
12 Concluding themes

For three years worldwide development has been
stunted by recession. While population continues
to grow inexorably, production and trade have
lagged, unemployment has risen, much industrial
capacity has remained idle, and the standard of
living in Africa and Latin America has declined.

In some industrial countries there are now signs
of recovery. But business confidence has been badly
shaken, investment is sluggish, and large debts
overhang many countries. Global recovery cannot,
by itself, produce accelerated, equitable growth in
low-income countries, and there is a danger that
continued recession in developing countries will
undermine the pace of economic recovery in the
industrial countries.

The World Bank's assessment suggests that a 4
to 5 percent GDP growth rate annually over the
next decade is feasible for the developing countries
as a group. What is needed to achieve this result
is a concerted national and international effort to
ensure that recovery from the current recession is
strong and lasting, and that individual economies
are restructured to meet the changed economic
conditions.

Policy reforms are needed so all economies can
conform better to their comparative advantage, keep
wages in line with productivity, and remove price
distortions. These will be much easier to accom-
plish if pressures toward increased protectionism
are resisted and existing barriers to trade begin to
be rolled back, permitting the return to a rapidly
expanding world trade, including increasing trade
among developing countries.

But if the developing countries are to return to
the growth rates of the 1960s and 1970s, net capital
flows of all kinds must continue to increase, not
as rapidly as in the 1970s, but by 10 percent or
more in nominal terms (see Table 3.7). Interna-
tional private capital is essential to the develop-
ment process, in the form of both direct invest-
ment and commercial lending. The liquidity

problems of some major borrowers have shaken
confidence in international lending with the perv-
erse effect of reducing the availability of commer-
cial capital even to some developing countries that
have managed to perform well through the current
crisis; this has resulted in postponed investment,
curtailed inputs, and slowed development.

In this context the role of international financial
institutions is extremely important. The IMF's re-
cently expanded capacity will help ensure that re-
sources are available to meet urgent short-term
balance of payments crises. But the restoration of
growth requires that flows from multilateral de-
velopment banks be expanded as well. They have
proven to be effective intermediaries between pri-
vate markets and developing-country borrowers,
and yet their current lending levels fall far short
of what can be done. Substantially increased lend-
ing in support of sound development programs is
essential to regain and sustain the development
momentum in middle-income borrowers.

The poorest developing countriesespecially
those in sub-Saharan Africahave been hardest
hit by the current prolonged recession. They are
particularly dependent on flows of concessional
resources (ODA). Yet only 35 to 40 percent of ODA
is channeled to the low-income countries; meas-
ures should be taken to raise this share. IDA loans
are the most important component of ODA and
are focused entirely on the poorest countries. An
essential international action to ameliorate the cri-
sis and restore some forward movement for these
countries would be completion of the currently
delayed IDA VI replenishment and early agree-
ment on a substantially increased IDA VII.

The present debt difficulties of the developing
countries are the culmination of trends over sev-
eral yearsespecially the effect of higher energy
prices and expanding commercial bank lending
combined with inappropriate domestic policies.
These difficulties were exacerbated to the point of
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crisis by the prolonged recession that has caused
export earnings to fall and by unprecedently high
real interest rates. All arrangements to help indi-
vidual countries to avoid default depend in the
first instance on the sustained recovery of the in-
dustrialized countries, and ultimately on the bor-
rowing countries putting in place successful ad-
justment programs. With ample underutilized
capacity, economic recovery will produce many
benefitscutting unemployment, reducing the
pressure for protection, easing the debt problem,
and facilitating structural adjustments.

The restructuring strategy in developing coun-
tries should aim at correcting price distortions and
at overcoming institutional weaknesses that have
contributed to the low productivity of investment
in recent years. These and other measures dis-
cussed in Part II would assist countries to exploit
more effectively their comparative advantage. For
them to bear full fruit, however, the world econ-
omy must regain the momentum it achieved in
1976-78. Without that, the developing countries'
prospects are bleak indeed.

Over the longer term the challenge for devel-
oping countries is to use their limited resources
more efficiently and more equitably. Every gov-
ernment faces this challenge: whatever the polit-
ical objectives, the goal is to find the most cost-
effective means of achieving them. Evidence
abounds of how much can be gained from greater
efficiency. Price distortions alone may slow down
GDP growth by as much as two percentage points
a year. Other substantial losses result from poor
investment decisions, project delays, inadequate
maintenance of plant and machinery, and failure
to make full use of human skills and energy. And
in most countries, the consequences of these inef-
ficiencies are felt most by those who have least
the poor.

In an effort to accelerate development, govern-
ments have become increasingly active. In the
process many have often been badly overextended
and hence have contributed to inefficiency. This
Report has suggested ways to strengthen public
management and, more generally, the incentives
for all enterprises to operate more efficiently. Gov-
ernments could also share more of the burden of
promoting development with other organiza-
lionsprivate firms, community associations, and
the like.

This Report has stressed the importance of gov-
ernment policy in the adjustment processpartic-
ularly in correcting price distortions and exploiting
comparative advantage. Whatever the state's role
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as producer and owner, its role as regulator is
everywhere of prime importance in establishing
incentives for efficiency.

Good management of the economy depends on
well-functioning public institutions as well as on
the correct choice of policies, which has been the
main theme of Part II. The role of the public sector
has to be tailored to the human and financial re-
sources available, and these are almost every-
where overstretched. Hence the importance of re-
lying on markets to do what experience has shown
that markets generally do best. That still leaves
the government responsible for macroeconomic
policy, for managing public revenues and expendi-
tures, and for running public enterprises and pub-
lic services. Equipping the public service to carry
out these tasks well is challenge enough.

Though diverse, the experience of developing
countries in managing development has revealed
four broad conclusions:

Policy and institutional reform are comple-
mentary. Policies are relevant only if there is the
institutional capacity to carry them out, while strong
institutions are ineffectiveeven counterproduc-
tiveif the policy framework discourages effi-
ciency.

The implied rejection of "blueprints" in tack-
ling the complexities of development is not a coun-
sel of despair. The chief lesson to be drawn from
experience is the importance of building into every
strategy and program an effective learning proc-
ess. This is as true for programs of structural ad-
justment and administrative reform as it is for new
initiatives in rural development.

Public bureaucracies would be more effective
if they paid less attention to form and more to
substance. This means agencies' preparing fewer
grand plans and instead undertaking more ana-
lyses of the actions needed to achieve govern-
ment's central goals. It means restructuring tra-
ditional budgeting to identify the costs of specific
programs. It means transforming auditing into a
system of selective performance evaluation that
relates the cost of inputs to the value of outputs.
And, at the field level, it means officials' looking
outward to serve their clients rather than inward
to satisfy predetermined bureaucratic procedures.
All these changes imply more vigorous attention
to issues of accountability, cost-effectiveness, and
incentives.

On administrative reform, governments can
achieve more through persistent but selective ef-
forts at change, step by step, rather than through
major reforms that threaten many entrenched in-



terests simultaneously and are therefore often
neutralized by them. The correct time horizon for
institutional development is decades rather than
years.

Yet the very pressures that push governments
into an activist role are those that drive them to

seek quick solutions. Too often a program has
hardly started before fashions change, support is
withdrawn, the approach changed, and a new
program started. Institutional reform will be suc-
cessful only if it is pursued with vision, tenacity,
and strong political leadership.
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