dollars plus 18 per cent in its national
currency and 80 per cent kept in the country itself available at call. This paid-up capital forms the first
source of revenue of the World Bank.
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