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FOREWORD 

 

 

The following is a transcript of an oral interview conducted by the authors of the World 

Bank’s fiftieth anniversary history:  John P. Lewis, Richard Webb and Devesh Kapur, 

The World Bank:  Its First Half Century, Washington, DC:  Brookings Institution Press, 

1997.  It is not a formal oral history, and it is not a systematic overview of the work of the 

person interviewed.  At times the authors discussed the planned publication itself and the 

sources that should be consulted; at other times they talked about persons and 

publications extraneous to the Bank.  Some interview tapes and transcripts begin and end 

abruptly.  Nevertheless, the World Bank Group Archives believes that this transcript may 

be of interest to researchers and makes it available for public use. 
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[Begin Tape 1, Side A]1 

 

PFEFFERMANN:  . . the only operational concept was poverty, absolute, that you could 

help people earn more money and have a higher standard of living.  You could not 

change the, hope to change the distribution of income (a) because you didn't know what it 

was to begin with because of underreporting, et cetera, but (b) mainly that the share of the 

poor is so small that a slight change on the rich side of the income distribution curve can 

change your Gini [coefficient] totally whatever happens to the poor, you know.  So we 

shouldn't be concerned with that.  We should be concerned with trying to make sure that 

the poor get less poor, but whether your Gini goes up, down, or sideways is something 

which I don't think any government can influence with certainty.   

 

KAPUR:  But on the other hand, how do you counter the argument which is made, that 

the reason actually to focus on income distribution is not that it's important in the sense of 

direct implications of poverty but skewed income distributions implies, in a political 

economy, that those governments are much less likely to bother or really do anything 

about poverty.   

 

PFEFFERMANN:  Well, I don't know.  That's a long shot.     

 

KAPUR:  I mean, that's the argument, right, which is often made that [both speaking at 

once]    

 

PFEFFERMANN:  I think the Gini is rooted usually in two hundred years or more of 

tradition, basically.  It's not something that a government can--even Paul Streeten, I think, 

was talking about the iron law of income distribution and saying that it was very rare that 

even over twenty or thirty years the Gini changes a lot in a country.   

 

KAPUR:  Right.  The Gini is, I mean, statistically as a measure of inequality it’s a way 

for measures. 

 

PFEFFERMANN:  Okay.  You can do all sorts of other measures, but I mean just, oh, 

let's say, if you look at the share of the lowest 20 percent or something like that, I don't 

think it changes.  It would be interesting to see if in any country it’s changed a lot.  

Carlos Thayer [phonetic] used to make this point and to say that even in Sweden he 

thought that income distribution hadn't changed all that much in the twentieth century.  

Now, I don't know if it's true or not.     

 

KAPUR:  But do you think that . .    

 

WEBB:  I don't think anyone really knows.   

                                                 

1 Original transcript by Brookings Institution World Bank history project; original 

insertions are in [ ].  Insertions added by World Bank Group Archives are in italics in [ ]. 
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PFEFFERMANN:  No!  That's the point. That’s the point.  

 

WEBB:  The data, I think, suggest that mostly because after one estimate has been done, 

anyone who makes a second estimate, if the numbers come out very different from the 

first, they cook them!  I've seen this!  They—in--there's a procedure in, when people do 

these household budget studies, you get a distribution of households, and there before 

they send it in to the computer, they're looking at all the--they take what they call the 

“tails,” and they throw them in the wastebasket.  They say, “No, this can't be. It’s 

impossible, so there's something wrong with this.”  I've talked to these people in several 

countries.  It’s just, for them it's common sense!  [Laughter] 

 

PFEFFERMANN:  Right!  Right!  So I don't know.  I just think that it's so non-

operational that it's a chimera basically, whereas poverty is something you can measure 

and you can . . .     

 

WEBB:  There's a marvelous lecture by a fellow called Bertrand de Jouvenal called "The 

Ethics of Redistribution in the Post-War" . .   

 

PFEFFERMANN:  I have that book.  [all speaking at once]    

 

WEBB:  . . in a book.  And that helped me an awful lot when I was writing my doctoral 

dissertation because I think it made, is such a clear expression of this basic point you’re 

making.  Redistribution was invented by the middle class, and all that they ever meant 

was [all speaking at once] for them.  Don't get it wrong; this is what it’s all about.   

 

PFEFFERMANN:  Well, and the other point that he makes is he says if your, the 

median income in a country is 300 or 400 dollars a year, there is not that much to 

redistribute.  I mean, even if you redistribute everything, people are still poor.  So you 

should try and grow.  Argentina is a perfect case of a country where for forty years they 

focused almost exclusively on redistribution.   

 

KAPUR:  And poverty has increased.   

 

PFEFFERMANN:  Instead of growth.   

 

WEBB:  I told you my Argentina story?     

 

PFEFFERMANN:  Which one?   

 

WEBB:  I told you this.  José Maria y Castore, he was minister of finance a couple times.  

He and I had been in university together.  I went to visit Argentina in the '60s, my first 

time in Buenos Aires.  He was minister of something, but he took Sunday off to drive me 

around the city.  He had been to Peru, and he was really struck by the pueblos jovenes.  

And he had that on his mind, and he said, “We have these slums, too, in Buenos Aires, 

you know.”  And he said, “Would you like to see one?”   
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I said, “Sure.”   

 

So we were driving around with his family, and we drove and we drove and we drove all 

around Buenos Aires.  After a long time he said, “That's funny.  I'm sure it was around 

here somewhere.”   [Laughter]  

 

PFEFFERMANN:  Well, unfortunately, things have changed.   That’s right.  

 

KAPUR:  I guess I was wondering if--it seems to be the case that the Bank's poverty 

program in the ‘70s, whether it was in rural (the small farmer strategy) or in urban (the 

small-scale industry and so on), it really did seem to miss out on the poorest of the poor.   

 

PFEFFERMANN:  Yes.  That was a point which was made.  I mean there's this famous 

piece by Robert Chambers, “The Invisible Poor,” but long before that it was recognized 

that the bottom ten percent or so, you find they are either 90 years old or they are 

mentally deficient or they're sick.  I mean, they are people who--it is very difficult to 

think of increasing their productivity somehow.     

 

KAPUR:  Right.  Now is that—I mean, the sort of intellectual reason why this sort of fell 

between the cracks, is it in any way related to the focus on inequality and poverty, I mean 

that . . .  

 

PFEFFERMANN:  You mean because people looked--it was always “the bottom 40 

percent,” quote unquote.  It was the holy number.  So you think that people looked at this 

as a lump and didn't disaggregate?  Or what . . . 

 

KAPUR:  Well, I mean you can demonstrate it very well because if you--the measure 

used, what I find in all the poverty reports, is always the head count ratio.  If you use and 

you want to show a success on poverty reduction and use a head count ratio, then you can 

show maximum reduction in poverty is achieved by focusing on the richest quartile of the 

poor.     

 

PFEFFERMANN:  Yeah, I think Ravi Kanbur has written a lot about that. Right, right.  

True.  

 

KAPUR:  Right.  And, you know, in fact just by using that I'm always amazed why was 

that used as the index for all because that gets to be very skewed results in terms of 

someone who comes and sees if progress was achieved.  And you can really show good 

progress.  Now, I'm wondering if that sort of thing implicitly would lead to a bias against 

a focus on the poorest poor.      

 

PFEFFERMANN:  Could be.  I think it was much more that nobody knew what to do 

with them.  Nobody ever saw them.  Nobody knew they were there.  Neither the 

government nor the Bank ever had much to do with . . .   
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WEBB:  It was very much an operational problem internally, like giving up on the rural 

landless, what do you do?  Well, I mean, if they have land, we can do something, but if 

we can't--but I think there’s also something here a bit, kind of more underneath, which is 

the Bank has always had a phobia against anything that's like redistribution, subsidies, 

transfers.  It's really built in, I think, isn't it?   

 

PFEFFERMANN:  I suppose so.     

 

WEBB:  So that the very idea of giving money, that the Bank has anything to do with 

programs to just transfer money to old people or anything like that, I think that’s been 

much of the reason why the Bank doesn't want to get into employment programs.     

 

PFEFFERMANN:  But still you have recommendations for wage subsidies in some 

reports that I remember. 

   

WEBB:  Wage subsidies?   

 

PFEFFERMANN:  Yeah.  For instance, subsidizing wages in the northeast or within the 

north. I think it was usually knocked out before the reports went into final.  But, I mean 

it's not that people haven't thought of subsidies.  It's probably that it was kind of decided 

that they were either not practical or not feasible or whatever.   

 

KAPUR:  Right, but say, rural employment programs, which is--at least like in India that 

was one of the things and which has had some impact, in fact some pretty good impact in 

places where it's been tried out . .  

 

PFEFFERMANN:  You know, Tony [Anthony A.] Churchill commissioned a huge 

study of labor-intensive public works in India.   

 

KAPUR:  Oh, really?   

 

PFEFFERMANN:  Oh, yeah, multi-volume and so on.  You should talk to Tony in any 

case; he's a fount of wisdom.     

 

WEBB:  It’s one of the big gaps in our interviews so far.  We haven't gotten around to 

talking to him. 

 

KAPUR:  He should also know energy.    

 

PFEFFERMANN:  Yeah, he was in energy.  And also he was always in the editorial 

subcommittees, read an awful lot of the stuff that's been cranked out from the Bank.   

 

WEBB:  But the Bank—I’m sorry, but skipping back . . .   

 

PFEFFERMANN:  That's probably true.  I mean, the aversion to subsidies.   
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WEBB:  But interestingly, now with the whole idea of safety nets, it's coming in to them 

because—and it’s, I think it's--I don't think it's very favorable to the Bank because it's 

doing it essentially because it wants to sell adjustment programs.   

 

PFEFFERMANN:  I see.  Yeah.   

 

WEBB:  That’s what really drives the Bank in this direction.   

 

KAPUR:  But safety nets are almost invariably gamed.  I mean, if you see the structure 

of some safety net programs (at least two which I’ve seen) are aimed at the public sector 

employees which have been laid off [both speaking at once]    

 

PFEFFERMANN:  That's right.  So it’s the middle class [both speaking at once]    

 

KAPUR:  So again it's not the poorest.  They may not be the . . . 

 

PFEFFERMANN:  That’s right.  You see, Chile here was the . .    

 

WEBB:  No, but what I'm saying is that here they're accepting something which is close 

to a pure transfer.   

 

KAPUR:  Right.  But they're breaking . .  

 

WEBB:  Even though they wouldn't do it for the poorest.   

 

KAPUR:  Right, exactly.  That's the irony, is that they were against subsidies in general, 

but now--and this program is being sold in the poverty context, as a safety net.  The 

selling rhetoric is poverty, but actually it does—I mean, sure, it might prevent the people 

from falling into poverty.  There's no doubt about that.  But it is to retain them at some 

level rather than to lift up the poor.   

 

PFEFFERMANN:  Right, right.  But, I mean, you know, again it's what governments 

are doing, it's not what the Bank is doing, and governments are ruled by the middle 

classes not by the poor.  The political power of the poor is zilch.   

 

KAPUR:  Right.   

 

PFEFFERMANN:  Chile, again, paradoxically because it was a dictatorship, was the 

first country to have a targeted safety net, and there it was people being given a dollar a 

day to sweep the streets and pick up leaves in the parks and so on.  I mean it was--those 

were not the middle classes.   

 

KAPUR:  Right.  Well, it's sort of interesting.  There's a paper by Carol Graham in 

Brookings just out on the impact of [Augusto] Pinochet’s dealing with the poor, and she 

makes the case--I've not really examined her methodology but just the--but interestingly 

the poorest of the poor did reasonably well.   
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PFEFFERMANN:  Yeah.  Oh, yeah, and then there was [all speaking at once] because 

of the health thing.   

 

KAPUR:  Yes, but the poor in the sense of just below the poverty line, they actually 

suffered.   

 

PFEFFERMANN:  That's correct because you got some things for free if you were very 

poor, but then you had to pay for them if you weren't quite that poor.  That's true.  That’s 

true.  

 

KAPUR:  So if you look at head count ratio, Chile would not have done, but whereas if 

you look at other measures of poverty in that . . .  

 

PFEFFERMANN:  And there was a . .  

 

WEBB:  Did I ever give you this? [referring to a publication] 

 

PFEFFERMANN:  No.  Ah!  How interesting.     

 

WEBB:  This is just surveys we did in my office in Lima, and the taxes and things, but I 

wrote a little summary.   

 

PFEFFERMANN:  May I borrow it?   

 

WEBB:  You can have it.     

 

PFEFFERMANN:  Oh, thanks.   

 

WEBB:  And the testimonials are interesting, too.  It's sort of interviews with some of the 

. . .   

 

PFEFFERMANN:  You were going to show me the poverty handbook.   

 

But, you know, the other thing is deciles.  People thought of deciles as you would think 

of a prison cell in a way, that people were stuck in their deciles.  I think it took a long 

time for--that was counterproductive, this kind of universe of discourse of deciles.  

 

KAPUR:  I'm sort of struggling with one thing which I know we have to have as, on this 

whole way the Bank has used data and statistics.   

 

PFEFFERMANN:  Oh, yeah.  There is a lot of cooking.   

 

KAPUR:  And how—because, you know, now anything in the world, any article that 

says “World Bank statistics” . . .  
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PFEFFERMANN:  You know, [Robert S.] McNamara's theory was that it was better to 

have poor data than no data at all.     

 

KAPUR:  Right, and he told us that.   

 

PFEFFERMANN:  That’s the basic philosophy.  He did?  

 

KAPUR:  Yes, he told us that, “Look, you need something better than nothing.”  The 

unfortunate—I have some sympathy with that, but the unfortunate thing is that after [both 

speaking at once]    

 

PFEFFERMANN:  People start believing in the data.   

 

KAPUR:  It becomes embedded in stone . .   

 

PFEFFERMANN:  Exactly.   

 

KAPUR:  . . and no one ever questions that.  I sort of just asked, in project analysis, how 

did this figure of ten percent rate of return come as the mandate and why has it been 

constant across time and countries?  Surely economic theory would actually be very 

much against it because the relative costs of capital and labor in India is very different 

from Latin America. [both speaking at once]    

 

PFEFFERMANN:  Of course, of course.   

 

KAPUR:  So why should you have the same rate?  And there is nothing . . .  

 

PFEFFERMANN:  No, and it's not just the Bank.  If you look at the opportunity costs of 

capital, it's the same at the IDB [Inter-American Development Bank], and so it's just 

because most . .    

 

KAPUR:  They started off with that . . .    

 

PFEFFERMANN:  It's your cutoff point so that you can meet your lending targets, 

basically.  The other thing, Richard, that you should certainly include in your outline is 

the search, I mean this whole business of the social rates of return.   

 

KAPUR:  It's with me.   

 

WEBB:  Absolutely right! 

 

PFEFFERMANN:  You know, these distribution of weights and all that stuff.  [all 

speaking at once]  Squire [Herman] van der Tak and Anandarup Ray can give you the 

lowdown on that.   

 

KAPUR:  And why it didn't really get incorporated.   
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PFEFFERMANN:  Well, it didn't get incorporated because it's purely subjective.   

 

KAPUR:  Although they tried to say . . .   

 

PFEFFERMANN:  It's totally subjective.  It's your decision.  Once you decide that the 

dollar earned by a poor person is worth more than a dollar earned by a rich person, then 

by how much more it’s worth is your judgment.  There is no objective way of--that 

people can agree on that you can do this.  So it's purely subjective.  But there was this 

holy grail of having one number which would be the right number for each country, and I 

remember people working for six months on doing, on trying to extract this number.  

There was a guy in Colombia who was working for that for six months.  And, of course, 

you come up with a number in the end, but it's kind of reducing everything to one number 

which is very subjective.  So in the end it was never used, but a lot of resources were 

spent chasing that thing, and there were a lot of acrimonious discussions on it.   

 

WEBB:  Roughly in what year?   

 

PFEFFERMANN:  I would say mid-McNamara.  I don't know.  Early ‘70s probably.   

 

KAPUR:  In fact, we have to have that.  The fact that actually in that methodology, the 

irony, of course, looking back is that the weight given to public savings is more than the 

private, so which, of course, is an implicit bias for the public sector.       

 

PFEFFERMANN:  Yes, yes, of course.   

 

KAPUR:  So your methodology at that time that you were promoting and now, of 

course, you say, everything was bad, but actually your own analysis at that time was 

trying to point in that direction.   

 

PFEFFERMANN:  Yeah, I mean efficiency prices were bad enough.  It was very hard 

to get--theoretically each of the country economists (I mean the economists for each 

country) had to have a kind of up-to-date conversion factor and shadow rates of, you 

know, wage rates, and so on.  In fact, this never happened.  And occasionally when 

somebody would ask for it we’d invent the numbers, and I think it's part of the 

Operational Manual that it's the responsibility of the country department to keep these 

things.  Even today, I mean, if IFC [International Finance Corporation] is doing a 

project and we want to know what's the shadow wage rate, theoretically we could call up 

the country economist in the Bank and we would know.  But it's no longer done.   

  

KAPUR:  But you still have ERRs [economic rate of return] and FRRs [financial rate of 

return].   

 

PFEFFERMANN:  No, no, no, and that's another interesting thing.  Talk to--there was a 

whole task force on this--I'm talking about the Bank now, not IFC—the guys working on 



 

Guy Pfeffermann 

January 14, 1992 - Verbatim 

10 

 

industry in Mexico saying it had been six or seven years the last time they’d seen an 

economic rate of return.  That . .      

 

KAPUR:  But all the president’s, the staff appraisal reports, they still have them [both 

speaking at once] they have all those numbers.   

 

PFEFFERMANN:  They still have them.  Well, there was a task force with a guy called 

Randy [Randolph] Harris.   

 

KAPUR:  Yes.  We've talked to him.   

 

PFEFFERMANN:  The reason this task force was established was precisely that there 

was a feeling, well, that there was no more quality control of ERRs and FRRs, but I think 

it goes deeper than that, to the fact that project loans are really the Cinderella now and 

anything that sexy has to be a policy thing, whether it's sector or macro and so on.  So it's 

really become very neglected, this business of a project specific.  So when IFC was trying 

to hire people--because we still calculate them--it's not that easy to find people at the 

Bank who remember how to crank out a rate of return.   

 

KAPUR:  Also and within the project portfolio almost one-quarter now is in social sector 

. .  

 

PFEFFERMANN:  Yeah, that’s right.   

 

KAPUR:  . . where you can't do it, in any case. 

 

PFEFFERMANN:  That’s right 

 

WEBB:  On the distributional weight, I always thought that one maybe could try to sell 

the idea that you substitute, you say a one percent increase in income is the same for 

everybody, not a one dollar increase.  In other words, the relative . .  

 

PFEFFERMANN:  That the marginal utility is . .  

 

WEBB:  Yeah.  You give a rich guy and a poor guy a dollar each, it's hard to say, “Well, 

this dollar is worth more or less.”  But it's also hard to say, I think, that a one-tenth of one 

percent increase for the rich guy is equal to a ten percent increase in income for the poor 

guy, even though both are one dollar because you know that the percentage is very 

different.   

 

PFEFFERMANN:  That's right.     

 

WEBB:  Yeah.  So that could have been the basis for a—still subjective, I think, but even 

the--it's always subjective, even saying it's one dollar, even refusing to look at it is 

essentially subjective.  You're saying . .   
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PFEFFERMANN:  Well, that's true.  But what's wrong with just saying that the 

objective is to double the income of the poor in five years or something instead of doing 

it in terms of comparisons with the rich.   

 

WEBB:  Oh, I agree.  I mean . .  

 

PFEFFERMANN:  It's simpler.   

 

WEBB:  . . but that's just setting poverty as a target.  The thing is sometimes you have 

choices to make.  What do you do then?  

 

KAPUR:  Particularly choosing between universal projects, then the question is how do 

you prioritize?  How do you--you would have to rank them in some way because in 

theory there are always only so many projects you can do.  How do you rank them?   

 

PFEFFERMANN:  Well, it's very difficult.  I mean, you have projects that directly 

benefit the poor, and that was the whole idea of rural development and so on.  And then 

you have projects that manifestly don't benefit the poor like--well, you don't know--

building the World Trade Center or something.  It might.  Who knows?  And things in 

between.  What I'm saying is that it's so kind of crude and rough that I'm very suspicious 

of precise approaches, but that's my own bias on that.     

 

WEBB:  We were looking at all the, some of the literature on the projects involved like 

IDA [International Development Association], and I had completely forgotten this 

distribution stuff here [referring to a publication]. At the very end there is something 

called an overview . .     

 

PFEFFERMANN:  Oh, yeah.   

 

WEBB:  . . which is just some first thoughts on what could be a bottom line on all this?   

 

PFEFFERMANN:  Twenty to thirty percent?  I'm not even sure that's--well, actually, it 

would be interesting.  What really matters is not so much the intention, it’s the results, 

and . .   

 

KAPUR:  Both.   

 

PFEFFERMANN:  Both, both, both.   

 

KAPUR:  Because often results are not really under your control.   

 

PFEFFERMANN:  Both.  But I mean one of my main reactions to the OED [Operations 

Evaluation Department] report on rural development was that, okay, so the Bank put in 

20 or 30 billion dollars into things that they now say didn't really yield the results that 

they expected.  But that was only half the cost, and the rest was borne by the countries.  

So what was the effect of doing that?  That to my mind is the serious thing, that we have 
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the kind of, the presumption to say, “Well, we are going on this crusade, and we’ll do it 

on a 50/50 basis.”  Well, we can afford it, but can the country afford it?     

 

WEBB:  And they're paying back the loan even in addition to what they’re funding.    

 

PFEFFERMAN:  Exactly.  Exactly. 

 

KAPUR:  But isn't that a much larger point, I mean, there is a whole point made about 

the Bank in any case, that you experiment without--how about a failed structural 

adjustment loan?  

 

PFEFFERMANN:  Yes, but--I'm sorry, but I think that one has a special moral 

responsibility when you're dealing with poor people.  It's a bit like the extension officer 

who comes to see the poor guy, and he says, “You plant this,” or “You plant that,” and 

the guy knows perfectly well that if it's wrong, the extension officer is still going to be in 

his jeep and his family may be dying of hunger.  I mean it’s—I think that there's a 

difference here.   

 

KAPUR:  No, but from the whole strategy towards Africa, the whole adjustment 

programs for Africa in a sense are for the poor countries.   

 

PFEFFERMANN:  Well, that's true, but I mean, again, I think poor countries are one 

thing and poor people are another thing.  There’s some very rich—I mean, the 

distribution of income in Africa is extremely skewed.     

 

KAPUR:  No, but in this case they would argue that, “Fine, okay, so the 50 percent of 

the money paid by the country is being paid by the country and not really by the poor.”  It 

is exactly identical [inaudible] because if it is an adjustment loan which doesn't work, 

again it's the country which pays.  

 

PFEFFERMANN:  Well, this is true, but I guess what gets me is the high moralistic 

tone that this was done under, and then not only doesn't it work, but it doesn't work 

among people to whom really it may be a matter of life and death.    

 

KAPUR:  But there is one thing which I haven't yet gotten the figures, which is, insofar 

as the ARD [Agriculture and Rural Development Department], the whole rural 

development, if it was done primarily through IDA, then that is a different thing than if it 

is lent through IBRD [International Bank for Reconstruction and Development]. 

 

PFEFFERMANN:  Well, it wasn’t.  It depends.  Mexico and Brazil were IBRD.   

 

KAPUR:  Right.  And that's what we have to get because there you can say, “Well, it 

went wrong,” but IDA has so much of a grant element that, okay, you know, it's not as 

much at least as the cost to the countries.   

 

PFEFFERMANN:  The repayment, right. 
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KAPUR:  But if it's IBRD and you are experimenting and it fails . . .   

 

PFEFFERMANN:  To the country.  But, I mean, if you had things like rural credit and 

so on and the on-lending terms would be different from, independent of the IDA terms.   

 

KAPUR:  Right.     

 

PFEFFERMANN:  So anyway, I would just suggest that one look at the lending not 

only from the point of view--it might be interesting to try and figure out what was the 

percent of successful anti-poverty projects.  You know, that would be interesting.   

 

WEBB:  How could I get a handle on that?   

 

PFEFFERMANN:  That's an interesting question.     

 

KAPUR:  No one has ever really done that.   

 

PFEFFERMANN:  I know.  I know.  I know.   

 

WEBB:  I was wondering that OED has never done a report which pretends to get at 

poverty impact.    

 

KAPUR:  The only way one can get a handle is to look at those sectors where the Bank 

has lent which have a much more a direct impact on poverty:  rural development and 

social sectors.  Just that.    

 

PFEFFERMANN:  And then among those look at the success ratios, basically, and then 

see what one can see.   

 

KAPUR:  That's a rough thing because even education, you don't know if it was 

specifically ruled primary or higher education, but at least that gives you a bound, 

perhaps.   

 

PFEFFERMANN:  And you know, there is rural education and there is rural education.  

You can have rural education to train bureaucrats and you can have rural education to 

teach people how to plant turnips.   

 

WEBB:  That’s right.  Yeah.  Yeah.     

 

PFEFFERMANN:  Well, you know, one particularly unsavory chapter in this business 

of shadow prices and so on was using development finance companies--well, using 

shadow prices for commercial project appraisal, essentially, and since shadow prices are 

fictitious, in the real world you can go broke if you use them.  And Turkey is a 

particularly clear example of that where the Bank under McNamara either agreed to what 

the government was doing or kind of prompted the government to put all sorts of 
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investments in particularly poor regions so you had steel mills in the middle of 

nowhere—the mountains someplace--and stuff like that.  You tried that in Peru, too, but 

fortunately you didn't have enough money to do it on a large scale!  And, of course, all 

these things are now hopeless white elephants.     

 

And this was done—well, you know, an interesting thing is, for example, one of the 

reasons why IFC investments in Africa have such low returns is that in the days of 

[Moeen A.] Qureshi, when Qureshi was running IFC or was chief economist and 

McNamara was there, McNamara decided that in the case of Africa you would have a 

concept called the “warranted rate of protection,” and the guy who knows about this is 

Martin Hartigan, H-A-R-T-I-G-A-N.  He’s now in PS [Office of Policy and Advisory 

Services]; he used to be an economist in IFC.  He will tell you the whole story.  And the 

thing was that they couldn't fund decent investments in Africa without protection, so 

instead of saying, “Well, we won't finance them,” they said, “Well, Africa is special.  

Conditions are very difficult.  They’re very poor.  They deserve it,” blah, blah, blah.  

“And in this case let's calculate what rate of protection is necessary to make this thing 

fly.”  So they calculated that, and they financed the project, and of course the project 

went bankrupt ten years later.   

 

WEBB:  Extraordinary.   

 

PFEFFERMANN:  But ten years later, of course [both speaking at once]   

 

WEBB:  What a great story.   

 

KAPUR:  I'm sorry.  I guess I really don't know this, but in the commercial projects like 

industrial lending and so on, other than the sort of this economic rate of return and so on, 

was there a bottom line that, fine, even if the economic rate of return is 30 percent, but 

the financial rate of return must be at least X.    

 

PFEFFERMANN:  But this is the point.  If you increase protection your financial rate of 

return increases.   

 

KAPUR:  Oh, right.  In any case.  

 

PFEFFERMANN:  That's the point.  That’s the point.  In other words, had they done 

this, these projects would not have been financed because no matter how high the 

economic rate of return--well, actually, it wouldn't have been high because the economic 

rate of return would have [all speaking at once]  

 

KAPUR:  Would be lower. 

 

PFEFFERMANN:  That's right.  But they could jack up the financial rate of return by 

giving it a certain warranted level of protection.   
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KAPUR:  No, I guess I was asking in the case of Turkey, where you said the economic 

rates of return was . .   

 

PFEFFERMANN:  Well, the economic rate of return was high only because they used 

shadow prices, saying, for example, that labor was practically free and those kinds of, or 

that there was, you were, some kind of . .   

 

KAPUR:  And they were the poorer parts . .   

 

PFEFFERMANN:  . . thing on the credit side.  Exactly.   

 

KAPUR:  . . so you could do that.  And so even though the financial rates of return were 

low . . .   

 

PFEFFERMANN:  I don't know that they calculated them seriously, you know.   

 

KAPUR:  Right.   

 

PFEFFERMANN:  And that—well, Bill [William] Diamond is still a defender of DFCs, 

the development finance companies, but the Turkish story is well known.  I'm sure you 

can find somebody who can tell you that story.   

 

WEBB:  We've talked several times to him about this.   

 

KAPUR:  The thing was, he moved out of that.   

 

WEBB:  He had a hard time.  He seems reasonably realistic now, but he’s--it's obviously 

very hard for him to . . .  

 

PFEFFERMANN:  A lot of these outfits are his babies, and also they got a real rap.  I 

mean, you try and say something good for a government development finance company 

these days and people laugh at you.   

 

WEBB:  I've put it to him that DFCs have been one of the bigger failures of this whole . .   

 

PFEFFERMANN:  Yes.  Well . .  

 

WEBB:  [both speaking at once] amount of money.   

 

PFEFFERMANN:  Did you see the report by Nancy Barry and Tony Churchill for the 

private sector development committee of Burke Knapp’s?   

 

KAPUR:  No, I haven't seen that.   

 

WEBB:  Tony Churchill?   
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PFEFFERMANN:  Yes.  They put out a paper which Nancy Barry wrote which shows 

the distribution, you know, the successful ones, the unsuccessful ones, et cetera, the ones 

which had policy conditions, et cetera, and it's a pretty sad story.     

 

WEBB:  This is for whom?  Do you know?   

 

KAPUR:  Burke Knapp, a thing on the private sector.   

 

But actually it's a little bit--well, to put it in our perspective, two things:  one is, of 

course, that Bill Diamond had left that whole DFC in '71, but I have been told by 

[inaudible] this was on all credit, and he included ag credit, DFCs, housing, one more 

sector—I forget—oh, livestock projects.  Most livestock, which is what you had also 

said, are actually essentially a credit operation.   And he said it's not true that, to single 

out DFCs.  He said all credit operations of the Bank have been extremely bad.   

 

PFEFFERMANN:  Oh, yeah.  That's quite plausible.   

 

KAPUR:  So it's credit in general, rather than . .  

 

PFEFFERMANN:  No, no, I accept that.  The problem with DFCs is simply the 

noncommercial incentives of the people who run them.    

 

KAPUR:  But on the other hand, I mean if you look at the S&Ls [savings and loans] 

here, after all [all speaking at once] that’s not government, I mean, but no one picks on 

them as--well, I mean, it's not that . .  

 

PFEFFERMANN:  Look, nobody is saying that you don't need a proper framework.   

 

KAPUR:  Right.  

 

PFEFFERMANN:  I have to call my boss to find out . . . 

 

[blank to end of tape; apparently not turned on again after pause for telephone call]   

 

[End Tape 1, Side B] 

[Begin Tape 2, Side A]  

 

PFEFFERMANN:  Look, on this one I'm happy to talk a bit about it, but at the time of 

the capital increase reams of papers were produced which addressed a lot of these 

questions.  So my suggestion would be that you get in touch with--I'll give you a few 

names and just ask them for the whole stack of documents that were sent to the Board [of 

Executive Directors], or you can get them from the Board, around the capital increase 

because the U.S. in particular asked all sorts of questions:  Why were we there?  What 

had we been doing?  So I think it will address a lot of these things.  Ask Nissim Ezekiel 

for a list of documents.   
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KAPUR:  Okay.   

 

PFEFFERMANN:  He’s probably the best place to--or Jean-Philippe Halphen . . 

 

KAPUR:  How do you spell that? 

 

PFEFFERMANN:  H-A-L-P-H-E-N.  He's now the budget guy in IFC, and before that 

he was responsible for putting out all these Board papers.     

 

KAPUR:  I see.   

 

PFEFFERMANN:  We are preparing at the moment the third development impact 

paper.  I think you've seen earlier ones.   

 

KAPUR:  That's how I got that.  

 

PFEFFERMANN:  And this one [William S.] Ryrie decided to use not so much in a--not 

just in a retrospective way but also in a normative way to define IFC's role.  There are 

about 20 pages in there on the principles which define IFC's role.  So I think that will 

come in very handy for you.   

 

KAPUR:  Right.  Right. Right, absolutely.  

 

PFEFFERMANN:  It's in draft now.  We're just working on it.   

 

KAPUR:  So maybe after the beginning of the year you can send us a copy.   

 

PFEFFERMANN:  It's due to the Board the end of February.  We have to send it to the 

Board in early February.  So the end of this month there will be something. 

 

KAPUR:  Okay.   

 

PFEFFERMANN:  Let's see if there is any other one.  Now.  A guy who knows all 

about the early history of IFC, but he may want to get paid to talk, is your friend Bill 

Diamond, who . .   

 

KAPUR:  Oh, we've been talking to him a lot.   

 

PFEFFERMANN:  He has a photographic memory of this . .    

 

KAPUR:  He is very meticulous about these things.   

 

PFEFFERMANN:  Right, right.  Otherwise, on the history, I suggest you just talk to 

people who've been around for a long time--or outsiders, for instance, Richard, do you 

know Ruiz Sanchez? 
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KAPUR:  Bill has mentioned him.  Right.   

 

PFEFFERMANN:  He is one of the very finest minds in IFC.  Also, you might talk to 

the lawyer, Pepe [Jose E.] Camacho.  He's the counsel.   

 

KAPUR:  Oh, right.     

 

PFEFFERMANN:  He's a crusty guy.  If he wants to talk, he'll give you interesting stuff.  

Anyway, I've only been there three years or four years, so let me just see.  Now, on the 

lending to what and lending to who and so on, all this you can find in these documents, 

you know, ad nauseam.   

 

KAPUR:  Right.  Actually, we were wondering if we could send that, I guess, request to 

William Ryrie . .   

 

PFEFFERMANN:  Yeah.  Why don't you do that?   

 

KAPUR:  . . and for them to . . .  

 

PFEFFERMANN:  Sure.  He'd love to do that, and he will have somebody put a 

package together.  That would be by far the easiest way of doing it.   

 

KAPUR:  I mean, organize it perhaps.     

 

PFEFFERMANN:  In fact, you don't even need to do that.  Just call his personal 

assistant whose name is Assad Jabre, G, no J-A-B-R-E.  (You know that French people 

have a--I don't know a Frenchman who doesn't mix up “g” and “j” because it's the other 

way around in French.  “J” is “g,” and “g” is “j.”  So it's very difficult for us.)  Assad 

Jabre is his personal assistant.  Just tell him what you're doing, what you're interested in, 

and I'm sure he'll get it done.  Let me just see if there is one or another that illustrates 

some . . .   

 

By the way, the terminology in IFC, we do lend, but we call it “investing.”  We call these 

things "investments" even though genuine investments, equity investments are only about 

ten or fifteen percent.     

  

“Why is IFC so insignificant?”  Basically because McNamara didn't like the private 

sector; very simple.  He essentially thought that the private sector were sort of inimical to 

income distribution, if you will, fat cats, especially in developing countries, and I don't 

think that he was very--he never had the sense that IFC was really something that made 

his juices flow, so that while the Bank expanded tremendously fast, the IFC stayed small.  

And it's only now in the last few years that it's been expanding very rapidly, I think (a) 

because there’s now this private sector wind blowing all over the world; (b) because the 

world economy was doing quite well, so we kind of went up with that wind in our sails; 
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and, three, because Ryrie had kind of managed to articulate the thing in a way which gave 

it some visibility and some prestige which it never had had before.   

 

KAPUR:  So in a sense the McNamara of IFC?   

 

PFEFFERMANN:  I wouldn't--you try that out on Bill and see how he reacts.  

[Laughter] 

 

Actually, it might be quite interesting to see the rate of expansion because IFC expanded, 

I think, not last year, but if you take the five years before that at about 20 percent a year 

which is very comparable to McNamara.  That's an interesting parallel.  I've never 

thought of this because the two people couldn't be more different.  And Bill is basically a 

relaxed, intelligent fellow with a kind of classic education, a historian, if you will.   

 

What were you asking?   

 

KAPUR:  I was asking you, I have that over there from looking at the--these are very, 

very poor indicators, but the development impact of IFC, if you look at rates of return and 

so on and so forth which, you know, people really unfortunately just sort of seemed to 

cope with as magic numbers, and looking at OED’s evaluation, I mean, the rates of return 

across sectors, in different sectors, IFC does not seem to be any better.   

 

PFEFFERMANN:  Oh, no.  Well, I mean, it's very, very variable.  Now, OEU [IFC 

Operations Evaluation Unit] has focused on problem sectors, so you get an a priori bias.   

 

KAPUR:  I see.   

 

PFEFFERMANN:  They looked at tourism, at agri-business, and I mean the reason 

people ask OEU to look at the sector is when there are problems.  And unfortunately the 

rates of return on the other part of the sample are not really actual exports; they're re-

estimated projections.   

 

KAPUR:  Right.  This is what, of course, OED saw.   

 

PFEFFERMANN:  So we don't really know.   

 

KAPUR:  Right.   

 

PFEFFERMANN:  I think you can mention cases.  We talk a lot about this.  You see, 

what this development impact paper this year asks is:  Why does IFC exist?  Why should 

we be here?  Why doesn't the private sector do it?  And the main reasons are, one, a kind 

of information asymmetry which causes even some very large multinational corporations 

to assess the risk of investing in a developing country, a particular developing country, as 

being much greater than we think it is.  So by lending (a) our know-how and (b) our 

umbrella to a transaction, in effect we reduce the risk perception and therefore the rate of 

return that's required to realize the project is a little bit lower, and then there will be more 
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investment.  I think that's the fundamental thing.  We’re the kind of--at the margin we 

bring people in who otherwise would maybe have done it later, maybe wouldn't have 

done it at all.  And the interesting thing is that this is true even for some pretty large 

corporations where you’d think, “Well, they're used to this sort of thing,” but maybe 

precisely because they have the choice between so many different countries, when you 

get to Somalia or when you get to country X, very often it does makes a difference with 

them.  I think that's the main one.     

 

The second one is, if you look at a caricature of IFC, we cost more than money from the 

commercial banks by and large, and that's why we're losing business, say in Korea.  Now, 

there are two kinds of countries.  There are countries where people are happy to pay more 

because it’s still cheap for them, and that was the case in Latin America during the debt 

crisis and still in some countries.  So there we were de-bottlenecking a little bit and 

injecting foreign exchange capital which wouldn't have flowed in otherwise.  Then there 

are the countries like Thailand where they can borrow cheaper than IFC, and then you 

wonder why are they still borrowing from us.  They must have a reason otherwise they 

wouldn't be doing it.  And when you look at it, we get pushed more and more into, let's 

say, second-tier companies, that sort of thing.  So logically I think the question to ask is 

why should anybody in their right mind pay more than the market to get something from 

IFC, and that gets you into what they perceive as being the value added.  And then you 

get into what we talked about in the Board document, I mean, all this business of, you 

know, technical assistance in engineering and financially structuring the project, this, that 

and the other, which we provide.   

 

KAPUR:  But that argument is rather akin to the argument of Thailand and Korea 

borrowing from IBRD.  I mean, there’s no reason for them to borrow from IBRD.    

 

PFEFFERMANN:  Well, why do they?     

 

KAPUR:  It seems—I mean, the reasons we've heard are fairly identical to this:  value 

added, they want to [both speaking at once]    

 

PFEFFERMANN:  Maybe it's true.  I think for a government, though, it's a little bit 

more . .    

 

KAPUR:  Because aren't they getting Japanese money for the past five years?  They can 

get, or they can at least probably get that at a cheaper rate.   

 

PFEFFERMANN:  Yes, but then it's in yen.   

 

KAPUR:  Right.  But even if you take it with the exchange rate [both speaking at once]   

 

PFEFFERMANN:  It's true, but I don't trust governments to react to prices.  I mean, I 

think that if you're an enterprise and you borrow, you really look at what the money 

costs.  If you're a government and you borrow, you may have all sorts of political reasons 

for doing that.    
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KAPUR:  Right.   

 

PFEFFERMANN:  I mean, I don't think that a corporation would borrow from IFC just 

for political reasons.     

 

KAPUR:  But then your first point, which is that the IFC being there [inaudible] 

multinationals see that because of asymmetries of information or whatever.  But I guess 

that's one of the questions which I asked was:  how much of, you see, the lending, how 

much is used for, say, foreign direct investment as opposed to, you know, Tatas or some 

resident companies . .     

 

PFEFFERMANN:  There’s a whole range.  I think it will be difficult to find that.  You 

have to go through the portfolio and look at the kinds of companies there, but there’s 

everything from the totally local company, very small, I mean relatively small, like a 

million, two million, something like this, to Shell Gabon where we put in 50 million and 

they put in a billion or something.     

 

KAPUR:  So I would imagine in both ECASIA [Europe and Central Asia Region] and 

LAC [Latin America and Caribbean Region] there are less multinational and more local 

firms, whereas in Africa it might be just the opposite.   

 

PFEFFERMANN:  Yes, I would imagine that's true except that in Africa we have this-- 

in Africa it’s bipolar.  On one hand you have—unfortunately, because we would like to 

have it different, but what happens is that loans or investments tend to be on one hand 

extractive industries, rather large-scale with multinationals, and on the other hand 

domestic firms with small local people, and there’s very little in the middle, very little in 

the middle.  In fact, the lowest returns worldwide are in the CFA [Communauté 

Financière Africaine franc] countries.  We just looked at the sample.  And Africa, as you 

know, has returns about, well, it’s about seven percent compared to about eleven or 

twelve elsewhere.   

 

KAPUR:  Right.  But it’s also--I mean I'm just wondering, in our chapter on Africa in the 

whole Bank it might be worthwhile if one looks at the disastrous record of ARD, the 

agriculture and rural development in Africa, if you then ask, “Well, was it,” I mean, one 

might well ask, “Is it simply the design of ARD, the money-pushing, or Africa?”   

 

PFEFFERMANN:  Well, it must be Africa because [both speaking at once]    

 

KAPUR:  . . because if IFC has also not done well . . .   

 

PFEFFERMANN:  Any sector you take you always find that Africa is the worst.   

 

KAPUR:  Has the lowest in operational terms.  
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PFEFFERMANN:  I mean, it's not a surprise.  Now, there are some cheerful things if 

you look at things from an anecdotal point of view.  Did you read the [Keith] Marsden 

paper, for instance, on African entrepreneurs?   

 

KAPUR:  I have it, but I haven't read it.   

 

PFEFFERMANN:  Well, that--these are essentially the biographies of beneficiaries of 

the APDF, African Project Development Facility.   

 

KAPUR:  [both speaking at once] small, individually . . .  

 

PFEFFERMANN:  APDF finances feasibility studies, basically.     

 

KAPUR:  I see.   

 

PFEFFERMANN:  So if you have an idea and you want to translate it into something 

bankable, you approach APDF.  If you're lucky, you get it, and then they will finance 

100,000 - 150,000 dollar feasibility study with, you know, engineering and all the rest of 

it.  And then you can go to the Bank and ask for money.  And curiously only about 60 

percent of the requests apparently were financed, but that's a different issue.  But if you 

look at these guys, they're quite interesting.  I mean, there is an entrepreneurial class in 

Africa.  There's no question about it.  Now, there are lots of Indians among them.     

 

KAPUR:  Lebanese investors.   

 

PFEFFERMANN:  And there are women, and these tell you the stories.  And it's really 

quite heartening because it's not just the sort of an informal sector; it's a real 

entrepreneurial sector and very often starting from almost nothing and building up.     

 

KAPUR:  You know, you sort of remind me--the Bank has always been very reticent 

about--I got interested in this when looking at the late ‘60s, early ‘70s when there was a 

whole thing on expropriation here.  It was a big issue in the U.S.  So it so happens that 

there was a lot of expropriation going on in Africa, which was not directed toward 

western companies:  Uganda and East Indians and the same thing in West Africa in some 

countries.  But that was never an issue.  I thought it was curious.   

 

PFEFFERMANN:  Well, it wasn't an issue because it didn't hurt the U.S.     

 

KAPUR:  Right.     

 

PFEFFERMANN:  I mean, the Indian tea planters in Uganda don't have much clout in 

the Board.   

 

KAPUR:  But the whole sort of thing of expropriation has been an issue but the 

selectivity.   
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PFEFFERMANN:  I think it's quite right.  I mean, one of the most—I think--devastating 

things that were done in this respect was the nationalization of the agricultural marketing, 

for instance, in a place like Senegal where before you had Syrians and Lebanese who 

were the moneylenders and the guys who bought your crop and so on and so forth.  And, 

sure, they were making a profit, but they knew every guy, they knew who was a good risk 

and who wasn't, and so on.  You wipe that out, you put in some government 

superstructure, and there’s a vacuum, complete vacuum.   

 

WEBB:  I didn't know that had happened.  God.  What a disaster!   

 

KAPUR:  But how much of it was, you know, sort of ethnically motivated.   

 

PFEFFERMANN:  Oh, I'm sure a lot, a lot.  Not as much as in East Africa because I 

don't think that the Syrians and the Lebanese had nearly the same kind of economic clout, 

but it was basically this idea that private traders were parasitic and that by doing away 

with them you'd save lots of resources, you know, that sort of thing; and instead you got 

kleptocratic government institutions.   

 

But I think most of these questions you will be able to answer.  It just will take much 

more time that we can do in this chat now.   

 

KAPUR:  But if you feel there are other issues which--that is the whole point.  There are 

some things which are sort of stories, the IFC capital increase stories, the financial sector 

policy I've seen . . .   

 

PFEFFERMANN:  Well, you see, IFC is more expensive than the Bank to the 

taxpayers.  This is one of the reasons which the U.S., I think, is always putting forward, 

which I think is a very poor reason.   

 

KAPUR:  In what way?   

 

PFEFFERMANN:  Because of the--we don't have a gearing ratio; we are one to one.    

 

KAPUR:  So its capital is paid in, and there’s no callable. [both speaking at once]    

 

PFEFFERMANN:  There’s no paid in, no--it's all paid in, and the reason for that is that 

when you make equity investments, which is what's being done with that, you can't have 

a callable thing.  I mean either you're in or you're not in.  You have to pay for it, while the 

Bank is in a position to leverage this.   

 

Now, the other side of--what partially offsets this is that I think the Bank finances, what, 

about 40 percent of project costs or something, or 50 percent.  I don't know what the [all 

speaking at once] something like that, whereas in IFC it's much lower; it's about six or 

seven to one, so that our dollar is fully paid in, but it generates seven-dollar projects, 

while on the Bank side it's not fully paid in, but it generates the two-dollar projects.  But 

still the Bank is more leveraged than we are.  So if you look at it strictly from--like the 
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U.S. sometimes do--from the point of view of the bang-for-the-buck, from the point of 

view of the minimal possible contribution by the government . .  

    

KAPUR:  From IBRD’s point of view.   

 

PFEFFERMANN:  Yes, and I suspect that that's one of the reasons why they're pushing 

for this kind of totally, otherwise totally incomprehensible idea that the Bank should 

compete with IFC and lend directly to private enterprises.   

 

KAPUR:  Right.  You know, I'm reasonably sure--I think saw this, and Bill Diamond 

doesn't really think so, but I'm sure I saw it in a paper by George Woods.  George Woods, 

when he--he wanted IBRD to lend directly to the private sector in ‘63, and . .  

 

PFEFFERMANN:  Yes, in fact I know that that's true because there is now this task 

force with [Ibrahim F.I.] Shihata looking at this thing, and Pepe Camacho, our counsel, 

said that this was the third attempt.  And the first attempt that was made--I'm not sure if 

I'll get this wrong or not, but I think the first attempt led indirectly to the creation of IFC.   

 

KAPUR:  Right.  Okay.   

 

PFEFFERMANN:  The second one is the one you're referring to.   

 

KAPUR:  Which led to the first amendment of the Bank’s Articles.   

 

PFEFFERMANN:  Right.  And as a result of that the Bank started lending to IFC which 

it wasn't able to do before.   

 

KAPUR:  Right.   

 

PFEFFERMANN:  And now is the third time.     

 

KAPUR:  And in a way you can see it’s the same thing--I mean, not the same thing--but 

it's a way out saying you have a different institutional mechanism.  It's like IFC is the 

Bank's DFC to lend to IFC which in turn . . .  

 

PFEFFERMANN:  Right.  But this is no longer so now, of course . .   

 

KAPUR:  Right.   

 

PFEFFERMANN:  . . because we are only rely, I think, for one-tenth now on the loans 

from the Bank.   

 

KAPUR:  But I was wondering why in this attempt the U.S. didn't use that, let the Bank 

lend more to the IFC?  Or that's really--I mean, you would have got the same sort of 

result.  The Bank Group would still have lent . . 
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PFEFFERMANN:  Yeah, that’s right. 

 

KAPUR:  . . the same amounts to the private sector.   

 

PFEFFERMANN:  I think that that's because the U.S. also likes the idea of IFC standing 

on its own feet and borrowing in the markets.  I think so; I don't know.  That you can get 

from the people who were closer in the discussions with the Board. [both speaking at 

once] In fact, the one guy you should see on all this is Richard Frank, who is the vice 

president for finance.   

 

KAPUR:  I see.  You said that right now there’s a task force under Camacho?  

 

PFEFFERMANN:  Look—sorry--if you want to interview top people, I would say Pepe 

Camacho is certainly one.  [Judhvir] Parmar has been there 28 years, P-A-R-M-A-R, he's 

the vice president for operations.  And Richard Frank used to be at the Bank and is now 

in IFC and he's the top financial man.  So you should definitely talk to those people.     

 

WEBB:  Okay.     

 

KAPUR:  But with these questions you feel it addresses more or less the salient issues, 

or . . .  

 

PFEFFERMANN:  Well, sure, but when you see this stack of Board papers, you’ll 

probably have some more ideas.    

 

WEBB:  Okay.   

 

PFEFFERMANN:  Relations with the Bank, it’s a very--it's easy to . . .  

 

KAPUR:  Oh sorry, yes, yes.  It was Nissim.   

 

PFEFFERMANN:  Oh, no, I can see it. 

 

KAPUR:  His brother is a pretty good poet.   

 

PFEFFERMANN:  He has a brother?  He is a poet?   

 

KAPUR:  His brother is actually [both speaking at once]    

 

PFEFFERMANN:  No kidding?  Economists produce poets?   

 

KAPUR:  He's an English--I mean, he's a poet in the English language in India.   

 

PFEFFERMANN:  I see.  I didn't know that.  His father is an economist too, you know.   

 

KAPUR:  Yeah. Yin and yang, poetry and economics.      



 

Guy Pfeffermann 

January 14, 1992 - Verbatim 

27 

 

 

PFEFFERMANN:  Well, you see, one, just to take one example of the difference 

between IFC and a merchant investment bank, if you take privatization, fee-based advice, 

for instance, there is a whole department in IFC called corporate financial services or 

something like this.  It started off with—well, the major case in point is what's known as 

VISA, which is the--they're the Monterrey beer producers.  You know which ones.    

 

WEBB:  Oh, yeah, of course.   

 

PFEFFERMANN:  One of them.  It's a conglomerate.  They got into trouble during the 

debt crisis.  They had dollar debt, and they found themselves in very poor shape.  So they 

needed some advice on how to restructure their financial things, and IFC and commercial 

banks--I mean merchant banks--bid it.  And basically IFC won the bid because I think the 

New York banks wanted a big chunk of the shares in payment for that, and VISA were 

unwilling to divest themselves, to give them that, whereas we were doing it just for 

money.  I think it's correct, but you can check on this.  So we got this contract, and it was 

about 20 million dollars that they paid us to do this, and it worked very well and so on.  

In fact, the guy who was doing this has left IFC and is now working at Morgan Stanley, 

making three or four times more!     

 

Out of this grew this department which now produces mainly privatization studies for a 

specific enterprise in Eastern Europe which are usually paid out of Common Market aid 

funds, you know, that sort of thing.   

 

Now, the main difference, according to the people who do this, between what they do and 

what a merchant bank would do, is that the merchant bank would say, “All right, you are 

paying me half a million dollars.  I'll look at your enterprise.  I'll write this report, et 

cetera, and here is the report.”  What happens afterwards, they don't really care, and once 

they reach their costs at whatever they've set, they just cut off and say, “Here is your 

report,” whereas IFC, which thinks of itself as a development institution, (a) will not 

budget in this way, and if we lose some money on a deal, we lose some money on the 

deal, but secondly—and that's the most important difference--we will not touch an outfit 

which we do not believe is going to eventually be a viable enterprise.  And we've turned 

down a number of Eastern European deals for that reason because it was quite obvious 

that the thing wouldn't wash.  So that is a big difference.  

 

KAPUR:  I know that, I guess, in the country economics department, Mary Shirley’s 

group, there also have been public sector privatization projects. [both speaking at once]    

 

PFEFFERMANN:  Yes, but they're not doing enterprise specific work.  

 

KAPUR:  . . enterprise specific work.  But in terms of approaches and so on, it might be 

interesting to see how the two have perhaps . . [both speaking at once]    

 

PFEFFERMANN:  Well, you've had a big debate and so on, and now you have these 

principles of cooperation--Nissim can tell you about that; that's his bible--which lay out, 
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not in the case of privatization but in the case of lending through financial intermediaries, 

it ends up being very clear who does what.     

 

KAPUR:  I see.   

 

PFEFFERMANN:  And there are occasional conflicts, too, but at least now there is a 

kind of law of the land which didn't exist before.  

 

KAPUR:  Well, I guess we've got enough for IFC.   

 

WEBB:  Well, yeah.   

 

PFEFFERMANN:  Well, one footnote on this that might be interesting is to look at the 

little IFCs that have been spawned, you know, the Inter-American thing and . .   

 

WEBB:  Yeah.  I was just thinking that as you were talking.  They talk big in IED 

[inversion extranjera directa]. 

 

PFEFFERMANN:  . . which do--I mean, they are a little bit different.  They focus more 

on smaller enterprises, smaller countries.   

 

KAPUR:  I see.   

 

PFEFFERMANN:  And they have the same problem with IDB [Inter-American 

Development Bank], that IDB is doing the same things basically, and [telephone rings]—

do you want to stop it?   

 

[Interruption]  

 

PFEFFERMANN:  . . Gunther Muller’s IIF [Inter-American Investment Corporation].   

 

WEBB:  Gunther Muller’s?   

 

PFEFFERMANN:  Well, the little IFC that they have.  They got none of this money.  So 

you have the same kind of conflict there between the--as you had between the IBRD and 

IFC, you have between the IDB and the IIF.    

 

WEBB:  Really?  I didn't . . .    

 

PFEFFERMANN:  Yeah, but it’s worse there because they don't have in their Articles 

of Agreement any requirement for government guarantees so they can in fact lend 

directly to enterprises.  They haven't done it yet, but they can do it legally.  And what's 

IIF supposed to do, you know?     

 

KAPUR:  Why did they create it in the first place?  Didn't you go, Richard, like to the 

White House for “Enterprise for the Americas” thing, as I remember, once?    
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WEBB:  Well, yes.  [George H. W.] Bush was doing a bit of theater, announcing a--he 

had [Alejandro T.] Foxley here and someone from Panama and someone from Nicaragua, 

I think, the governments, and he was announcing two or three things.  One of them was a 

debt reduction.   

 

PFEFFERMANN:  Yeah, there was the debt.   

 

WEBB:   I think it was 17 million dollar debt reduction for Chile. [Laughter]  I was 

embarrassed for Foxley lending himself to this.     

 

PFEFFERMANN:  There’s debt, there’s this investment and trade.   

 

KAPUR:  But I mean, 17 million dollars [all speaking at once]    

 

PFEFFERMANN:  No, that's true; it’s pathetic.  It’s like buying 20,000 American cars. 

It’s the same thing.  

 

KAPUR:  Did Bush declare victory on Latin America after that?  

 

WEBB:  Foxley didn't get vomited on!  [Laughter]   

 

KAPUR:  I saw a line in this Japanese newspaper which said that they should buy up all 

their cars and motor parts and dump them in the sea because we should maintain our 

quality.    

 

PFEFFERMANN:  Well, the solution to the problem is quite a different one, and they 

are beginning to do it now, which is to reduce the quality of Japanese cars!  You know, I 

mean if they buy all these American components, it's a good start in that direction, and 

once it's really lousy, there won't be a problem anymore!  [Laughter]                  

 

But you also have the Asian Bank, which is--I don't know the details, but they not only 

have an IFC which has private sector shareholders so it's different from the other ones, 

but they also have a private sector department of ADB [Asian Development Bank] that 

lends to enterprises.  So it's even more complicated.  And I don't know what the African 

Bank has.  They also, I think, have a little outfit, but I'm not sure.  It might be interesting 

just to, peripherally, to see the different variations on the theme.     

 

WEBB:  Yeah.  The other thing--I wanted to get some reaction from you on the poverty:  

the outline chapter that will deal with Bank and poverty, some of the ingredients and a bit 

of a story outline.   

 

PFEFFERMANN:  Did you get that paper I sent you by this former general counsel for 

the IDB?   

 

WEBB:  [Jerome] Levinson?   
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PFEFFERMANN:  Yes. I put it in the mail for you about a week ago.   

 

WEBB:  Really?   

 

PFEFFERMANN:  Yes.  It's fairly thick.  It's about 25 pages or so, and it's . .     

 

WEBB:  I wonder where it’s gone. 

 

KAPUR:  Did you put this room number?   

 

PFEFFERMANN:  My secretary did that. 

 

WEBB:  Well, let’s call the . .    

 

PFEFFERMANN:  It's I think testimony in Congress, and basically it's a plea for--I 

mean it’s an attack on the multilaterals for not--not only not doing enough about poverty 

but also not considering a country's social policies as being as important as its financial or 

fiscal policies.  And basically he's got a kind of matrix showing the implicit weights that 

are accorded to different types of “good behavior,” if you will, saying that essentially the 

lending volumes are driven mainly by kind of fiscal balance of payments, IMF 

[International Monetary Fund]-type policies, if you will, whereas if you--he mentions 

Alain Garcia and then Nicaragua, which I think are poor examples--but if you could 

imagine a country that has macro policies that are only so-so but has excellent social 

policies, he says, “Why shouldn't one lend more to that country than to a country which 

has the reverse?”    

 

KAPUR:  Right. But the Bank, like Sri Lanka, a little known fact, in the ‘70s the Bank 

did.  In fact, Sri Lanka is--the Bank lent only with the most clearly demonstrated case of 

the Bank lent--you know, there have been two political parties which have alternated, and 

when one was in power, it never lent, never.  Only on the other one.   

 

PFEFFERMANN:  Now, the problem with this is, of course, that--I mean, you know 

what happened in Tanzania.  If you lend into a totally hopeless mess, it's no good.  I 

think, I mean macro policies have to be reasonably good, but between “reasonably good” 

and “excellent” is a . . .   

 

KAPUR:  Well, you know, it's sort of ironic that the Bank's own, you know, even in the 

wishy-washy things like the WDR [World Development Report] poverty thing you have 

boxes and, you know, quality of life and so on [inaudible] somewhat lower profile, and 

you take the countries which it says are the ten best which rank, and almost all are 

socialist countries or near or have ones which have fairly interventionist policies which 

on the other pages are being . .   

 

PFEFFERMANN:  Yeah, this is true.  I mean, that's not new, and it's now falling apart, 

except in China--maybe.   
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KAPUR:  Yeah.     

 

WEBB:  Tell us the story of your paper on public expenditures in Latin America.   

 

PFEFFERMANN:  Oh, that was a seminar that Anne Krueger organized on public 

expenditure.   

 

WEBB:  Was this the one--I remember you telling me at the time that you’d distributed 

this paper, and the guy in charge had been away, and you had just gone ahead and 

distributed it, and then there had been a big fuss.     

 

PFEFFERMANN:  No, that was Ernie [Ernest Stern].  That was the one on poverty in 

Latin America.   

 

WEBB:  Ah.  That's the one I meant.   

 

PFEFFERMANN:  Oh, okay.  No, the one on public expenditure was just Greg 

[Gregory K.] Ingram asked me, for Anne, to write this paper for a seminar that she gave 

at Annapolis.  I think it was a seminar for--I don't remember exactly what it was, but it 

was on that topic.   

 

WEBB:  And this came later?   

 

PFEFFERMANN:  That was in '85.   

 

KAPUR:  The expenditures one?   

 

PFEFFERMANN:  Yeah, '85 or '86.  It was just--I remember because I went to hospital 

for a week with an eye problem just at that time, just before, so it was '85.  No, the other 

one . . 

 

[Interruption for telephone]  

 

PFEFFERMANN:  Now, the poverty in Latin America, that was a little bit earlier, I 

think, probably '83 or something.  I can’t remember exactly but you can look it up.  I just 

thought that it would be interesting to have some empirical evidence on what the crisis 

had done to the poor.   

 

KAPUR:  Right.   

 

PFEFFERMANN:  So I hired consultants in different countries, six countries, and, see:  

one guy did Chile, Dominican Republic, and Costa Rica (that wasn't very good), and then 

Hector Dieguez did Argentina and then Mexico, and Roberto Macedo did Brazil.  And 

out of that I wrote this little pamphlet, basically, which I sent to the editorial 

subcommittee and David Knox had endorsed it and so on (our then vice president).  And 
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somehow it got--oh, yeah, then David Knox got a long note from Stern, but I think it had 

already been published.  I'm not sure whether it was before or after.  But anyway, Stern 

made a very valid point which was that a lot of the drop in social expenditure was wages-

-wages of nurses, et cetera, teachers--falling in real terms, and that this change in price 

might not have any bearing on changes in quantity.  And that is a valid point. 

 

On the other hand, well, it was very difficult to prove anything.  The only thing you could 

show was that real wages had collapsed, that there was a lot of unemployment, that social 

expenditure had contracted, but then later studies showed that everything had contracted, 

and perhaps—I mean, there’s no particular evidence that social expenditure contracted 

more than others.  There was at the time an epidemic in the northeast of Brazil--I can’t 

remember what it was--so there was a surge in infant mortality.  Now, Roberto Macedo 

had shown quite clearly that there was more infant malnutrition and more serious 

diseases among children in the São Paulo region during this time.          

 

So I'm still not convinced that my thesis was wrong, but it was perfectly legitimate 

intellectually to challenge it at the time.  But my suspicion is that the criticism came for a 

very different reason which was that I was really taking it as my working assumption that 

the then [James A. III] Baker Plan would fail and that resumed growth would not occur.  

We had done some studies on the debt.  I’d been asked to chair a very interesting working 

group on the debt and the Bank just after things fell apart in the fall of '82 or so, I think it 

was.  And Fred [Frederick Z.] Jaspersen and I did this.  And we asked--we ran five-year 

projections for all the major debt countries, and it was quite obvious that there wouldn't 

be growth.  I mean, it was mathematically almost--it required incredible assumptions 

about marginal savings and then exports and so on to get any growth at all.  

 

So I was convinced that there would be a long term of stagnation, which turned out to be 

right.  And basically the point in that paper was to tell governments essentially, “Look, it 

may be that you cannot resume growth.”  I mean, the Bank's view at the time and Stern's 

view was, “Just focus on growth, focus on resuming growth.  That's the main thing, and 

forget about all the rest meanwhile.”  My point was the opposite, saying, “You might not 

get growth, so it's prudent to step up or at least to continue paying a lot of attention to the 

social sectors because you might not get the growth.  So let's assume you don't get it.  

There are still lots of things you can do by saving money, by rationalizing, by targeting, 

et cetera.”  That was basically the thing.  

 

KAPUR:  Your debt paper was in '83, roughly, whereas your poverty paper had to be in 

'86 because the Baker Plan was '85, right, because you said . .  

 

PFEFFERMANN:  You can look up—there are two of them . . 

 

KAPUR:  Just one second; I have them . .  

 

[Interruption]     
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PFEFFERMANN:  The one on the incidence of public expenditure was—I mean, it was 

kind of fun to write because basically what I was trying to show was what Pedro-Pablo 

[Kuczynski] has always said which is that the middle classes have absorbed the bulk of 

public investment in Latin America and that this often takes the shape of four-lane 

highways to go to the beach instead of having water supplies for the poor and so on and 

so forth.  I was trying to document that.   

 

KAPUR:  I’m curious--I don't know if you had that observation then--now if sort of you 

look at social expenditures are a big part in the Bank sort of rhetoric about poverty and so 

on, and even—and I’ve got the latest working papers on IDA X and their allocation on 

the basis of what criteria and now they stress social expenditures in the countries--but, 

you know, they always have aggregate expenses of education and health . .   

 

[End Tape 2, Side A] 

[Begin Tape 2, Side B]   

 

PFEFFERMANN:   . . and all the rest of it.   

 

WEBB:  They're all saying it.     

 

PFEFFERMANN:  Yeah, I know. 

 

KAPUR:  But I rarely see primary education and primary health expenditures which are 

probably most [inaudible] to the poor, as being the variables or being those numbers 

which are the ones which we should . . .   

 

PFEFFERMANN:  That’s right.  And in the same way the Bank has never made up its 

mind operationally in education what level it should lend to.  I mean, you've had phases 

where primary education was considered the main thing, but . .    

 

WEBB:  [both speaking at once] was on that track.   

 

PFEFFERMANN:  Exactly.  And then people say, “But you need university graduates,” 

and so on and so forth.     

 

WEBB:  Now it's going back to primary.   

 

PFEFFERMANN:  Well, I've written another little paper--which is part of a collection 

also--a staff working paper where I compared Brazil and Argentina and compared the 

structure of the economy and the average level of education, and it's quite clear that if 

you go from a kind of more agrarian structure to a more industrial structure and more 

urban structure, the thing has to increase fastest are, in fact, university graduates.  There's 

no question about it.  And then so there’s a certain logic in focusing on this, and probably 

we should do both, you know.   

 

KAPUR:  Well, I guess it also depends on the extent and intensity of the poverty.   
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PFEFFERMANN:  Yeah.  And also the financing is much more important.  I mean, the 

fact you give it for free to the rich kids who go to university.  In Brazil, remember, there 

was in fact a kind of threshold after secondary school which was almost designed to keep 

the poor from going to university.  You had to have one year, I think, at some point 

where you had to pay a lot yourself before you got into . . .   

 

WEBB:  You know, this reminds me of a general question I always have when I see--the 

Bank is always debating as to what it should be lending for, of course.  And it seems to 

me the debate is always in terms of where should the country be investing.  In other 

words, it's as if the Bank were the national planning office . .  

 

PFEFFERMANN:  Yes.   

 

WEBB:  . . and in charge of all the money, not as if the Bank or someone would have in 

some areas more leverage, more influence, more capacity to bend or to get co-financing 

or whatever.  It's an end result rather than an intermediary or leverage criterion.  Now, is 

that . . .   

 

PFEFFERMANN:  Yeah, I think the mindset of a lot of people--I mean, I think they're 

probably schizophrenic on this, but at least half of their minds think that they are actually 

running these countries.   

 

WEBB:  Yeah, which--it comes pretty close to that in some African countries, 

Bangladesh . .    

 

PFEFFERMANN:  I’m sure, I’m sure.   

 

WEBB:  . . but for medium, middle-income countries, there is nowhere near.   

 

PFEFFERMANN:  Not at all.  And there you get a lot of frustration, of course.   

 

WEBB:  And even in India, it’s nowhere near, of course.   

 

PFEFFERMANN:  Yet you have debates in the newspapers, on the American and 

English, as to a letter of intent and stuff like that.  I'm sure you've seen that.   

 

KAPUR:  Oh, I mean we have. In terms of debates I’m sure we have.   

 

PFEFFERMANN:  But I think that comes from the—it’s in--I think the basic rationality 

in the Bank is that partial equilibrium doesn't tell you anything.  You need a kind of 

general equilibrium model, and once you take the view that you need to look at the 

country as a whole, then it becomes a very easy step to go to what you're describing.   

 

WEBB:  Yeah, yeah.  But there’s always a kind of assumption of zero fungibility.   
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PFEFFERMANN:  Yes.  Yes.    

 

WEBB:  I want to come back to the poverty paper, though, because I thought that's an 

interesting step in--trying to trace the evolution in the Bank.  At that time it was . .   

 

PFEFFERMANN:  Excuse me.  Another political reason why I did this was that this 

was in the Clausen years, and the Bank had almost--I mean, you didn't hear anything 

about poverty anymore.  It was all debt, debt, debt, debt, debt.     

 

KAPUR:  But in '83 there was a poverty task force.   

 

PFEFFERMANN:  Yes, which didn't come with anything useful.  I mean, it was a flop.  

This was—I mean, under McNamara maybe the Bank went too far the other way.   

 

In fact the pendulum is kind of interesting because I remember as a--this was my first job 

as a country economist, and Nick [Nicholas G.] Carter and I went to Mexico.  It must 

have been '69, '70, something like that.  It was before [Luis] Echeverria, and they had this 

big rural development program called--it wasn't PIDER [Programa Integral para el 

Desarrollo Rural] yet; it was called something different, a programa de inversiones para 

el desarrollo rural, something like that, which was directly attached to the presidency, and 

interestingly enough [Carlos] Salinas has exactly the same outfit right now.  And in those 

days they had done an inventory of physical resources in all the villages of, I think, 

between 500 and 2500 people or something like that.   

 

WEBB:  Oh, that's right; this is a repetition.  I hadn't noticed that.   

 

PFEFFERMANN:  Yeah.  And they decided, “Okay, you don't have the water supply, 

but you have electricity so you get water supply.  You don't have electricity,” et cetera, et 

cetera.  And it was obviously a political thing, but at the same time I'm sure it provided a 

lot of stuff that was badly needed.   

 

That was before the Bank got into rural development.  So Nick and I pushed this thing 

very hard inside the Bank and got the Bank interested in this and so on and so forth and 

helped marginally get the Bank involved in what then became PIDER.   

 

WEBB:  This was Nick?   

 

PFEFFERMANN:  Yeah, Nick Carter, who was working on Mexico with me at the 

time.  He was then the head of something called the quantitative and institutional division 

[Quantitative Techniques and Analysis Division].  Pat [Edward K.] Hawkins, right, right.   

 

WEBB:  Yes, yes.  I remember.   

 

PFEFFERMANN:  And so in a way I think we were there at the time when this idea 

really kind of took off in the Bank.  And then McNamara made it into what you've seen 

in the OED study of 20 years rural development; namely, what should have been an 
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experimental trial and error thing was transformed into a kind of Vietnam-like all-out 

campaign where they just poured out money.  And that--you know that story.  But then 

after that, perhaps as a reaction, when the debt crisis came and McNamara had left and so 

on, poverty somehow was nowhere anymore.     

 

KAPUR:  I’m curious--we never really examined this, but in the Clausen years 

everyone--well, widely and I guess one would agree—that Ernie Stern ran the Bank.     

 

PFEFFERMANN:  Yes.   

 

KAPUR:  Could one, therefore—is that, would be a jump, was there reason to say then 

that the responsibility for its absence rests on Ernie Stern?   

 

PFEFFERMANN:  Well, I think certainly he got heavily into this debt business and 

efficiency and structural adjustment and all the rest of it.  Structural adjustment didn't 

have much on poverty if you look at the SALs [structural adjustment loans], the early 

ones in particular.  And so, yeah, I think it is fair to say that kind of everybody got swept 

up by this debt thing.  Now, that shouldn't have affected what we did in India and places 

like that, so I don't know what happened there, but certainly in Latin America poverty 

was just no longer on the agenda.   

 

KAPUR:  Well, I guess, there you began to have another thing which unfortunately, it's 

my sense, came at the same time which is the entry of China and the much greater 

resource allocation to Africa meant that IDA, which was the instrument of the Bank for 

poverty lending . .   

 

PFEFFERMANN:  There wasn't much left for the rest.   

 

KAPUR:  . . so that, you know, India's allocation, IBRD/IDA ratio, goes from 80:20 to 

20:80, from 1980 to 1990.   

 

PFEFFERMANN:  Yes, but I mean, fair enough, India was doing much better than 

[inaudible]    

 

But I guess that thinking about it I was twice part of and instrumental in a minor way in 

kind of rekindling the interest in poverty.   

 

WEBB:  Really. 

 

PFEFFERMANN:  Oh, yeah.  And then when I went to the macro division, the first 

thing I did was to hire Elaine Zuckerman . .  

 

WEBB:  I remember her.   

 

PFEFFERMANN:  . . to do this symposium on people from different countries 

exchanging their own experiences.   
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[Interruption for telephone]  

 

PFEFFERMANN:  That must have been '69, '70, something like that.   

 

WEBB:  Because I’d never heard of that in connection with the history, let's say, of the 

rural development policies.     

 

KAPUR:  I think the focus isn't so much on Africa.   

 

PFEFFERMANN:  No, but this, they did it, and then the Bank--this was the father of 

PIDER.     

 

WEBB:  We should tell John about this.  He has no idea.   

 

PFEFFERMANN:  And ask Nick.  He may have some pieces of paper or something.    

 

WEBB:  Okay, so this was really a second time.   

 

PFEFFERMANN:  And that was part of an economic report on Mexico.  That's how it 

surfaced bureaucratically.  There was a strong pitch for . .    

 

WEBB:  The first one.  The one with [Gustavo] Diaz?   

 

PFEFFERMANN:  Yeah.  We described this program, saying, “Hey, here is something 

really interesting going on,” and then it was picked up by the operational people and 

eventually became loans.  Then the Nairobi speech of '73, the first person who picked up 

McNamara on this was the governor of Rio Grande do Norte in the northeast of Brazil, 

who said, “Right.  You've made this speech.  Now, I have this program.  Help me do it, 

and give me the money,” and so on.  And that was the beginning of the whole northeast 

Brazil saga.   

 

KAPUR:  Right, series of nine or ten.  I’ve just seen the one, the review by Judith 

Tendler.   

 

PFEFFERMANN:  Yes, I've read that.  I’ve read that.  She says hard things were better 

than soft, basically.   

 

WEBB:  Yeah.  That was done some years ago, wasn't it?  You sent me that several years 

ago.   

 

PFEFFERMANN:  Yeah.   

 

WEBB:  Because it looks as though it's just coming out.   

 

KAPUR:  Yeah, the OED . . 
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PFEFFERMANN:  Oh, is it now coming out?   

 

KAPUR:  . . the grey cover was just out last week.   

 

PFEFFERMANN:  Well, that shows you the astounding speed of our production 

processes.   

 

WEBB:  A good three years ago?   

 

KAPUR:  Well, I think it’s also a review [all speaking at once]   

 

PFEFFERMANN:  Yes, I’m sure. 

 

WEBB: A long review. 

 

KAPUR:  . . people who don't like this or that.  You might have got the first draft.   

 

PFEFFERMANN:  Yeah, I got the first draft.   

 

KAPUR:  But, I mean, so you think that if one looks at poverty in Latin—or the Bank's 

efforts in poverty in Latin America, it would seem that this one, the northeast of Brazil, 

the one in Mexico, and perhaps in the adjustment programs in Bolivia, they started some 

new things.      

 

PFEFFERMANN:  Oh, yeah, but that was much later.  Right.  This was this social 

emergency fund which I think in retrospect, just as you see now in Mexico, it's politically 

a sine qua non to have a thing like this if you're going to have a very tough monetary 

policy. 

 

WEBB:  Now. 

 

PFEFFERMANN:  Yeah, because you can show the president cutting ribbons and so on 

at the same time and it's a media counterweight to belt-tightening.   

 

WEBB:  It's become a standard formula, part of the package. 

 

PFEFFERMANN:  That’s right. 

 

WEBB:  Very instrumental, really. 

 

PFEFFERMANN:  Yeah, and I think it’s good. 

 

WEBB:  Tactical.   
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PFEFFERMANN:  Yeah, it is tactical to some extent, but there's substance to it, too, I 

mean.   

 

KAPUR:  I mean, I posed this to Richard because there’s a recent draft PRE [Policy 

Research Department] working paper by Martin Ravallion . . 

 

PFEFFERMANN:  I don’t know. 

 

KAPUR:  . . an Australian, on the impact on the whole structural adjustment lending 

program, the Bank on India, on absolute poverty.   

 

PFEFFERMANN:  Yeah, I see, but we haven't done any structural adjustment loans in 

India yet.  I mean, we've done one.   

 

KAPUR:  I think the first one has gone through.   

 

PFEFFERMANN:  Just one, yeah, right, but no lessons.     

 

KAPUR:  But what the program is looking like, and it's a hypothesis.     

 

PFEFFERMANN:  I see.  I see.  Oh, this is Ravallion?     

 

KAPUR:  Right.   

 

PFEFFERMANN:  Yeah, yeah, he's very good, he’s very good.   

 

KAPUR:  And he says it's going to be adverse, the impact.  Now, the thing is that . .   

 

PFEFFERMANN:  It would what?   

 

KAPUR:  That the impact would be adverse.   

 

PFEFFERMANN:  Adverse to the poor?   

 

KAPUR:  To the absolute poor.   

 

PFEFFERMANN:  To the absolute poor?  

 

KAPUR:   Now the thing is that . . 

 

PFEFFERMANN:  To the urban absolute poor, maybe, but it should help agriculture if 

you have a reasonable exchange rate, no?  

 

KAPUR:  No, not, no, India’s--anyway, but I think he was looking at it more from the 

point of public expenditure cuts, that when the Bank (and this is the thing which I thought 

would be interesting to ask you) is that all adjustment programs entail some form of 
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expenditure cuts, but whether to what extent is it true that the Bank has emphasized more 

on cutting levels of expenditure rather than the distribution of expenditure cuts.   

 

PFEFFERMANN:  You know, the Bank's influence on the allocation of public 

investment, this is another very interesting saga.  At one point there was a belief, which I 

shared, that if the Bank wanted to have an influence, it would have to do public 

expenditure surveys.  First it was public investment surveys; then it was broadened to 

public expenditure surveys.  And a lot of those were done.  Now . .    

 

KAPUR:  ‘70s?   

 

PFEFFERMANN:  Yes, in Latin America ‘70s and also into the ‘80s.   

 

And it was easier with the old Bank structure where you had a central projects 

department and you could kind of hire these people as consultants essentially to have a 

Class A--what it needs is a big mission with one person per sector, if you will, per major 

sector.  And the interesting thing is not so much getting the information on each of the 

sectors, even though that's very important to the countries because usually you find out 

that the information doesn't exist and that the finance minister and the people who run the 

place don't have this information.  This is why Murray Ross was so popular wherever he 

went because [Adalbert] Krieger Vasena, for instance, when he was minister of the 

economy would tell this guy who was a senior economist at the Bank, he would say, “It's 

only when you come to town that people produce the kind of data that you can aggregate 

and pull together and give me the overall picture.”  And I think that's true.  I mean, 

people do it in planning documents, but they never do it in terms of actual spending.  So I 

think it's a very useful thing for the government to be able to do, but for the mission what 

was always fascinating was meetings of all these guys where we would kind of play 

“cabinet” and started saying, “Well, let's add up all this stuff,” and then it would add up 

to something totally unfinanceable, and then the people who were doing the macro side 

would say, “Okay, now let's assume we have this much.  Now, what do we do?”  And 

then we would sit down and go through the sectors.  That was interesting, and you come 

out with something that they can afford.     

 

Now, this got severely damaged in a sense after the—let me see when this was--it became 

more and more difficult to find projects people that would do these missions, yeah, 

because, I guess, the projects departments in the regions had their own interests and their 

own dynamics and they weren't particularly interested in working with an economist who 

was in the programs department and they really wouldn't get much credit from their own 

boss for contributing a section to public investment.  So David Knox, who thought these 

things were important, gave it a new impetus and essentially told these guys that this was 

what he wanted and they’d better work together.  Luis Landau did a number of these 

things, and Nick [Nicholas] Burnett did one in Haiti which was, I think, the basic 

document that then became the SAL and all the rest of it.  Luis Landau had a meeting in 

Oaxaca with Salinas and a lot of cabinet people, the guy who is now president of Mexico 

who was then the budget minister, and they sat there for three days and discussed the 

report, basically.  So it was really interesting.   
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But when you then ask yourself, “Well, did it make any difference?” I'm afraid the 

answer is no.  The Bank I don't think had--has ever had much influence over the 

distribution of public investment.  I mean, there may be a Bank-financed project here and 

there that was delayed or canceled or something, but by and large the answer is no.  So 

from that point of view I think it’s been disappointing.  

 

KAPUR:  But the lack of influence has been—has it been because realistically it could 

not have had an influence or because it actually never chose to exercise the influence?   

 

PFEFFERMANN:  I don't know.  Certainly the latter.  I mean, I don't think that it had 

ever been a condition of Bank lending, for instance, that the country change the . . .  

 

In the old days, I think, if you talk to Gerry [Gerald M.] Alter, I think there may have 

been cases where the Bank might have found some particularly obnoxious white elephant 

and would say, “Well, look, you don't do this, and we'll help you.”  But I'm not sure.  I'm 

not sure.   

 

There are so many interests involved in--I mean, take Majes, for instance, in Peru . . 

 

WEBB:  Right.  I was thinking about that. 

 

PFEFFERMANN:  . . which is a completely insane, insanely expensive, uneconomic 

project, and the Bank sent mission after mission after mission, saying--in the end they did 

a whole review of this thing.  This guy--Gunter Schramm, I think--went to see it.  And 

when they decided they couldn't really--there are so many bribes in these things, you 

know, there's so much corruption, so much money involved that it becomes very difficult 

to stop them.  So finally, I think, they decided to try and break it down into modules and 

try to convince the government to at least do fewer modules or something, but it still 

went on.  It's probably still going on today.  I don't know.  

 

WEBB:  In '69 when I was--in the last months that I was still in the government after the 

military takeover, I was called to a meeting by the general who was the minister of 

agriculture--and there were about six technicians from different parts of the government, 

and I went from the Central Bank--to give our opinion on Majes.  So I’d had some 

background prepared for me, and it was clear the project had to be stopped.  I went to this 

meeting . .  

 

PFEFFERMANN:  It’s irrigation, by the way?   

 

WEBB:  Yeah.  I went to the meeting, and I was the only technician who spoke out 

against it.   

 

PFEFFERMANN:  Really?   
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WEBB:  Yeah.  The general, he listened to me a lot, but two or three weeks later the 

cabinet approved, and so the military started doing Majes on their own without the World 

Bank.   

 

PFEFFERMANN:  I've heard they . .   

 

WEBB:  Since then, a billion dollars later, 20 years later, it's still not finished.   

 

PFEFFERMANN:  Well, I'm not surprised.  It's a gigantic thing, to go from one side of 

the Andes to the other, basically.   

 

KAPUR:  Through tunnels?   

 

PFEFFERMANN:  Tunnels and to irrigate.  I mean, apparently some Israelis looked at 

the place that they were going to irrigate, and they looked at them as if, you know, the 

desert's a desert or something like that.  [Laughter]  It was very unpromising.   

 

But the curious thing is that even in the smallest countries we have had very little 

influence.  For instance, in Bolivia, I remember being in Bolivia in I think it was '78.  We 

did a review of public investment, and it was quite clear that the sum total of the public 

investment exceeded by a factor of ten what they could afford, and so we went through-- 

Mario Cortes, you remember Mario Cortes?   

 

WEBB:  Yeah.   

 

PFEFFERMANN:  Anyway, he sat there and went--we did time profiles of every single 

project we could find and projected it and looked at the total and so on, and they had 

things like the Karachipampa Plomo-Plata.  This was a lead and silver—what was it 

called--smelting thing, a huge plant at between 4,000 and 5,000 feet of altitude.  Nobody 

had every tried this at that altitude.  They didn't think of doing a pilot plant or anything.  

They were going to build this.  Why?  Because of suppliers' pressure, basically.  I went—

I did the round of the embassies, and I mean the German guy, for instance, the 

commercial attaché, told me very honestly, he said, “You know, we are peddling things 

which are just criminal here.”  Just to sell, to export, to sell, et cetera.   

 

And these were the days when they still thought that—I mean, all this started when 

Bolivia had some oil, and then they thought that it would be great and so on, and then the 

oil ran out—it was terribly sad--leaving them with all the debts.  But even in a case like 

this, and there I think it was quite clear that the central government didn't have the power 

to influence any of these things because they were all tied up with either the military or 

the oil company.  Bribes everywhere.     

 

And the same in Haiti.  You'd imagine that in a small place like Haiti you can influence 

public investment.  This is very interesting because investment is the Bank's business.   
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KAPUR:  I mean, I was wondering, I mean it's one thing—sort of two or three 

observations--one is that the whole thing of such limited if not negligible influence in 

public expenditure and sort of ignoring the issue of fungibility, which the Bank has 

pretended is not [inaudible] means that really given the fact that the Bank's own 

investment are a very small factor in most countries means that the whole effort seems to 

be a washout.   

 

PFEFFERMANN:  Well, maybe that's what the people were arguing who went into 

policy loans.   

 

KAPUR:  Right.  Okay.  But then comes the second issue, is that why was it that if in 

McNamara's time the--at least, you know, the emphasis on poverty was fairly real, 

perhaps, but even on the limited aspect of public investment which pertains to poverty, 

the Bank at least it does not seem chose to exercise influence on just that aspect.   

 

PFEFFERMANN:  Yeah, I mean for instance you mention education.  I don't think 

there is a single case in the world where the Bank exercised its leverage and managed to 

get countries to change the way they financed education even though everybody knew it.  

We kept repeating it, that that's the problem, and look at the contrast between the East 

Asian model and the Latin American model, the two pyramids and so on and so forth.  So 

it's almost a dissociation between the mind and the body, in a sense.  I mean, the mind 

knows perfectly well, and the body either won't or can't.   

 

WEBB:  Yeah.    

 

KAPUR:  Really.  Have you ever read this book on the mind and the body problem?   

 

PFEFFERMANN:  No.  Which mind/body problem?  [Laughter]   

 

KAPUR:  But the third thing is, sort of comes back to your original point--I forget the 

name of the gentleman who you said, the speech you sent to Richard . .   

 

PFEFFERMANN:  Oh, Levinson or whatever?   

 

WEBB:  Sam Levinson?   

 

PFEFFERMANN:  I think so.   

 

KAPUR:  Who raised the issue of . .   

  

PFEFFERMANN:  Of the relative weights that the Bank accords to different types of 

good behavior in its lending allocations.   

 

KAPUR:  Right.  And you take the case of Haiti.  I guess if one looks at LAC or the 

whole Latin American, that really stands out of a this regime for a long time, which most, 

I guess most people would—one of the few countries where people would agree 
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unequivocally on the regime and behavior, and yet you see a continuity of Bank lending 

for . .  

 

PFEFFERMANN:  No.  No.  This is the one case where we canceled an IDA credit, in 

fact, when one of the project employees was found crucified.  This was under Papa Doc 

[Francois Duvalier] and . . 

 

KAPUR:  ‘70s, early ‘70s? 

 

PFEFFERMANN:  Yes, and there was--or ‘60s, late ‘60s—and there was a truck hangar 

or something like this, and the Tontons Macoutes were trying to use these trucks for 

something else.  And the guard objected, and they killed him by kind of crucifying him 

on the barbed wire or something like this.  When this happened, we stopped, and for 

several years thereafter—ask Pedro-Pablo; he was the country economist then--there was 

no lending to Haiti at all.  In fact, the first loan after that, the first IDA credit after that, 

was after Papa Doc died and his Baby Doc [Jean-Claude Duvalier] took over.  And 

under Baby Doc (a) it wasn't nearly as repressive as his father's regime, and (b) he was 

genuinely—I mean, his father was after power for power's sake and was willing to shrink 

the economy to nothing to get power.  His son was the kind of guy who wanted a big cut 

of an expanding economy so that it was a quite different kind of model.  And then we 

resumed lending.  Yeah, that's true.  But I don't think that is correct that . . .    

 

KAPUR:  I see.   

 

PFEFFERMANN:  Pedro-Pablo told me a story of how he’d gone on an economic 

mission there--this was in the kind of Graham Greene times--and Eugene Black was 

given the economic report and he’d say, “Is this fellow, Papa Doc, still in power?”  

 

And Pedro-Pablo said, “Yes, sir.”   

 

And he’d take the report and throw it in the wastepaper basket.  [Laughter]   

 

WEBB:  You know, do you remember when I was hired by Pedro-Pablo and then [John 

A.] Holsen took over, '72 or '73, to go to Guatemala?   

 

PFEFFERMANN:  Yes!  I remember that.    

 

WEBB:  Around that time, at that time I had no sense of the Bank.  Looking back now I 

figure it must have been one of the very first times the Bank ever did anything like that.   

 

PFEFFERMANN:  I would imagine.  It would be interesting to look at why we did that 

then.   

 

WEBB:  Yeah.   

 

PFEFFERMANN:  This was social services, right?  And Holsen, maybe, you know . . .    
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WEBB:  Well, the question was framed rather broadly:  What is the impact on poverty or 

the distribution of income of essentially everything the government does?   

 

PFEFFERMANN:  Who was the division--wasn't it the division who hired you?  It may 

have been an individual.   

 

WEBB:  All I remember is it was Pedro-Pablo who called me, and I came one or two . .   

 

PFEFFERMANN:  Who was running the division then?   

 

WEBB:  And then Holsen took over from Pedro-Pablo.  Yeah, it was the division chief.    

 

PFEFFERMANN:  Yeah.  Was it Henri Meier or was it Jerry [Gerald] Flood?   

 

WEBB:  I didn't have any contact with--I think Flood came in as--he was above.   

 

PFEFFERMANN:  You see, I don't have any recollection of this except I remember we 

had lunch before you left, and I remember the paper.  But it may very well have been a 

loan officer or somebody who thought, “Well, this is a big problem, and let's look at it.”  

But it may have been new for LAC, but I'm sure that it had been done in Asia in Sri 

Lanka and so on.  You're talking '75?     

 

WEBB:  No, '72-'73.   

 

PFEFFERMANN:  Yeah, beginning of McNamara.  Well, no, not the beginning.   

 

[Interruption] 

 

PFEFFERMANN:  Well, I think it's a matter of balance.  I think the interesting question 

is to see if the kind of new ideology or new fad or new emphasis on poverty at times 

obscured the economic principles, if you will.  And I remember a Peru report—I think it 

was an agricultural report that Gerry Alter, that was under Alter’s, in Alter's times--and 

there was a big discussion which was really kind of structuralism versus other things.   

 

WEBB:  Was this [inaudible] report?   

 

PFEFFERMANN:  No, much earlier. I think it was some hapless Swede who was 

writing it.  Drag [Dragoslav] Avramovic was then the chief economist, and the issue was 

really whether structural factors were more important or lousy prices, lousy producer 

prices, were more important.  Of course, both of them are important.  But people felt very 

strongly about that, and Alter insisted that the report be reworded.  This was just one key 

phrase, putting the emphasis on producer prices, and essentially arguing that once you 

give these guys an incentive, they'll find a way around the structural obstacles.   

 

The same thing happened with Stern when--what's the name of the guy?  Kevin . . . 
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KAPUR:  Cleaver.   

 

PFEFFERMANN:  Cleaver.  Right.  You know the story, anyway.  

 

KAPUR:  Yes, that was agriculture in Kenya. 

 

PFEFFERMANN:  Africa, yes. [all speaking at once] a repeat of the same kind of 

argument.   

 

KAPUR:  I remember last year.  I have always been struck how in Latin America the 

word “structural” in the ‘60s and ‘70s was sort of a in a sense a buzzword of the left.   

 

PFEFFERMANN:  Yes.     

 

WEBB:  It was a religious term, yeah.   

 

KAPUR:  And in the ‘80s the Bank has made it a religious word.  

 

PFEFFERMANN:  With a different meaning, right.  

 

KAPUR:  But in fact we are [all speaking at once] 

 

WEBB:  It’s turned upside down. 

 

KAPUR:  It would be a very nice thing that, the semantics of how that changed, but in 

'91 in all the U.S. governors' speeches, state of the state address, you know, [Mario M.] 

Cuomo and company and [Pete] Wilson, the word “structural adjustment” comes in.   

 

PFEFFERMANN:  Oh, really?   

 

KAPUR:  Oh, I was so amazed!  The word, you know, that “structural changes are 

needed in our state's economy.”  But it’s--I'm really not sure what it means anymore.   

 

PFEFFERMANN:  Well, it changes.  Now, one was structuralism.  I mean, it became a 

creed, and you have a lot of--there's one famous book on the structuralists and the 

monetarists by—what is it—Pierre Uri and [Nicholas] Kaldor, three guys in the 1960s 

who kind of showed, basically, the two arguments.  And monetarism was always 

associated with the rich conservative school of the poor type thing, but the thing with 

structuralism is that it wasn’t just a—it was a world view.  It was a world view, and it 

was part and parcel of the kind of export pessimism and all the rest of it.  And I think it's 

because it is a world view that debate was so vehement. 

 

KAPUR:  And [inaudible]   
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PFEFFERMANN:  Yeah.  All these task forces here, '87, '88, '89, et cetera, this was 

really the--I think what I’d call almost a guilt trip, that people realized that the Bank had 

kind of forgotten.  “Oops!  We forgot!”  What you do when you forget, you have a lot of 

task forces.   

 

KAPUR:  But is it--to what extent is it true to say that came from [Barber B.] Conable?  

I mean, was it . . .  

 

PFEFFERMANN:  '87 was Clausen.   

 

KAPUR:  No, '87 was Conable.   

 

PFEFFERMANN:  Oh, yeah, Conable.  Right.     

 

WEBB:  But he started--that task force was created in '86.   

 

PFEFFERMANN:  Yeah.  I think he probably was sensitive to the criticism that under 

Clausen the Bank had forgotten about poverty, so he probably said, “Well, we can do the 

right thing.  Let's do something.”  But I don't know if it came from him personally.   

 

KAPUR:  The [Richard] Jolly, et al, their book?   

 

PFEFFERMANN:  Oh, my God, yes!  I've sent you my book review, yes?  Oh, I had a 

book review of Adjustment with a Human Face in Finance and Development.  And it's a 

very hypocritical book.  It’s—first of all, I mean they have these ten countries that they 

show how the poor fared during adjustment.  And some of them didn't have any 

adjustment problems; I mean, they have Botswana, for instance, and they have got Korea.  

Korea managed beautifully and so on.  And then they have countries like Peru, for 

instance, which never adjusted.  So I mean even, you know, the whole [all speaking at 

once] It's kind of cuckoo.  But then they tried to find reasons why Chile is bad, for 

instance.  And they--in the chapter on Chile they admit that administrative capacity is the 

paramount factor in targeting and so on.  You can't do it if you don't have a--but then they 

seem to forget about that, and they kind of go on as though it were a pure matter of 

political will and bloody-mindedness if African countries or other countries didn't do it.  

It's a very political--it was a consciousness-raising exercise.  

 

KAPUR:  Right, but in that sense it probably had a lot . .   

 

PFEFFERMANN:  Oh, yeah.  No, no, in that sense, yeah, sure.  [both speaking at once]  

That's right.     

 

KAPUR:  . . because there was a brouhaha in the press and so on and so forth. [all 

speaking at once]   

 

PFEFFERMANN:  That’s right. 
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KAPUR:  Because if you ask—I guess you’ll have . . 

 

PFEFFERMANN:  [inaudible] met with the Pope.   

 

WEBB:  Did it ever happen?  We found some memos where they were discussing a 

possible meeting with the Pope.     

 

PFEFFERMANN:  Well, I'm sure that’s true.  

 

KAPUR:  Oh, in fact there's a whole file . .  

 

PFEFFERMANN:  Maybe to discuss population policy, yeah. 

  

KAPUR:  . . not only the McNamara but later on with the Vatican [all speaking at once] 

In fact, [William J.] Stanton . .  

 

PFEFFERMANN:  Well, Stanton, exactly.  He was the Bank's link with the Catholic 

Church.  He was constantly wheeling and dealing with bishops and stuff.  Former Dodge 

dealer in Akron, Ohio.  That's true!     

 

KAPUR:  It would be nice to put that:  “Stanton, a former Dodge dealer in Akron, Ohio, 

then became the writer and advisor to Conable.”   

 

PFEFFERMANN:  Well, no, before that he was three-term congressman, I think.  [all 

speaking at once] That's how they met.   

 

Burke [Knapp].  Oh, yeah, that too was a--I seem to have had squabbles with all of these 

guys!  [Laughter]  

 

WEBB:  Did you have anything on paper?   

 

PFEFFERMANN:  Well, I've got my chron files at home, but I'm damned if I'm going 

to go through five cases of chron files!  If you give me an approximate date when things 

came out, I can flip through maybe and then see if I found something, but they would be 

mainly comments on drafts.   

 

KAPUR:  Right.  This one was which one?   

 

WEBB:  Berg’s book.   

 

KAPUR:  Oh, Alan Berg, the nutrition one.   

 

WEBB:  He presented at Brookings and how he met McNamara, remember?   

 

KAPUR:  Right, but you see Berg has two books, the one in '69, the work he was doing 

in '69-'70, and then the one he wrote when he was in the Bank in '86.     
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PFEFFERMANN:  You know, under Clausen I started a series of poverty breakfasts, 

and every week we would have a meeting, breakfast meeting in the D dining room, and 

Enrique [Lerdau] as a part of that, and Paul Eisenmann, and Ram [Ramgopal] Agarwala, 

and [M. Ismail] Serageldin and--I mean, you name them, and they--and basically what—

and [David] Beckman, of course.     

 

KAPUR:  Oh right, Beckman.  He's now left for Bread for the World.   

 

PFEFFERMANN:  And basically this was again a strong feeling that nobody was—that 

people had forgotten about poverty.  And we did this for, I think, almost a year or so 

every week, or maybe once a month.  I can't remember the frequency, but that happened, 

and it was very interesting--all sorts of issues.     

 

KAPUR:  And why did it stop, this momentum?   

 

PFEFFERMANN:  I think because then the Bank started doing something about 

poverty, basically, and we felt that--no, no, I think it was the reorganization.  That was in 

'87.  That's right.   

 

WEBB:  Uh-huh.  How interesting.     

 

KAPUR:  The reorganization really [inaudible]  

 

PFEFFERMANN:  Well, the reorganization I personally felt had been very traumatic 

because it led to David Knox having to resign, and I was just very kind of anti just about 

everything at that point, so--I wasn't in the mood to volunteer anything at that point.     

 

You know, these five-year poverty country reviews and so on and so on, nothing that's 

every five years in the Bank ever happens.  I mean, this is again--it sounds very nice, but 

it's . . .   

 

KAPUR:  One thing I guess which I don't know is more than again rhetoric, but just an 

example:  was a conditionality specifically related to poverty . .   

 

PFEFFERMANN:  No.   

 

KAPUR:  . . ever a part of the Bank's lending?   

 

PFEFFERMANN:  I don’t think so; I don’t think so.  I mean, in Brazil I think that 

McNamara talked to them in terms of . . .   

 

WEBB:  That maybe is the closest he ever got.   

 

PFEFFERMANN:  Yeah, he talked about eliminating the credit subsidies to rich 

farmers and so on, but I wasn't working on Brazil then.  I think that there were 
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discussions with Delfim Netto and so on.  But it's not an operational concept.  I mean, 

what are you going to say?  Are you going to look at actual policies, or are you going to 

look at policy intentions?  It's a very tricky kind of thing.   

 

WEBB:  That's the bottom line.  That’s the bottom line.  Yeah, if you can't put a number 

to it . . .   

 

PFEFFERMANN:  Very, very true, whereas a balance of payments gap, a fiscal gap, 

fine, you can touch.  [all speaking at once]    

 

WEBB:  . . forget it.   

 

KAPUR:  No, because I guess the ultimate thing is not—you know, I think the wrong 

things a lot of people do in the Bank, of course, to--on poverty is to focus on what the 

Bank did, but I think that's always going to be a trickle, I mean a drop in the bucket.   

 

PFEFFERMANN:  Compared to what the country is doing,    

 

KAPUR:  Right.  And so it's far more important to see how the Bank could persuade the 

countries to themselves . .  

 

PFEFFERMANN:  Oh, sure.   

 

KAPUR:  . . and that we have much less.  You know, it's always easy to say, “Okay, now 

in '91 to '93 the Bank is lending at 23 percent.”   

 

PFEFFERMANN:  Well, you know, I mean this surfaced very clearly in the last, in the 

WDR [World Development Report] on poverty when in the discussions towards the end 

Lyn Squire was essentially saying, “Look, let's change the aid allocation criteria, and let's 

have poverty efforts in helping the poor as the main thing.  Since poverty alleviation is 

the final object of all aid, this should be the allocation criteria.”   

 

WEBB:  A very radical proposal.   

 

PFEFFERMANN:  That's right, that’s right, and I was against it on the grounds that it's 

not operational, and I said, “Look, you have a new government in Brazil, for instance.  

Their record is appalling.  They're talking very nicely.  What are you going to do?  Are 

you going to say, ‘We want to wait for five years to see what you're actually doing before 

we will give you money?’  No, you have to act on government intentions.  And if you do 

that, it may or may not be real.”   

 

Now, to my--and Joe [D. Joseph] Wood shared my view, but to my surprise Stan 

[Stanley] Fischer stood very firmly behind the WDR proposal.  And then it was decided 

to, I think, water down the WDR but to have this surface in this Bank poverty policy 

paper that was coming out a little bit later but almost at the same time.  So there were 
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discussions then about this, and you can get the minutes, for instance, of the PRE 

committee.  That's the [Wilfried P.] Thalwitz’s committee at the time.     

 

KAPUR:  I have Stan Fischer's entire chron file.   

 

PFEFFERMANN:  Good. Right.  

 

WEBB:  So you're talking about a PRE committee.   

 

PFEFFERMANN:  Yes, on the WDR and on the . .  

 

WEBB:  With you and . . .   

 

PFEFFERMANN:  Well, no, I'm just an honorary member, I mean, in a sense.  It's a 

vice presidential level committee, and because the guy who represents IFC usually didn't 

go, I went instead of him.  But they—what was I going to say?—no, this was discussed 

very clearly.   

 

WEBB:  Did it come to any official death . .   

 

PFEFFERMANN:  Well, I don't know what happened to the whole thing.  I guess 

[Lewis T.] Preston came in because this was just when Conable--in the last throes of 

Conable.  But the paper is there.  I mean, I think that that is what the Bank poverty policy 

paper [all speaking at once]    

 

WEBB:  Have you seen the poverty handbook . . 

 

[End Tape 2, Side B] 

[End of interview] 

 


