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INTRODUCTION

1s Lending by the World Bank in support of programmes of
gtructural adjustment was proposed by the President in his speech
to the Annuel Meeting of the Board of Governors in Belgrade in
October 1979. The Proposal was subsequently discussed and endorsec
by the Development Committee at its Hamburg meeting in May 1980.
This report reviews the experience to date which is, of course,
still very limited.

2. Section T outlines the circumstances which make it necee-
sary for many developing countries to formulate programmes oOf
structural adjustment and the nature of the Bankis support for
these programmes through 3AL(1)., Section II presents data on SAls
approved to date of these SAL operations. Section III addresses
the implementation of SA&L, including SAL as a complement o regu-
lar Bank project and sector lending operations, and the relation-
ship between the Bank and the IMF, Section IV contains conclusion:

(1) References to structural adjustment loans (SALs) include -
structural adjustment credits; reference to Bank loans in-
clude IDA credits.




I. THE NEED FOR STRUCTURAL ADJUSTMENT

Need for Structural Adiustment

3 As has been emphasized in the World Bankfs 1980 World
Development Report and elsewhere, manyv developing countries arc
confronted with an international economic situation whica is
markedly more adverse than had previously been projected and one
which seems likely to persist during the 198Cs. There are many
factors which are contributing to this deterioration in the
gconomic prospects of these countries. The cost of energy has in~
creased and this increase is now expected to be permanent, The
sffect of this on the import bill of oil-importing developing
countries during the 1980s is not only the direct additional cost
of 0il but also the heavy investment which is required for the
development of indigenous sources of energy and for conservation.
The higher cost of external borrowing associated with efforiys by
the industrial countries to curtail inflation is likely to conbtinue
for some time, while the wvolume of borrowing undertaken by the
developing countries will need %o rise if even minimally accepbtallc
rates of growth are to be attained. TFor those countries not
creditworthy for significant amounts of commercizl borrowing, the
flow of concessionary official assistance will be critical dbut
the growth of both bilateral and multilateral concessional assis-
tance is being constrained by the anti-~inflation policies in OECD
countries and the associated budgetary pressures. The slowdovn

in the rates of growth of the industrial economies algo is likely
t0 make the export earning prospects of developing countries less
favourable both through a reduced rate of growth of manufactured
imports into OECD countries and less buoyant commodity markets.

4, This deterioration iu the external prospects of many develor
ing countries has been superimposed on development prospects which
for many were already a matter for concern. In some couniries,
despite a reasonable rate of growth of domestic producticn, the
growth of imports over many years has been markedly in excess of
the growth of export earnings (e.g., Turkey and Philippines). The
basic problem in other countries was policies which led to per=
sistently low rates of growth, Programmes of structural adjuste
ment are required to enable countries to respond to the deteriora~
tion in their external economic circumstances in such a way as to
minimise the impact on their development and growth objectives.

In many cases this means that the adjustment programme must deal
with issues which existed before the change in the international
environment and which were the causes for the previously unsatis~
factory rate and pattern of growth. The deterioration in the
external prospects has made problems of past performance not simply
undesirable but unsustainable.

5e HEconomic activity in the developing countries will be held
back during the 1980s unless a pattern of output growth can be -
generated which reduces the increasingly adverse balance orf pay-
ments prespect to a2 menageable level -« i.e., a level consistent
with likely flows of concessionary assistance and the ability %o
service commercial borrowing. Structural adjustment programaes

consist of poliicy and institutional measures needed to effect the
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changes in policies must *ead to a higher rate of export sarnings
growth and a lower rate of impor% zrowth than weuld otherwl.s
occur. lthough structural adjustment programmes do not address
iasues of humen resource development and basic needs directly,
more satisfactory progress in these areas is only likely if the
medium~term structural adjustment needs are being addressed
adequately. For instance, the prospects of reduced real income
and the associated tight budgetary situation generate strong
pressures to reduce social programmes OTr even Programmes alumed
at increasing the productivity of low income groups which may
have a large requirement for recurrent budgetary gxpenditures.
Effective programmes of structural adjustment will reduce the
period of such acute constraints, In addition, therz is scope
for govermments to modify their programmes of socio=economic
develonment by directing them more effectively to the target
groups and to reduce the unit cost of such programmes.

Structural Ldjustment Lending

6. Through its structural adjustment lending the Bank assists
countries to formulate and implement structural adjustment pro-
grammes and provides financial assistance during the adjustment
period. Since adjustment policies and programmes required will

vary from one country to another the content of structural adjust-

ment loans &lso will vary. However, 21l the structural adjust-
ment operations have the common objective of supporting those
changes in investment and output which will reduce the current
acoount deficit to more manageable proporticns in the medium- -
term, Consequently, most SATs have covered macro-economic con-
cerns such as the size and composition of the public investment
programme, the need to improve the efflciency of enterprizes in
the public sector, and policy charges in the agricultural, in-
dustrial and energy sectors. (Tetails of the main components
of structural adjustment loans are discussed in Section II).

T Policies which will correct the structural imbalances in
an economy take time to formulate, to implement and, most impore
tantly, to have their impact on exports, imports, investment

and other activities in the economy, This period of adjustment
is likely +to be several years during which time the deficit in
the balance of payments will continue to be at a higher level
than is sustainable in the longer run. Structural adjustment
lending is designed as a series of operations during this
adigstment period, zach supporiting successive programmes of
action,

8. The series of operations will permit changes in the
structural adjustment programme to be made in response to chang-
ing circumstances and enable the Bank to satisfy itself that
programmes and policies are being put in place %o correct
structural imbalances. Governments will often find it difficuls
to undertake programmes of structural adjustment unless the

resources made available to them in the short Zun can be increased

so that income levels do not have to be unduly reduced. The
quick disbursing nature of structural adjustment lending permits
a rapid increase in the net transfer of Bank resources. However,
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this increase will be offset by & decrease in Bank net transfers
in subsequent years, unless structural adjustment lending is made
additional to the lending programme to the country.

IT, STRUCTURAL ADJUSTMENT OPERATIONS TO DATE

SAL Operations

9. Three structural adjustment loans (SiLs) were approved

by the Board in FY1980 (Bolivia, Kenya and Turkey) for a total of
$305 million ($250 million IBRD and $55 million IDA), Thus far in
FY1981, four structural adjustment loans have been approved by_the
Board /Philippines, Senegal, Guyana and Turkey (Supplementary)/
for a total amount of $357 million ($319 million IBRD and $386 mil-
lion IDA)., Depending on progress made in discussions and negotia-
tions with other governments, structural adjustment lending will
probably be zbout $800 million or 7 per cent of the World Bank's
total FY1981 lending programnre,

Content of SAL Operations

10, Structural adjustment programmes are designed to achieve

a maximum feasible level of economic growth during and after the
period of adjustment by increasing the efficiency with which
resources are used, Thies involves adjusting policies and programm:
in order to maintain increases in output and to correct imbalances
in production, thus helping to bring down the prospective extvernal
deficit tc a sustainable level. Appropriate changes in the in-
centive system, reorvientation of investment and public expenditure
programmes, changes in institutional arrangements to support
increased production and to improve marketing, and measures to
improve the mobilisation of resources, are the major components

of adjustment programmes. A summary of the key components of
each SAL to date is presented in Table 1.

1. Trade Policy., Most of the programmes being supported by
SALs have included policy changes to begin to correct the bias

in industrial incentive systems which deter exports and promote
uneconomic import substitition. The Philippine SAL provided sup-
port for the initial stages of a five-year programme tc correct
the import-substitution and capital-intensive biases in the ]
industrial incentive policies. The programme covers export in- -
centives and promotion measures; tariff reform, trade liberalisa~
tion, and investment incentives; and industrial resiructuring.
The programmes of structural adjustment in both Turkey and Kenya
have also commenced the process of liberalisation of imports in
crder to increase the competitiveress of domestic industry.
Furthermore, both these countries have extended their export
incentive schemes significantly. 4 moderately higher and more
uniform rate of import duties and a limited system of expori~
subsidies is also part of Senegal'!s structural adjustmeny
programme., In all these countries, further action to increase
the international competitiveness of industry and to reduce ihe
bias against exporte is to take place on the basis of studies

of effective protection which have beern agreed under the SAls,
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Table 1: KEY COMPONENTS OF STRUCTURAL ADJUSTMENT OPERATIONS TO DATE

Senegal Turkey Guyana Kenya Eolivia Prnilippines

T Trade Policy

Exchange rate policy ¥ X
Tariff reform and import

liberalisation X X %

Export incentives 2 % X
Improved institutional support for

exporters (export insurance and

financing, export promotion

institutions) ‘ x 3 x K
Specific programms for major export

or import saving sectors x x - 4 x *

N

II. Sector Policies

‘Energy:
Pricing policy
Conservation measures
Development of indigenous sources
Agriculture:
Pricing policy % X X X
Improved institutional support
(marketing, etc.)
Industry:
Incentive systenm x x x
Institutional improvements and
sub-~sector programmes x x X

]
oMM

G 1

Revision and review of sectoral 3

priorities x P 3 x % z x
Strengthening of institutional

capacity to formulate and

implement public investment

programme X %

IV. Public Sector Enterprises

Financial performance x % * %

Institutional efficiency x x %
V. Resource Mobilisation

Budget policy x i x x

Interest rate policy - 4 x x

vI. ebt agement

Strengthening of institutional
capacity to manage external
borrewing X X b4 X




12, Some of the schemes to reduce the bias against
exports have also been extended to agricultural exports.
But the problem of exports and import substitution for
agricultural products derives primarily from the more
general problems of increasing agricultural production,
Policy and institutional changes to address these
problems represent the major part of the structural
adjustment programme in Senegal., In particular the
Government has already increased the price of groundnuts,
the major export crop. Improvement in incentive prices
to agricultural producers has also been a component

of the adjustment program in Bolivia (beef, dairy
products and poultry) and in Guyana (rice and sugar).

13, An incentive system which encourages both
conservation and import substitution in energy is an
important component of adjustment programmes, The

SAL in both Bolivia and Guyana have included policies
to transfer the rising cost of fuel to consumers and
this has also occurred in Turkey as part of the process
of reducing subsidies, Not only are these price
increases necessary to reduce the rate of growth of
fuel imports, but they also make investment in domestic
energy sources more profitable,

14, Although not part of SAL agreements, the
maintenance of a realistic exchange rate is of central
importance for the structure of export and import-
substitution incentives, In Turkey and Bolivia a
flexible exchange rate system is an important part

of government policies and in Kenya and the Philippines
the Governments recognise the need to keep the exchange
rate under review as a major component of industrial
reform,

15, Institutional Changes, "Getting prices right"
in order to develop a pattern of incentives which
reflects the priorities of structural adjustment is

of central importance, However, the objectives of
incentive pricing policy need to be reinforced by
appropriate institutional changes., Incentive prices
to farmers to produce food in substitution for imports
will, for instance, be frustrated if marketing organi-
sations absorb the increased prices in increased
profit margins or in increased inefficiency, They
will also have a limited impact unless a structure

of research and extension activities can make known
new and adapted agricultural packages to farmers,
Similarly increases in incentives to exporters must

be buttressed by improvements in the responsiveness

of industrial enterprises in the public sector and

by improved information on export market opportunities
and availability of export credit,
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16, The adjustument programme in Senegal gave particular
emphasis to institutional changes in the agricultural sector.
The administrative over-commitrent of the public sector is
being reduced by transferring certain responsibilities to

the private sector, Within the public sector, enterprises
are being reformed and made subject to greater financial
discipline through the formulation of programme contracts,
Major reforms of regional developnent agencies, the State
cooperative system, the credit system, research organisations
and other public agencies in the agricultural sector, have
been introduced or are being studied following the liquidation
of ONCAD, the previously dominant and highly inefficient
institution in the agricultural sector.

17 « A central feature of structural adjustment in Turkey
is improvement in the efficiency of the state economic enter—
prises wnich dominate many sectors of the economy. The SAL
to Turkey is supporting policics which begin to address this
problem by subjecting the state econonmic enterprises to much
greater financial discipline and by other measures to improve
the efficiency of each enterprise,

18, Improvements in institutional support to non-traditicnal
exporters such as the availability of credit and insurance
facilities have been a component of structural adjustment
programmes in Turkey, Kenya and Philippines. In the case of
Guyana, a revolving export develonment fund has been established
as part of the SAL.

19, Public Expenditure Progran, Both the level and compo=
sition oi public investmen expenditure and of government
recurrent expenditure have had to be reviewed by governments

as part of their adjustuent progrems. In particular, the
shortage of resources has required governments to reduce the
level of the public investment program and to reorder priorities
within the programme. Costly and urgent investment requirements
have arisen in the energy sector in order to develop indigenous
sources of hydro-power, oil, gés, coal, in substitution for
imports, Governments have revised sector priorities for
investment and adopted procedures to ensure thet individual
projects are carefully evaluated, least cost options adopted,
and projects with low rates of return excluded, For instance,
the SAL to Senegal included understandings relating to the
application of cost-benefit analysis and the application of
economic selection criteria,., The revised sectoral priorities
for investment will be reviewed regularly as part of SAL
operations, The most intensive of these reviews is being
undertaken as part of Bank economnic work in Turkey,




20. In sone cases the effective management and modifi-
cation of the public investment programme have necessitated
strengthening the institutions responsible for investment
programme formulation and project selection, through Technical
Assistance Projects designed, in part, to strengthen the
investment planning, implementation and monitoring capacity
in the country.

214 Within the overall constraint on budgetary expenditure,
recurrent exnenditure on development services frequently is of
higher priority than new capital investment --— e.g., expendi-
ture on agricultural research and extension, operational
expenditures for schools and hospitals, maintenance of roads.
Moreover, the balance within the budget between development

and non-develonnent recurrent expenditure has had to be
reexanined by governments. The Kenyan Government's programme
has given emphasis to selective cutbacks in order to give
preference to recurrent developnent expenditures and particu-
larly to the needs of the productive sectors (agriculture) and
to exports. FPFurthermore, a three-year forward budget systen

is being developed to ensure that the tight budgetary situation
does not lead to the build-up of future commitments which cannot
be funded, liost SiLs include reductions in the budgetary impact
of subsidy progrems for both inputs and consumer goods by
focussing these programmes more sharply on the target groups.
For instance, the growing burden of subsidies to state enter-
prises and the rising cost of fertilizer and other agricultural
input subsidies in Senegal, Turkey and Guyana, are being
curtailed as part of their adjustment programmes.,

22, Resource lobilisation. Increasing mobilisation of
resources ior cevelopment and investment becomes particularly
difficult when the rate of growth of real national income is
falling, This applies both to public sector resource mobili—
sation through nublic enterprises and the budget, and to
private savings. These policy issues have been central parts
of adjustment programmes supported by the Bank and by the IMf,

25 In nost of the structural adjustment programmes the
maintenance of positive real interest rates is recognised as
important for increasing the mobilisation of private savings.

In the adjustment programme for Turkey, commercial bank interest
rates have been deregulated and the Government's policy more
generally is to develop a structure of interest rates which
reflects expectations of inflation. The SALs to Kenya and
Guyana also included undertakings to establish or maintain
positive real interest rates,



. n many of the countries in which the Bank is supporting
ggjustmen% progiammes, public enterprises had become a net d§aln
on budgetary resources instead of cogtributing to the flow o}
national savings. In a very constrained budgetary situation,
governments in these countries are introducing measures to
reverse this situation. A centrol feature of the adjustment
programme in Turkey is to linit access by the atate economic
enterprises to the budget and the Central Bank for financing
their operational deficits. The adjustment programmes in
Bolivia and Guyana include Pricing nolicies to ensure greater
self-financing for public enterprises, The Senegal adjustment
program is using "programme contracts® betwegn the government
and public enterprises which specify how efficiency is to be
increased and their financial position strengthened,

25, Structural adjustment programmes have also had to
address the problem of a slowdovn in the growth of tax revenues,
due to lower growth in real netional income, in the face of
continued growth of govermment eizpenditures, This problem ig
gggravated by the fact that nany countries have already attained
high tax/GNP ratios. Various approaches have been tried in the
structural adjustment programmes, For instance, in the case of
Turkey, which has a tax/GNP ratio close to 20 %, the tax reform
programme was designed to deal with this dilemma by improving the
incentive and equity effect of the tax structure while also
increasing the revenue elasticity of the systen,

The Form and Procedures for SLLs

26. The procedures which have been developed for SAL opera-
tions reflect the importance of the time lags involved in pro-
grammes of structural adjustment. Changes in policies and
institutions will have their intended inpact on: production,
exports, import growth and savings only over several years,
Furthermore, results are uncertain and can be affected by many
factors outside the control of the country., Since policies will
have to be adjusted in the light of experience, programmes for

structural adjustment, and the 5.Ls, are conceived as multi-
year programnes,

These understandings have
been embodied in Letters of Development Policy exchanged with

the President of the Bank and referenced in the Loan Agreement,
Th@y are the framework for the Benk's support of the structural
adjustment programme, Within this framework, a detailed and
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monitorable programme of action, usually govering steps to be
taken in the next year, is developed and incorporated in the
loan documents, In reviewing SAL proposals, the Bank has
focussed on the longer-term objectives for adaustment, on
actions a2lready taken by a government, and on the immediate
and subsequent actions it proposes to take. Where the
longer-term programme cannot be fully defined, the agrgements
provide for studies or other actions to develop the adjustment
programme beyond the 1-2 year period of the monitorable action
programme.

28. In addition to the broad understanding on a multi-
year programme and the more detailed programme of monitorablg
actions for the first year, all SiLs to date have had tranching
provisions although this is not regarded as a necessary feature,
Release of a second tranche (the Turlkey SAL also had a third
tranche) has been made conditional on specific actions to be
taken., Typically tranche releases are planned for approxima-
tely three-to-four months after approval or effectiveness of
the loan/credit, While this provides =2n opportunity for a
preliminary review of the implementation of the whole programne
of action, and of the studies and preparatory work required

for the subsequent SAL operation, the focus of the review is

on the specific actions which are reguired to trigger the
tranche release, The range of these actions has varied, For
instance, release of the second tronche of the Philippine SAL
is dependent on specific actions to extend the liberalising

of import licensing and the realignment of tariffs. The Senegal
SAL second tranche is to be relecased vhen agreed measures have
been taken regarding import dutics and export premiums and when
an investment programme has been adonted reflecting agreed
priorities, In Turkey, the actions To be taken covered many
components of the adjustment programme and this also wasg the
case with the Guyana SLL., Of the four tranche release decisions,
three (Kenya, Bolivia and Philippines) have been delayed by
about 2-3 months in order to give the governments additional
time in which to fully implement the agreement for tranche

release. Both the second and third tranches of the Turkey SAL
were released without delay.

29, Although monitoring of a S.AL focuses on the agreed
action programme, ultimately, of course, the concern of govern-
ments and of the Bank is with the achicevement of the objectives
of the action programme such as increases in agricultural
production, exports and savings, Review of the implementation
of t@e agreed action programmes and progress towards the
attainment of the longer-term objectives of the structural

adjustment programme will be the basis for considering follow-up
operations,




III, IMPLEMENTATION OF STRUCTUR.I. LDJUSTMENT LOANS

The Role of the Bank in the Formulation

ana ngIemen Ea Eion ot AEI'IU.S EmenE Frograxmes

30, Programmes of structural adjustuent cover policy and
institutional issues which have been ccuses for concern in many
developing countries long before the current crisis, such as
failure to adopt incentive prices for agriculture, inadequate
attention to the composition of public investment programmes,
inefficient inward-looking industrial policies, parastatals

which are a drain on budgetary resources rather than generators

of such resources, The Bank uses the opportunities provided

by its project and sector lending, and through its dialogue on
economic and sector issues, to work with governments in addressing
these policy concerns. But whatever the past need for governments
to improve policies and institutions in order to speed up the

pace of development in their countries, the present prospects

for most developing countries convert this nced into an imperative
if they are to achieve both a minimua level of development of
their economies and restore balance of payments viability. 1In
view of the inadequate record of many countries in the past in
taking policy action on such issues a basic question is whether
SAL operations can accelerate such policy reforms,

371, The unique feature of SAL which makes this acceleration
possible is that it consists of finsncisl support for a specified
programme of policy actions by a government. Thus, at all stages
of the preparation, appraisal, implementation and ex-post review
of the operation, the focus is on the brogramme of policy actions,
Furthermore the repetition of this cycle through thiree or four

or more SAL operations provides the opportunity to develop
timetables for undertaking the studics required for formulating
further stages of policy action, to review the efficacy of

actions taken, and to assess the linkeges of poliey actions in
different secéors. v ty

32, The Bank, through its project operations and economic
work, regularly provides both technical reports on policy issues
and a forum for discussing these reports with a view to policy
action by government. However, there is an understandable
tendency to limit specific policy actions to those which are
reasonably close to Bank-financed operations, For example,
power loans generally deal with the pover rates which the
utility charges, In the context of such loans the Bank can also
seek broader agreements on energy pricing but experience suggests
this can be more difficult., But it is unlikely that in the
context of a power loan specific policy changes in other sectors
of the economy could be negotiated, Likewise while broad policy
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concerns such as the industrial incentive structure and
agricultural pricing have been addressed in individual projects
or sector loans, such efforts have been only partially success-
ful, The specific needs of the project tend to dominate the
timing of preparation and appraisal of an operation, the
authorities concerned with the project have a mandate limited
to the sector, and the disbursement of Bank funds typically

is linked to the implementation of the project. While sector
and sub-sector lending can provide opportunities to emphasize
policy issues, and these opportunities are being increasingly
developed by the Bank, experience with SAL operations suggests
that they can provide a more effective forum for dealing with
major policy issues in a comprehensive and systematic way.

33. Once a structural adjustment programme is agreed to,
support for it is not limited to structural adjustment loans
but involves project lending and economic and sector work as
well., For instance, policy and institutional changes agreed
to under SAL have been supported further by a loan for agri-

cultural research in Senegal, loans to state economic enterprises

in Turkey, and a financial sector loan in the Philippines.

34, SAL operations also are closely linked to economic and
sector work--~the basis for the Bank's policy dialogue. The
preparation, appraisal and implementation of SALs have required
a very large input of economic staff time, In some cases
economic work in progress contributed to the formulation of

the structural adjustment programme. For instance, the

+Philippine SAL wvas based on the industrial sector work which

the Bank had undertaken as part of its regular sector work
programme, In other countries, where the economic and sector
work was not as directly applicable to the priorities of the
structural adjustment programme, a major reorientation of,

and increase in, economic and sector work progremmes has been
required, - There also has been a qualitative change in the
nature of the economic and sector work as the emphasis shifted
from analysis and diagnosis to assisting governments in articu-
lating policy options and evaluating proposals for action,

Relationship Between SALL and IMF Programnmes

354 Both the IIMF and the Bank have increasingly focussed
on the mediun-teim adjustment process, For its part, the Fund
has become concerned that balance of payments viability and
financial stability cannot be achieved in many developing
countries except in the context of measures which not only
address demand management problems in the short run, but also
those which address medium-term supply problems. This greater
emphasis on the supply aspects of these econonmies recognises



that adjustment progremnes can only be introduced and become
effective over a period of several years and consequently that
Fund resources must be made available to support a country's
balance of payments during this period adjustment., The Bank,
for its part, has become nore concerned than in the past that
the longer—term developnent objectives which it supports will
be unsustainable unless programmes of mediun-term structural
adjustment are put in place by the developing countries.

36, In pursuing its responsibilities, the IMF continues

to give primary emphesis in its programmes to understandings

on the macro-financial issues, particularly in the areas of
nonetary, budgetary and e:iichange rate policy. The pursuit of
policies which will provide an "appropriate financial framework"
is regarded by both institutions as an essential prerequisite
for development, In fornulating the "supply" aspects of its
stand-by and EFF programmes the IMF has concentrated, in
addition to overall financial and exchange rate policy, on
price, subsidy and tax policies which create the appropriate
incentive framework particularly in energy, agriculture and
industry, This latter set of issues, however, have not generally
been developed by the Fund into performance criteria., They

have been discussed with governments and examined by the Fund

as part of its evaluation of a government's programme but they
have not been used directly to trigger the release of Fund
resources, although in some cases actions have been a prior
condition for stand-by or citended arrangements, The performance
criteria of the Fund have continued to be macro-financial cri-
teria, The IMF also has been particularly concerned to ensure
that in the context of structural adjustment progranmes a
governnent is developing o public investment programme which

in its size and composition reflects both the level of resources
available for public investnent and the priorities of the
structural adjustment programme,

37 The Bank, in its S5AL operations, has, as already noted,
also given emphasis to price, subsidy and tax policies in
relation to incentives in the energy, agricultural and indus-
trial sectors. However, the Bank has gone beyond these
incentive policy issues in order to seek understandings and
precise agreements on the institutional and procedural changes
which are required in a country in order to support and make
more effective the changes in the incentive system., Furthermore,
the public investment programme and the level and composition

of recurrent expenditure are central concerns in most SALs,
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384 The Dank's emphasis on supply-side issues reflects
the sectoral specialisation of its staff and its continuing
involvement in country sectoral programmes and problens, |
This detailed sectoral knowledge is also the basis for the |
substantive review with a government of the size, composition
and financing of its public investnent programme. and the
related recurrent expenditure budget. By drawing on this
sectoral experience the Bank has assisted governments in
formulating and implementing structural adjustment programmes
in the context of SAL programmes and in many cases has also
contributed to IIF programmes,

Nunber of Countries

39, There are ten countries for which SALs have either
been approved or are likely to be ready for Board consideration
during FY19C1, and active consideration is also being given to
SALs in several other countries, '

40, The Bank has been willing to consider requests for a
SAL in all cases in which a governnent has presented a programne
which adequetely addresses the country's adjustment problens,

or which provides the basis for formulating such a programme,
and where the government has been willing to reach agreement
with the Banl on a monitorable prograrme of action.

41, Difficulty in gaining political acceptance for the
adoption and implementation of structural adjustment programnes
has been and remains the overwhelming obstacle to proceeding
more rapidly with Bank structural adjustnent lending. These
political obstacles derive from the established interests in
the existing structure of incentives and present institutional
arrangenents, however inefficient they might be from a national
standpoint, Vhile adjustments can be gradual, in the mediunm
and longer run the inplenentation of major changes in policies,
programmcs and institutions is essential if structural adjustment
is to be achieved, and balance of payments viability and reaso-
nable levels of growth restored,

42, The difficulty which governments have in gaining
political acceptance for adjustment programmes is a general
problen. However, these difficulties are magnified in countries
in which lecvels of per capita income and of institutional
developnent are low, Furthermore the needs of these countries
to underteke programnes of adjustment are frequently very great.

43, Many of these countries are in Sub=Saharan Africa,
Their growth prospects, as presented for instance in the World
Developnent Reports, are bleak, reflecting the fact that these
are the least developed countries in terms of their per capita
incones (and *therefore their absolute savings potential) and
in their level of human resource and institutional development,
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Natural calamities such us droughts have also adversely
affected production in neny of them. However, the development
strategies which thesc countries have pursued have also
contributed to and, in some cases, are the main cause of
poor performance, The inmact of adverse changes in terms

of trade, changes in OLCD growth rates, and changes in the
aild climate for wmany of them have, therefore, aggravated
balance of payments and growth prospects which were in any
case matters of major concern, In these countries, more
than in most other countries, SAL operations have to address
the underlying probleus of development strategy as well as
the more immediate adjustment problems., The major policy
and institutional reforms supported under the SAL to Senegal
reflect the depth of change in developument strategy which is
required if many Sub-Saharan countries are to be able +o
attain their development objectives and maintain balance of
payments viability in the nediun tern.

44, In countries in which it is not possible for the Bank
to agree with a govermment on a programme of structural adjust-
nent which can be sunported through a series of S/iLs, the Bank
has supported policy improvenents on a more linited basis in
the expectation that these could be broadened gradually,

These operations have focussed on policy and institutional
reforn in priority sectors and subsectors of an econony,

The prototype of this approach has been the Sudan Agricultural
Rehabilitation Project which the Board approved in March 1980
and which supplemented a Fund EFF arrangenent, The project
addressed the rehabilitation needs of the agricultural sector
but agreement was also rcached on the size and composition of
the total public investnent brogramme, A similar sectoral
approach is under consideration in Tanzania,

45, Although the nejor obstacle to the adoption of adjust-
ment programmes is political, the shortage of specialist staff
in government is often an aggravating factor. Specialist staff
are required to analyse the various aspects of the adjustment
problem and to formulate alternative action Programmnes to deal
with these problens. Sone alternatives will be more politically
acceptable than others ond consequently the technical capacity
to formulate policy options is important, Where this capacity
is weak, technical assistance can be provided to reinforce local
staff, Technical assistance has been provided by Bank staff

in the course of undertoliing regular econonic and sector work
and also in undertal:ing other operational responsibilities,
Reports prepared by such missions have been available to
governments and these have covered issues of macro-economic and
sectoral policy, and institutional refornm, Furthernore, special
aide memoires have frecuently been prepared in order to assist
governuents in diagnosing nroblens and preparing solutions,

In one case, a Bank stot? tenber has been assigned for a year

to provide technical {.ssistance,



W 16 =

46, To conplenent what the Benl: can do out of its regular
staff work and its administrative budget, technical assistance
has been provided whenever necessary Ifrom appropriate sources
—~— €.8., UNDP, bilateral assistance, oir Bank-ID.Li financed
technical assistance projects. Ban: policy has been to ensure
that technical inability to forimmlate a structural adjustment
programme would not be a barrier to L. :

Inplication of SAL for Other Bank Lending

475 The Bank seeks to support meny objectives in a country
in addition to structural adjustument, which involves the Bank
in institution~building, investument and policy issues in nany
sectors. To the extent that S.iL operations nust be financed

at the expense of other operations the contribution the Bank
can nake in many of the sectors and subsectors may be adversely

affected,

48, The possible difficulties and changes involved in
accommodating SAL operations into the Bani:ts programmes of
country activities was emphasized in 2 recent paper to the
Board, In recommending that SAL operations should be made
additional to the existing lending programne, it was stated:

It would be ironic for Bank financing (of SAL) to
cone at the expense of its continuing support for
borrowing countries! investuent programmes, The
whole point of the Bank's response is to help
countries sustain as nuch nonentunm as possible

in their programmes to pronote growth and to
alleviate poverty through investments which increase
the productivity of the poor,

49. Without additionality, SAL operations must be primarily
financed out of reallocations of Tunds fron regular project
operations within a country, In somc countries this reallocation
is possible without delaying the iiaplementation of a countryts
investment progranme because as part of the adjustnent Process
the public investment Programne is having to be reduced and its
conposition modified.  For instance, in Turkey, Kenya and Senegal,
the conpletion of ongoing projects as rapidly as possible has
been given preference in the adjustuent programne over new
project starts except in high priority areas such as energy

and exports, The impact of this briority to ongoing projects

id 1likely to have some effect on The desirability of new project
comnitinents by the Bank, However, this effect in practice has
been small because the Bank's project financing is in sectors

and for projects of high priority,



50, Furthermore, as already noted, SAL lending and
project lending are often mutually supporting. Actions by
governunents supported by SAL are intended to inprove the
policy and institutional framewvorl: within which projects

are formulated and implemented, thus naking for a nore

rapid and effective inplementation of projects, Conversely,
the policy improvements need to be reinforced by appropriate
project operations, For instance, the constraints on the
investment budget make it more necessary for low-cost and
better-targeted solutions in the social sectors (e.ge, water
supply, education, urban, health) which can be supported by
Bank project operations., Similarly the najor industrial
reforms being supported by the SAL to the Philippines require
parallel policy action in the field of financial policy, This
is to be supported under a separate Bank operation.

Allocation of Resources

31, Generally the foreign eiichange made available by the
SLL can be applied to a broad range of imports, However, in

a few cases, a portion of the foreign exchange has been allocated
for specific items, within the borrover's foreign exchange
allocation programme, The SAL to Turkey, for example, set

aside a specific amount for imports by the private sector,

for inputs of the fertilizer and Desticides industries and for
basic industries (e.g., steel). /A nore limited 1list of eligible
inports has also been agreed under the Guyana SAL and a portion
of the loan is allocated to an ciport development fund which will
provide for the imports required by exporters, Generally it

has been agreed that counterpart funds would be utilised to
finance the agreed public investnent Drogramme, except in the
case of Senegal where the use of counterpart funds was linited

to financing developnent expenditures of para-statal enterprises,
primarily in the agricultural sectors, which entered into
bprogramme contracts with the Government,
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IV, CONCLUSIOIS

Des While experience to date has been 1@mited structural
adjustnent lending shows every sign of beconing an effective
means of  assisting those countries vhere the government is

both able and willing to formulate a specific and comprehensive
programme of adjustment., Each operation thus far has provided
a focus for intensive discussion of a wide range of critical
issues including trade policy, institutionol reform, effect-
iveness of public expenditures and resouirce nobilisation,

These discussions, in turn, have led to the adoption by
governuents of detailed action plans vwhich promise to re-
establish a viable balance of payments position in the nmediun~
tern, while maintaining the mexinmum feasible development effort,
The Bank's structural adjustment loans have effectively comple~
nented the use of Fund facilities by the sane borrowing countries,

53 As anticipated when the programme was initiated, the
particular requirements of each country vary and SALs have been

- designed in a flexible manner, It is still too early to draw

any firnm conclusions about the effectivencss of the programmes
agreed to. Nor is it yet clear whether, or to what extent
sector loans with a significant general Dolicy content can
becone the precursors of broader programes, However, there
seenis little doubt that the SAL operations have assisted
borrowers in designing and beginning to implement programmes
of structural change which are broader in scope and nore
sensitive to longer tern development objectives than would
have been likely otherwise; and that they are providing the
foundation for analysis of policy options vhich should help
in shaping further policy changes, ;

54, There are ten countries in which S.Ls have either
been approved or are likely to be ready for Board consider-
ation during FY1981 and several others in wialch preparatory
work and discussions have begun., This is o relatively small
proportion of the countries requiring programmes of structural
adjustment, Of course, structural adjustments arec being
introduced in several countries without direct Bank involvement,
and in others the Bank supports the necessary sectoral and
other policy changes through its project and sector operations.,
Nevertheless, more developing countries neced to identify their
long-term problems more clearly and formulate and inplement
structural adjustment pProgrammes in order to maintain a
reasonable rate of growth and developrient during the 1980s.
This is particularly true of the poorest and least developed

of the Bank's member countries and special efforts are being
nade by the Bank to assist governments in these countries to
fornulate appropriate Programnes,



