
The Bank's Lending Policies 
- A changing emphasis 
MAHBUB UL HAQ 

There has been a n appa ren t change in the Bank's lending policies 
a n d pa t t e rns dur ing the 1970s toward helping to raise t he productivity 
of t he poor. This article by the Director of t he Policy Planning and 
P rog ram Review Depar tment of t he World B a n k reviews the evolution 
of t he thinking behind the change and briefly discusses t he implications 
for the Bank ' s lending policies. 

T h e t h i n k i n g o n e c o n o m i c d e v e ­
l o p m e n t h a s u n d e r g o n e a q u i e t r e ­
v o l u t i o n i n t h e 1970s. T h e e s s e n c e 
of t h i s r e v o l u t i o n is q u i t e s i m p l e : 
a l l of u s h a v e f ina l ly g r a d u a t e d f r o m 
a f a s c i n a t i o n w i t h t h e i n t e r m e d i a t e 
m e a n s of d e v e l o p m e n t t o a c o n s i d e r ­
a t i o n of i t s u l t i m a t e e n d s . W e h a v e 
r e c o g n i z e d t h a t t h e g r o w t h of g ro s s 
n a t i o n a l p r o d u c t ( G N P ) is a b s o ­
l u t e l y n e c e s s a r y b u t t h a t i t m u s t b e 
d i r e c t e d i n t e l l i g e n t l y t o w a r d so lv ing 
t h e p r o b l e m s of m a s s p o v e r t y . W h i l e 
w e s t i l l n e e d t o w o r r y a b o u t h o w to 
i n c r e a s e p r o d u c t i o n , we h a v e f inal ly 
a d d e d t h e c r i t i c a l q u e s t i o n : " for 
w h o s e b e n e f i t ? " . 

L i k e a l l r e v o l u t i o n s , t h i s o n e 
h a s h a d ills excesses . G r o w t h of 
G N P w a s f o r g o t t e n s o m e t i m e s i n t h e 
a n x i e t y t o r e a c h t h e p o o r d i r e c t ­
ly. S o m e g o v e r n m e n t s a n d p o p u ­
l i s t l e a d e r s t r i e d t h e fu t i l e a n d 
s h o r t - l i v e d e x p e r i m e n t of I n c o m e 
d i s t r i b u t i o n w i t h o u t i n c r e a s i n g p r o ­
d u c t i o n . A c o n s e n s u s h a s f ina l ly 
b e e n r e a c h e d a m o n g t h o s e c o n c e r n ­
ed w i t h d e v e l o p m e n t t h a t p r o d u c ­
t i o n a n d d i s t r i b u t i o n pol ic ies m u s t 
be ful ly I n t e g r a t e d . I n c r e a s e d p r o ­
d u c t i o n i s a m u s t i n a p o o r soc ie ty . 
B u t t h e p o o r a l so h a v e t o p a r t i c i ­
p a t e i n i n c r e a s i n g t h i s p r o d u c t i o n , 
a s we l l a s ful ly bene f i t f r o m i t . 

T h e d e b a t e o n d e v e l o p m e n t 
s t r a t e g i e s i s c o n t i n u i n g a n d is l i k e ­
ly t o go o n for a l o n g t i m e . B u t i t 
is p e r h a p s f a i r t o s a y t h a t t h e r e 
is b y n o w — b r o a d a g r e e m e n t on 
c e r t a i n p r o p o s i t i o n s w h i c h wou ld 
h a v e been r e g a r d e d a s h e r e s i e s on l s 
a d e c a d e a g o : 

# Growth in t h e GNP often 
does does no t filter down. W h a t 
is needed is a direct a t t ack on 
mass poverty. 

£ T h e marke t mechanism is 
often distorted by t h e existing 
distr ibution of income a n d weal th 
in favour of t h e rich, a n d is gen­
erally a n unreliable guide to set­
ting na t iona l objectives. Refor­
ming existing inst i tut ions is usual­
ly more decisive t h a n modifying 
prices t o benefit t h e poor. 

# New development strategies 

mus t be a imed a t t h e satisfaction 
of t he basic h u m a n needs of t h e 
entire population r a t h e r t h a n a t 
fulfilling marke t demand. 

9 Policies to improve the 
distribution of benefits and employ­
m e n t opportunit ies mus t be a n 
integral pa r t of any production plan. 
I t is generally impossible t o produce 
first and distribute later . 

$ A vital element in distribu­
tion policies is to Increase t h e pro­
ductivity of t he poor by directing 
investment toward them. 

9 A drastic restructuring of 
political a n d economic power is of­
ten required if development is to 
spread to t he vast majority of the 
population. 
T h e W o r l d B a n k ' s l e n d i n g po l i ­

c ies h a v e t a k e n s h a p e i n t he m i d s t 
of t h i s f e r m e n t i n d e v e l o p m e n t 
t h i n k i n g . T h e B a n k h a s b o t h 
c o n t r i b u t e d t o t h e i n t e l l e c t u a l d e ­
b a t e , t h r o u g h i t s r e s e a r c h a n d pol icy 
work a n d t h r o u g h i t s c h a n g i n g l e n d ­
i n g p a t t e r n s , a n d h a s a d a p t e d i t ­
self p r a g m a t i c a l l y t o t h e evo lv ing 
n e e d s of t h e d e v e l o p i n g w o r l d . 

ANNUAL S P E E C H T H E M E S 
T h e ove ra l l po l icy s i g n a l s f rom 

t h e B a n k d u r i n g t h e p a s t d e c a d e 
h a v e o f t e n b e e n c o n v e y e d t h r o u g h 
t h e s p e e c h e s of i t s P r e s i d e n t , Mr . 
R o b e r t S. M a c N a m a r a , a t t h e A n ­
n u a l M e e t i n g s of t h e B a n k ' s B o a r d 
of G o v e r n o r s . A r e c u r r e n t t h e m e 
of t h e s e s p e e c h e s h a s b e e n h o w to 
a t t a c k ' m a s s p o v e r t y d i rec t ly , 
t h r o u g h b o t h n a t i o n a l a n d i n t e r ­
n a t i o n a l efforts. W h i l e a n u m b e r 
of s e p a r a t e i s s u e s w e r e cove red i n 
t h e s e s p e e c h e s , t h e r e h a s b e e n a 
g r a d u a l e v o l u t i o n of t h o u g h t . A 
m a j o r t h e m e of t h e a d d r e s s i n S a n ­
t i a g o i n 1977 w a s t h a t e c o n o m i c 
g r o w t h is n o t f i l t e r ing d o w n t o t h e 
b o t t o m 40 p e r c e n t of t h e p o p u l a ­
t i o n s i n t h e d e v e l o p i n g wor ld . T h i s 
c o n c l u s i o n w a s b a c k e d u p for t h e 
f i rs t t i m e i n t h e B a n k w i t h s o m e 
d e t a i l e d e m p i r i c a l w o r k i n a n u m ­
b e r of m e m b e r c o u n t r i e s . 

I n s u b s e q u e n t s p e e c h e s M r . 
M a c N a m a r a m a d e a d i s t i n c t i o n b e ­

t w e e n " r e l a t i v e p o v e r t y " a n d " a b ­
so lu t e p o v e r t y " . T h e r e l a t ive p o o r 
w e r e t h o s e w h o s e a v e r a g e i n c o m e 
w a s l ess t h a n o n e t h i r d of t h e 
n a t i o n a l a v e r a g e . B u t t h e m a i n 
a t t e n t i o n w a s focussed o n t h e ove r 
900 mi l l ion a b s o l u t e poor , w i t h a n 
a v e r a g e p e r c a p i t a i n c o m e of l ess 
t h a n $100. T h i s g r o u p h a s a n 
i n f a n t m o r t a l i t y r a t e e i g h t t i m e s 
h i g h e r , life e x p e c t a n c y o n e t h i r d 
lower , a n d a d u l t l i t e r a c y r a t e 60 
p e r c e n t less t h a n t h e a v e r a g e i n 
t h e deve loped c o u n t r i e s . T h e r e i s 
a l so w i d e s p r e a d m a l n u t r i t i o n a m o n g 
600 mi l l ion p e r s o n s , m a n y of t h e m 
sma l l c h i l d r e n . A d i s t i n c t i o n w a s 
a l so m a d e b e t w e e n t h e p o o r e s t c o u n ­
t r i e s — def ined a s t h o s e w i t h a v e r ­
a g e p e r c a p i t a i n c o m e s be low $265 
in 1975 do l l a r s , w h e r e over 80 p e r 
c e n t of t h e a b s o l u t e p o o r l ive a n d 
w h i c h r e q u i r e c o n c e s s i o n a l a s s i s t ­
a n c e f r o m t h e i n t e r n a t i o n a l c o m ­
m u n i t y — a n d t h o s e m i d d l e - i n c o m e 
c o u n t r i e s w i t h a v e r a g e i n c o m e s 
above $265 w h i c h n e e d g r e a t e r a c ­
cess t o i n t e r n a t i o n a l m a r k e t s , b o t h 
t o sell t h e i r m a n u f a c t u r e s a n d t o 
o b t a i n c a p i t a l . 

T h e focus of n a t i o n a l a n d i n ­
t e r n a t i o n a l efforts , i n c l u d i n g t h a t of 
t h e B a n k , w a s t o b e d i r e c t e d d u r i n g 
t h e 1970s t o w a r d i n c r e a s i n g t h e p r o ­
duc t iv i t y of t h e poor . I t w a s r e ­
cognized t h a t w e l f a r e p r o g r a m s , 
w i t h o u t c o r r e s p o n d i n g i n c r e a s e s i n 
t h e p r o d u c t i v i t y of t h e r e c i p i e n t s , 
cou ld o n l y be s h o r t - l i v e d a n d even 
c o u n t e r p r o d u c t i v e . I t w a s e m p h a ­
sized t h a t t o t h e e x t e n t t h a t t h e 
poor possessed some t a n g i b l e a s se t s , 
h o w e v e r m e a g r e (a s m a l l f a r m , a 
c o t t a g e i n d u s t r y , o r a s m a l l - s c a l e 
c o m m e r c i a l o p e r a t i o n i n t h e u r b a n 
s ec to r ) n a t i o n a l a n d i n t e r n a t i o n a l 
a c t i o n s h o u l d focus o n h e l p i n g t h e m 
to b e c o m e m o r e p r o d u c t i v e t h r o u g h 
b e t t e r access t o c r ed i t , e x t e n s i o n 
a s s i s t a n c e , a n d p r o d u c t i o n i m p u t s 
s u c h a s fer t i l izer a n d i m p r o v e d 
seeds . 

I t w a s a lso r eco g n i zed t h a t , b e ­
s ides e x p a n d i n g t h e c a p a c i t y of t h e 
poor t o p r o d u c e a n d p u r c h a s e 
m a r k e t goods , i t w a s equa l ly n e c e s ­
s a r y t o r e d e s i g n a n d e x p a n d p u b l i c 
se rv ices s u c h a s e d u c a t i o n , h e a l t h 
c a r e , w a t e r supp ly , a n d p u b l i c t r a n ­
s p o r t a t i o n . T h e m a i n e m p h a s i s , 
however , w a s p l a c e d o n low-cos t , r e -
pl lcable pub l i c services , s i nce i t w a s 
r eco g n i zed t h a t m o s t of t h e p r e ­
s e n t se rv ices e n d u p s e r v i n g t h e i n ­
t e r e s t s of a p r iv i l eged few r a t h e r 
t h a n t h e d e p r i v e d m a n y . 

I n r e c e n t y e a r s , t h e d i r e c t a t ­
t a c k o n m a s s p o v e r t y h a s a l so b e e n 
b r o a d e n e d by t h e W o r l d B a n k t o 
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i nc lude t h o s e w h o h a v e n o t a n g i b l e 
asse t s , or t h o s e w h o c a n n o t eas i ly b e 
r e a c h e d by s i m p l y e x p a n d i n g e x i s t i n g 
pub l i c serv ices . T h e r e h a s b e e n a n 
e x p l o r a t i o n of h o w t h e b a s i c n e e d s 
of t h e en t i r e soc ie ty c a n be m e t i n 
a s h o r t t i m e , w i t h o u t sac r i f i c ing 
e c o n o m i c g r o w t h or t u r n i n g t h i s o b ­
jec t ive i n t o a s h o r t - l i v e d we l f a r e a p ­
p r o a c h . T h i n k i n g o n t h i s a spec t , 
however , is sti l l i n a n e a r l y a n d e x ­
p e r i m e n t a l s t age . 
W O R L D BANK P O L I C I E S 

T h e p a s t t e n y e a r s h a v e w i t ­
nes sed a m a j o r c h a n g e i n t h e Wor ld 
B a n k ' s l e n d i n g p a t t e r n s a n d pol ic ies 
in o r d e r t o h e l p i n c r e a s e t h e p r o d u c ­
t iv i ty of t h e wor ld ' s p o o r e s t peop le . 

T o beg in w i t h , t h i s h a s m e a n t 
c h a n n e l i n g I n t e r n a t i o n a l D e v e l o p ­
m e n t Assoc ia t ion ( IDA) r e s o u r c e s 
i n c r e a s i n g l y t o t h e p o o r e s t c o u n ­
t r i e s , t h a t is, t h o s e w i t h a p e r 
c a p i t a i n c o m e of less t h a n $265 i n 
1975 do l la r s , even t h o u g h t h e f o r m a l 
p e r c a p i t a i n c o m e cutoff p o i n t i s 
c u r r e n t l y $520. A b o u t 84 p e r c e n t 
of IDA r e s o u r c e s a r e b e i n g a l l o c a t ­
ed t o t h e s e c o u n t r i e s . B y c o m p a ­
r i son b e c a u s e of po l i t i ca l p r e s s u r e s 
a n d "spec ia l r e l a t i o n s h i p s " , o n l y 42 
pe r c e n t of t o t a l b i l a t e r a l Official 
D e v e l o p m e n t A s s i s t a n c e f r o m t h e 
D e v e l o p m e n t A s s i s t a n c e C o m m i t t e e 
(DAC) of t h e O r g a n i s a t i o n for E c o ­
n o m i c C o o p e r a t i o n a n d D e v e l o p ­
m e n t (OECD) is b e i n g c h a n n e l e d t o 
t h e s a m e g r o u p of p o o r e s t d e v e l o p ­
i n g c o u n t r i e s . T h u s , I D A h a s b e e n 
ab le to m a i n t a i n a s t r o n g e m p h a s i s 
o n p o v e r t y i n i t s a s s i s t a n c e . T h i s 
i s m a i n l y b e c a u s e IDA is m u l t i ­
l a t e r a l a n d n o n p o l i t i c a l , a n d b e ­
c a u s e i t s overa l l ob jec t ive is t o r e a c h 
t h e p o o r e s t peop le , 80 p e r c e n t of 
w h o m live i n t h e p o o r e s t c o u n t r i e s . 

B e c a u s e of t h e c h a n g e i n t h e 
focus of d e v e l o p m e n t pol ic ies , I t w a s 
also i n e v i t a b l e t h a t t h e s e c t o r a l e m ­
p h a s i s of B a n k G r o u p l e n d i n g 
s h o u l d sh i f t d r a m a t i c a l l y — a n d so 
i t d id . A b o u t t e n y e a r s a g o 55 p e r 
c e n t of B a n k G r o u p l e n d i n g w a s d e ­
vo t ed t o i n f r a s t r u c t u r e p r o j e c t s : 
t h i s p r o p o r t i o n h a d d r o p p e d t o 30 
p e r c e n t b y f i n a n c i a l y e a r 1977. 
Mos t of t h e Wor ld B a n k ' s l e n d i n g i s 
n o w a l loca t ed t o t h o s e s e c t o r s t h a t 
d i r e c t l y c o n t r i b u t e t o i n c r e a s i n g t h e 
p r o d u c t i v i t y of t h e poor . L e n d i n g 
for r u r a l d e v e l o p m e n t h a s i n c r e a s e d 
f rom a negl ig ib le p r o p o r t i o n t e n 
yea r s ago to over 20 p e r c e n t of t o ­
t a l l e n d i n g t o d a y . F o r soc ia l s e c ­
to r s , s u c h a s e d u c a t i o n a n d w a t e r 
supp ly , l e n d i n g h a s m o r e t h a n 
doub led . I n fac t , over t h e p a s t t e n 
yea r s , m a n y n e w sec to r s a n d s u b -
s e c t o r s h a v e b e e n a d d e d t o t h e l e n d ­

i n g p r o g r a m : a m o n g t h e m , r u r a l 
d e v e l o p m e n t , p r i m a r y e d u c a t i o n , p o ­
p u l a t i o n con t ro l , n u t r i t i o n , s i t e s 
a n d se rv ices a n d w a t e r s u p p l y ( see 
t a b l e ) . 

Sectoral composition of World Bank 
lending (percentage share) 

Infrastructure FY 67 FY 77 
Communications 3.6 2.0 
Power 29.7 13.5 
Transporta t ion 21.2 14.8 

Subtotal 54.5 30.3 
Economic sectors 

Agriculture 7.7 32.7 
(Of which: 
rura l development) ( ) (20.6 
Indust ry 11.9 21.1 
Tourism = 1.4 

Subtotal 19.6 55.2 
Social sectors 

Education 4.6 4.1 
Populat ion = 

0.5 
Urbanizat ion 2.2 
Water supply 0.1 4.2 
Nutr i t ion = 0.2 

Subtotal 4.7 11.2 
Others (including 

program loans) 21.2 3.3 

Tota l 100.0 100.0 

N o t on ly h a v e t h e l e n d i n g s e c ­
t o r s b r o a d e n e d , b u t t h e c o n t e n t 
a n d d e s i g n of p r o j e c t s h a v e a l so 
c h a n g e d c o n s i d e r a b l y w i t h i n t h e s e 
s ec to r s . T h e B a n k h a s i n c r e a s i n g ­
ly d e s i g n e d " n e w s ty l e p r o j e c t s " w i t h 
t h e ob jec t ive of d i r e c t l y b e n e f i t i n g 
t h e p o o r peop le . A m i n i m u m o b ­
j e c t i v e of t h e s e n e w - s t y l e p r o j e c t s 
is t h i s : a t l e a s t 51 p e r c e n t of t h e i r 
benef ic ia r ies s h o u l d fal l w i t h i n t h e 
p o v e r t y t a r g e t g r o u p c o n s t i t u t i n g 
t h e b o t t o m 40 p e r c e n t of t h e p o p u ­
l a t i o n . I n fac t , t h e a c t u a l e x p e ­
r i e n c e so f a r s h o w s t h a t t h e cove r ­
age h a s b e e n f a r h i g h e r . I n 1977, 
69 p e r c e n t of t h e benef ic ia r i e s of 
t h e n e w - s t y l e r u r a l d e v e l o p m e n t 
p r o j e c t s w e r e i n t h e p o v e r t y t a r g e t 
g r o u p s . A n o t h e r d i s t i n c t i v e f e a t u r e 
of t h e s e n e w - s t y l e p r o j e c t s i s t h a t 
t h e y a r e suff ic ient ly low i n cos t p e r 
bene f i c i a ry t o b e r ep l l c ab l e t h r o u g h ­
o u t t h e c o u n t r y . 

T h e B a n k ' s l e n d i n g pol ic ies a n d 
t e c h n i q u e s h a v e a l so evolved in 
o t h e r w a y s . F o r i n s t a n c e , t e n 
y e a r s a g o t h e B a n k m a d e n o l o a n s 
to g o v e r n m e n t - o w n e d D e v e l o p m e n t 
F i n a n c e C o m p a n i e s (DFCs) a n d v i r ­
tua l ly n o n e t o s m a l l - s c a l e e n t e r ­
p r i ses . L a s t y e a r . 60 p e r c e n t of 
s u c h B a n k l e n d i n g w a s t o g o v e r n ­
m e n t - o w n e d DFCs . By 1980, i t i s 
e x p e c t e d t h a t a b o u t 30 p e r c e n t of 
t h i s D F C l e n d i n g will b e d i r e c t e d 

t o w a r d s m a l l b u s i n e s s . T e n y e a r s 
ago, t h e B a n k m a d e few l o a n s t o 
s t a t e - o w n e d i n d u s t r i a l e n t e r p r i s e s . 
L a s t yea r , v i r t u a l l y a l l of t h e B a n k ' s 
l e n d i n g t o I n d u s t r y w e n t t o s t a t e 
e n t e r p r i s e s . T h e B a n k h a s r e c o g ­
nized t h a t i t f a ce s a d iverse wor ld 
w i t h c o m p l e x i s sues . I t c a n n o t 
afford t o b e r ig id o r d o c t r i n a i r e . I t 
m u s t k e e p o n Improv ing , a s Indeed 
i t h a s . 

N o t on ly t h e c o n t e n t a n d d i r ­
ec t ion of t h e B a n k G r o u p ' s l e n d i n g 
b u t a l so t h e s u b s t a n c e of i t s pol icy 
d ia logue w i t h m e m b e r g o v e r n m e n t s 
a n d t h e scope of I t s c o u n t r y e c o n o ­
m i c a n d s e c t o r w o r k h a s c h a n g e d . 
A c o n s i d e r a b l e p a r t of t h i s w o r k is 
n o w focussed o n i d e n t i f y i n g t h e 
d i m e n s i o n s of p o v e r t y a n d o n t h e 
i n s t i t u t i o n a l f r a m e w o r k a n d s y s t e m s 
t h r o u g h w h i c h t h e p o v e r t y t a r g e t 
g r o u p s c a n be r e a c h e d d i rec t ly . 

I t w o u l d be i n c o r r e c t t o s u g g e s t 
t h a t t h e B a n k effort h a s a l r e a d y 
m a d e a dec is ive di f ference t o wor ld 
p o v e r t y . B u t i t wou ld b e f a i r t o 
say t h a t B a n k pol ic ies h a v e c h a n g ­
ed r a p i d l y ove r the- cou r se of t h e 
l a s t d e c a d e to focus o n i n c r e a s i n g 
t h e p r o d u c t i v i t y of t h e poor . We 
m u s t r ecogn ize t h a t In t h e f inal 
ana lys i s , t h e B a n k ' s ro le i s m o r e t o 
p e r s u a d e m e m b e r c o u n t r i e s a n d t o 
give t h e r i g h t pol icy s igna l s . I t 
c a n n o t coe rce n a t i o n a l g o v e r n m e n t s 
i n t o a d o p t i n g a p p r o p r i a t e pol ic ies 
for a t t a c k i n g t h e i r p o v e r t y p r o b ­
l em if t h e y n e i t h e r h a v e t he p o l i t i ­
ca l will n o r t h e i n s t i t u t i o n a l m e a n s 
t o d o so. 

T h e B a n k ' s ro le c a n t h u s be 
only a s u p p o r t i n g one . T h e B a n k , 
a l o n g w i t h t h e m e m b e r c o u n t r i e s , 
s t i l l h a s t o l e a r n a good d e a l a b o u t 
h o w t h e p r o d u c t i v i t y of t h e poor 
c a n b e i n c r e a s e d effectively a n d o n 
a s u s t a i n a b l e bas i s . T h e d e v e l o p ­
i n g c o u n t r i e s c o n c e r n e d a n d t h e i n ­
t e r n a t i o n a l c o m m u n i t y h a v e s t i l l t o 
f ind o u t h o w pub l i c se rv ices c a n b e 
e x t e n d e d o n a n a t i o n w i d e bas i s a t 
a low, a c c e p t a b l e cost . We al l 
h a v e y e t t o d i scover h o w a l t e r n a ­
t ive de l ive ry s y s t e m s c a n be d e v i s ­
ed t o r e a c h t h e p o o r peop le a n d to 
o b t a i n t h e i r wi l l ing a n d e n t h u s i a s ­
t i c p a r t i c i p a t i o n . T h e B a n k d o u b t ­
lessly h a s m a d e some p rog re s s 
in a d d r e s s i n g t h e p r o b l e m s of p o v ­
e r t y . B u t we s h o u l d n e i t h e r b e 
i m m o d e s t n o r apo loge t i c a b o u t w h a t 
h a s b e e n a c h i e v e d so f a r . T h e 
B a n k h a s t a k e n j u s t t h e f i r s t s t e p s 
i n d e a l i n g d i r e c t l y w i t h t h e v a s t 
n e e d s of t h e w o r l d ' s p o o r e s t : t h e 
r e a l c h a l l e n g e for t h e B a n k , a n d 
t h e i n t e r n a t i o n a l c o m m u n i t y , s t i l l 
l ies a h e a d . 
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