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John von Pischke 

January 29, 1992 - Verbatim 

 

 

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 

 

VON PISCHKE:  . . you should be thinking about how to get credit to the small famers.  

That's how it all started.     

 

LEWIS:  I see. Fascinating.   

 

VON PISCHKE:  So, looking for a Ph.D. topic, that’s how I got there.        

 

LEWIS:  I wanted to ask you about how you--how long have you been at the Bank?   

 

VON PISCHKE:  Sixteen years almost, 1976.   

 

LEWIS:  How you've seen this issue evolve! And, of course, for an old hand like myself 

it's one of the most remarkable things to remember how we all took this sort of 

unexamined gospel that one wanted to push out this credit, cheap credit as far as you 

could push it. And it never occurred to us even to worry much about the effect of interest 

rates on saving because we were all schooled in Keynesian economics which said it didn't 

affect, it was a function of income.   

 

VON PISCHKE:  Sure. Sure.   

 

LEWIS:  And so back in the ‘60s one began to hear about these funny stories coming out 

of Korea, about how they cranked up . . 

 

VON PISCHKE:  Yes, exactly. 

 

LEWIS:  . . mobilized savings. Did you have any sort of linkage with the [Edward S.] 

Shaw, [J. G.] Gurley, [Ronald] McKinnon group that . . .   

 

VON PISCHKE:  No, not at all. I guess I really got into their work as a result of 

kindness by Dale Adams. I was in Kenya where Glasgow University—the British 

universities have a sort of cartel system, and if you're in Glasgow, you get to go to East 

Africa. If you were in Strathclyde, you’d get to go to Ghana or Ethiopia, you know.     

 

LEWIS:  I see.   

 

VON PISCHKE:  I wanted to go there, and I ended up there at the Institute for 

Development Studies in Nairobi. I really hadn't quite defined my dissertation topic. You 

know, British universities are a little looser on that sort of thing than our own are, and I 

was out there doing an assignment on, with Uma Lele and Graham Donaldson on that—

what was it called--East Africa Rural Development Study.  

 

LEWIS:  Yes.   

                                                 
1 Insertions by the Brookings history project transcriber are in [ ]; additions by the World Bank Group 

Archives are in italics in [ ]. 
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VON PISCHKE:  And Uma published it as a book, in fact, not long ago. So I was doing 

a lot of work, gathering a lot of data for them and for my dissertation, but I really didn't 

have it nailed down. And Dale sent Shaw's book out, Financial Deepening in Economic 

Development. This was ‘73. And, you know, out there in those days it could have been 

six months before you’d have heard about it, right? So I read it, and immediately I knew I 

had a topic, you know. So that was when I first really, really got into a lot of stuff that he 

had done.    

 

The whole area of credit, especially at the small end, has been a terribly difficult one for 

the Bank to reach a consensus on. That Keynesian view that you mentioned sort of 

prevails, not always in the sort of form that Keynes might have thought about it. But 

Hugh Patrick did an article back in the ‘60s or ‘70s that talked about supply leading 

credit, the idea that you could set up a development bank or a credit scheme relatively 

inexpensively and that it could put money with promising entrepreneurs or for good 

agricultural activities and that then this would lead to a very positive chain of 

developments that everybody would like to see. And he also in the article talked a lot 

about the savings mobilization side, but that was forgotten by people in the Bank and 

development community in general, and it became viewed as sort of a manifesto for 

getting the money out. So you had the Keynesian thing in the background, the general 

view of things, and then you had Patrick’s argument on how you could specifically make 

that work for development.     

 

And then you had--at the same time the Bank was getting involved in development 

finance companies. So it seemed logical in a sense that that could just simply be 

transferred, and I think the development finance companies was a little bit ahead of the . .  

 

LEWIS:  Yeah, I think they were. 

 

KAPUR:  [William] Diamond had started it actually in the ‘50s.     

 

VON PISCHKE:  Right. That's right, yes, yes, of course. So there was a lot of, you 

know, experience, maybe ten years, under the belt. I think the first ag credit specialist 

was brought aboard in ‘64. I think it was Pierre Courbois, and Bill [William T.] Spall 

came, I don't know, ‘67, something like that. So they started it up, and it developed in a 

way that was operationally somewhat different from the DFC [development finance 

companies] which was a fascinating thing. I don't know why they couldn't just copy the 

DFC book and write “agriculture,” you know, cross out “industry” and put “agriculture.” 

But that . . . 

 

LEWIS:  Well, there was an agricultural credit cooperative movement, in India 

particularly, and, of course, there, as you mention in your book, the All-Indian Rural 

Credit Survey was . .  

 

VON PISCHKE:  Yes, that’s right.  

 



4 

 

John von Pischke 

January 29, 1992 - Verbatim 

 

LEWIS:  . . and there you were also trying to push it out, not under sort of proprietary 

circumstances but something a good deal like it.   

 

VON PISCHKE:  Yes, yes.  

 

LEWIS:  They had an apex bank which was a separate structure and . . .  

 

KAPUR:  Was sort of a model, say, which might have been used in the Midwest over 

here by--was that a sort of model with subsidies in terms of agricultural credit 

institutions?   

 

VON PISCHKE:  Let's see. Yeah, yeah, you could say so. It was pushed by U.S. AID 

[Agency for International Development], and it was the farm credit system in this country 

with an apex organization that here goes to the bond market to fund and in other countries 

could go to . . 

 

KAPUR:  A central bank. 

 

VON PISCHKE:  Yeah, a central bank or something to obtain funds. Now, that was 

used only in large countries where you couldn't deal specifically the--I guess the first—

the first that I'm aware of, and I can't claim to have an exhaustive knowledge of the early 

projects--but Bill Spall, who took great pride in the fact that he had reorganized the 

cooperative banks in India, so he said, at the state level. And they started out with 

projects in separate states of India, and then it became clear that replication would be 

very difficult; our costs would be very high. So then there came the impetus to set up 

the—what was it called?—the Agricultural Refinance and Development Corporation. I 

think that was the first name it had. It’s NABARD [National Bank for Agriculture and 

Rural Development] today. It’s had three or four name changes.   

 

KAPUR:  The person who headed that, we talked to him, he became the Secretary of the 

World Bank. [Purviz] Damry.   

 

VON PISCHKE:  Yes, that’s right, yeah, Damry, yeah, in the early days.    

 

LEWIS:  Is his name Small? 

 

VON PISCHKE:  Bill Spall?   

 

LEWIS:  He would do this in behalf of the Bank? He was in the Bank?  

 

VON PISCHKE:  Yes, as I say, he was the second ag credit person brought aboard.   

 

KAPUR:  Which years are we talking about? Before [Robert S.] McNamara or . . .   
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VON PISCHKE:  It would have been--no, this I guess ‘65, if that's when Courbois came 

aboard, or ‘64. That would have before, of course, and then Spall with--I don't know what 

Pierre did, actually.    

 

KAPUR:  S-P-A-L-L? 

 

VON PISCHKE:  Yes. He retired a number of years ago.  

 

It was interesting because I was working in CPS [Central Projects Staff] at that time and 

so was he, and I said, “Bill, you ought to go public here on your last week or so. Why 

don't we have a seminar?”   

 

He said, “All right.”  

 

So we got a lot of people together, and this was, I suppose, 1981 or ‘83. He was rather 

downcast, not from the prospects of retirement--I don't think that daunted him at all--but 

he said, “You know, in 1971 I thought we were into a very good thing, having just 

completed this reorganization in India, and it was the Talwar Report,” which was in view 

of state enactments having a bearing on agricultural credit, something of that sort, and I 

guess it was--Bill's effort was tied in with that. And he felt that basically things had gone 

badly and that they were back to square one, so that he felt that ten years had passed and 

no material progress had been made in really getting the banking system doing any better.   

 

And about that time--you know, we had NABARD by then, or its predecessor, and it was 

not looking good, that the quality of the portfolios of the banks were deteriorating over 

time, which was unfortunate.     

 

So this--but to go back to your question, that apex model (if that’s, if we can characterize 

the U.S. system as that) did work. Now, I guess the difference would be that the U.S. 

system is much more decentralized. I mean, the Indian one is on paper, but at the village 

level, the village level co-ops, as I understand it, are really quite hidebound. I mean, 

they’re bound by regulations from up top, and here in the U.S. I think it's somewhat more 

flexible.    

 

LEWIS:  Yeah, well, the usual saying in India is that there’s a great deal of variance 

across states.   

 

VON PISCHKE:  That's right.   

 

LEWIS:  In some places it's a very effective structure, although highly centralized. In 

other cases it's more on paper, and then at those places where things like rural banks and 

others, I mean branches of commercial banks, of state banks and so on, have much more 

of a field to work in.   

 

VON PISCHKE:  That’s right.  
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We used that same model in Mexico. Again, in those days, a large number of banks, and 

also in the Philippines where institutionally they’ve had private banks, you know, rural 

banks, and there are a thousand of them or something like that, so you needed an apex. 

But I don't think we've used it in too many other countries.     

 

LEWIS:  And when you say "we," is this . . 

 

VON PISCHKE:  The Bank.     

 

LEWIS:  The Bank, but I mean, are you talking about people in the agricultural and rural 

development department or . . .   

 

VON PISCHKE:  Anybody who's designing agricultural credit projects. [all speaking at 

once]    

 

KAPUR:  And was that done sort of under Monty's [Montague Yudelman] shop, or was 

it done in the regions?   

 

VON PISCHKE:  No, it was always done in the regions. Monty's shop had one advisor 

initially. Well, Courbois was the first advisor there, and then Bill Spall succeeded him, 

and Brian [David B.] Argyle took over, and then Jacob Yaron is incumbent now. So there 

was an advisor, and he worked by himself basically on the same status as other advisors 

for tree crops or irrigation.  

 

And then the decision-making was decentralized. And the Bank's emphasis was primarily 

on getting the interest rate right, and again this is a very peculiar fix on the problem. 

It’s—you know, credit specialists would be accused by many people in the Bank of being 

guilty of the idea that if all you have is a hammer, every problem is a nail. But it works 

the other way around, too, because to an economist the interest rate is the key factor. And 

it was felt that a lot of these problems, portfolio problems, you know, bad debt selection, 

and weak institutions, could be solved if the interest rate were got right in some economic 

sense. So an awful lot of energy was devoted to the interest rate issue, and then . .   

 

KAPUR:  Now had that—I’m sorry--around ‘73 when the first oil shock occurred, 

inflation in many of the countries becomes, so then was the emphasis always on sort of 

nominal rates or did people then begin to say, “No, no, we've got to get the real rates or 

the anticipated . .”    

 

VON PISCHKE:  No, it was always on real rates, and this emphasis began before that 

crisis. My first mission was in ‘72 as a consultant. This was to Kenya, and we were very 

concerned about interest rates. To most people--well, the economic, the market rate, so to 

speak, sort of an abstract concept--but that was viewed as sort of a benchmark, that we 

should try to get the agricultural credit institution to charge the same rates as commercial 

banks would. And it was also seen as a means of increasing income, obviously, for the 

agricultural bank.     
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But more recently, though, it’s sort of been separated. We've still got some ways to go, 

but now the income aspects of development lending is sufficiently separated from the 

interest rates that they can be dealt with as two issues, almost. One, that for economic 

reasons and to avoid--well, and also to diminish rent-seeking, and that idea crept in in 

that form maybe in ’80, something like that, but to help guide the selection of borrowers 

which would get an economic [inaudible] And then the problem of income, capitalizing 

credit institutions, involved a lot of other factors as well: management performance, 

ability to enforce contracts, the types of service you gave borrowers, the incentives that 

were provided, and things of that sort.  

 

So there's been a little bit of unbundling, but we're still not all the way there because we 

still don't ask in any of our work the key question which is: “Does anybody make any 

money on these agricultural loans? On industrial loans? How much do they make? How 

much do they lose?” And this strikes me as the most interesting and telling thing, and it 

may come back to the Keynesian arguments that you cited because if--well, can you 

imagine anybody else in finance making a deal where they don't know the value of it? It's 

extraordinary. If that were done, of course, as the book suggests, we’d find out that these 

were mostly massive money losers and for which we have very little answer other than to 

restructure your banking system, after it reaches a certain level of decay.  

 

KAPUR:  Now you have been talking almost entirely up until now of free-standing ag 

credit projects.   

 

VON PISCHKE:  Yes, that’s right.   

 

LEWIS:  Before you get off that though, if you'll excuse me, I'd like to get a little clearer 

notion than I have at the moment as to what extent there has been a change, as you see it, 

in the Bank. Has there been a sort of a gradual incremental kind of change which is 

incomplete yet, or has there been something more revolutionary in terms of shift? We had 

talked with Hans Binswanger not long ago--he, by the way, sings your praise--and he said 

(as you know, he's not given to understatements) but he says that the whole agricultural 

credit thing has been a disaster, and if you read [Avishay] Braverman he seems to say 

pretty much the same sort of thing, and I am almost prepared to accept that as the new 

orthodoxy in the Bank. Is that--have things shifted that much? And sort of what was--

how did the ship turn?   

 

VON PISCHKE:  Well, it's always been very jagged and very diffuse. I would think that 

this may be the most difficult area in which to get a consensus within the Bank and that 

every policy initiative with the exception of the early policy papers that were done in the 

early ‘70s, I don't think there's been consensus, and it's been very hard.     

 

I was involved in drafting a policy paper for agricultural credit around—I guess I started 

probably in ‘79 or ‘80--and it never made it. It stayed on Ed [G. Edward] Shuh’s desk 

and a few others after I left AGR [Agriculture and Rural Development Department] in 

‘83 or ‘84, I guess it was. And then Millard Long did a financial sector policy document 

that went to the Board [of Executive Directors], and it was passed, but after a good deal 
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of fractious stuff. And it came out in a deep blue cover--no other document ever has--and 

it died! And now we have the [Fred D.] Levy report which went to the Board and also 

had a rocky go and then came a bit unwound when they discovered, I guess, that the 

parliamentary procedure had not been entirely in order.   

 

KAPUR:  What was that?   

 

VON PISCHKE:  Well, I'm told that when the Board approved the Levy report that in 

fact they were sitting as a committee of the whole, not as the Board. So then the IFC 

[International Finance Corporation] capital increase came up, and it was going to be 

tied--and I don't know which countries were behind this; one assumes the heavy hand of 

the U.S. throughout, I guess--but then they discovered that the decision had not been 

taken in a parliamentary correct way. So it was put on the table again, and this time the 

Japanese were a little more organized and, you know, had a running battle all along.   

 

LEWIS:  The Japanese were opposed to it?   

 

VON PISCHKE:  Well, the Japanese think that directed credit made them what they are 

today, in a sense.   

 

KAPUR:  Well, this is what, you remember, [Masaki] Shiratori talked on this issue; I 

don’t know if you recall that. But he was so--he was very exercised over the issue.   

 

VON PISCHKE:  Yeah, very much so.     

 

KAPUR:  Shiratori, the Japanese ED [Executive Director].   

 

LEWIS:  Oh, I think I wasn't along on that one, was I?   

 

KAPUR:  Yes. You were.   

 

VON PISCHKE:  Well, they have another point of view about all of this, and I don't 

fully understand it, but it seems to be that you can pick winners, in a sense, and you can 

provide credit for purposes of tremendous strategic or national importance and that it will 

all work out very well and so on.  

 

So this, then, was put on the table, I guess, more in a coherent or another fashion now 

when the latest discussion occurred. We still don't have operational directives, of course, 

three years--how many--two, three—after the . .  

 

KAPUR:  After '88 and . . .  

 

VON PISCHKE:  Yes, after the Levy report is out. So obviously something is going on, 

and I would suggest that it's a lack of consensus. And all throughout there has been, I 

think, there’s a division between some of the Part Is and most of the Part IIs at the Board, 

and then there's a great division in the Bank.     
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LEWIS:  The Part IIs are . .    

 

VON PISCHKE:  The borrowing countries.   

 

LEWIS:  Yeah, I know that, but I mean are they opposed to your point of view on this, 

or do they want more directed cheap credit?     

 

VON PISCHKE:  My interpretation is that they would like to be free of controls by the 

Bank or intervention by the Bank on interest rates . .   

 

LEWIS:  I see.   

 

VON PISCHKE:  . . and that that is a major factor. And also they must be dismayed 

when they see the Bank withdrawing from targeted credit, but again this is--what does 

targeting really mean? It's never been quite defined to my satisfaction. If it means 

subsidized credit, then that's pretty clear; and I think most Part IIs would like to be able to 

subsidize credit, and certain Part Is. I mean, again, not all—I think we're talking about the 

U.S., Germany, Britain, and sometimes Canada. Again, you know, this is speculation on 

my part.   

 

KAPUR:  The U.K. also . .   

 

VON PISCHKE:  Yeah, that's right.   

 

KAPUR:  . . because I have the transcript of the Board meeting.    

 

VON PISCHKE:  Yeah. That's right. So there's that.   

 

Then on the staff, there was--at one point we had what was called a colloquium on rural 

finance, and it was co-sponsored by EDI [Economic Development Institute], Ohio State 

University, and AID. This was 1981, I believe. It was held in the I Building, which at that 

time was quite new. There were eight speakers, and they were from Ohio State. They 

were all academics from Ohio State and Frits Bouman from The Netherlands. There may 

have been--were they all Ohio State? Well, the Ohio State crowd, okay, I think.   

 

LEWIS:  Would that have been a College of Agriculture group, or . . .   

 

VON PISCHKE:  Yeah, Department of Agricultural Economics. So it was--we 

organized it so that there were about 75 participants, and there would be three groups of 

25, and the speaker would make the same pitch to each of the three groups. The idea was 

that so nobody who left that seminar could say, “I don't really understand what that guy 

was talking about,” or “There wasn't time for questions.” The idea was to make very clear 

what the messages were.   
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And Price Gittinger, who had a very good feel for things of this sort, said, I guess at the 

end of the first day or something, “You know, I have the feeling that people want to 

discuss this a lot. We have the final plenary allocated to rapporteurs to say what went on 

in their sessions. Why don't we dump that? Why don't we have a free for all?”   

 

So that was very intriguing, and so I said, “Well, Price, I think that's a great idea, and let's 

do it in British student union style where we have a question, and speakers can speak to 

the question.” So we thought a little bit, and the question was: “Since we are all 

reconstructed credit specialists, when will we see the first reconstructed credit project?” 

You know, to sort of give people a focus.     

 

There was a young lady, Susanna Badgley at that time, who was in the Bank, who was 

distressed by what she had heard, and she said, “I don't understand why we keep doing 

the same dumb old project.” She was very forthright. And she said, “People know the 

shortcomings of these projects, and yet they keep getting repeated.” She said, “I was a 

Peace Corps volunteer in Peru, and I was helping small businessmen in the Andes, and I 

think I was probably doing more good there than I am now in the World Bank.”  

 

There was some fellow from AID who was from their Delhi office who was on the panel 

that had started this debate of the question. He was about the age I am now, and he said, 

“It's very simple, and I'll tell you the reason that this happens.” He said, “I'm a 

reconstructed credit specialist, but I will keep designing the same old projects so long as 

my orders are to move money, and I can assure you that there's no project that moves 

money easier than a credit project. And I hope that will answer your question.” So that 

put it very squarely, and it was a very valuable exchange because it highlighted both 

points of view.   

 

All right. So to come back to the Bank in terms of the consensus or lack of it, that's the 

nexus, that’s the problem. So in the Bank we would have economists who are concerned 

about the supply of credit. People ask me this regularly: “Do you think the supply of 

credit to industries in Bangladesh is sufficient?” So you have that intellectually. In 

practice you have division chiefs and other managers who will say, “Well, now we have 

disbursement targets, commitment targets, and we have to have projects in the pipeline. 

Our job is to move money.”  

 

So that there is the intellectual aspect. There is the administrative aspect. It results in a lot 

of credit projects. It also reflects a lack of consensus because on the one hand we have all 

of these arguments, and a lot of people who believe them or who in private at least or 

over lunch will admit that, “Yeah, it is pretty much a disaster, isn't it?” But on we go.   

 

And now with the Levy report it is--what has happened, I believe, is that there are fewer 

things labeled “credit projects,” but I think there's a lot of closet credit projects where you 

have a credit component or something of that sort.     
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So I think there has been a decline in lending, but it's unfortunate in a sense because all 

that’s happened is that we’re having less of the old projects. I don't see any smarter 

projects coming along.   

 

LEWIS:  I'm trying think from your book I’ve been—the question shows I wasn’t as 

attentive a reader as I should be . .  

 

VON PISCHKE:  It's a long book.   

 

LEWIS:  There’s no question that you're saying that a lot of these projects have pretty 

much wasted money, but are you also saying that they have done positive harm to 

development? Or is it the opportunity cost, in a sense, of the resources that have been 

wasted?   

 

VON PISCHKE:  Well, Leila Webster did a very good study of IENIN [Industry and 

Energy Department, Industry Development Division], of small-scale industry projects.  

She took 33 projects, I guess, that had closed over a 15-year period, and that was the 

whole population of these small-scale industry projects. She rated the repayment rates. 

Now the measurement is never uniform, but orders of magnitude were. And the projects 

that performed best were in the highest income countries. If you ran your eye down the 

columns, you could see per capita on one hand, collection rates on the other. At the 

bottom what did you find? Liberia, Bangladesh. At the top you had Mexico, Peru and 

Jamaica and other places that were towards the top, Korea.  

 

In Bangladesh they've done absolute harm, that your money has gone to people who had 

no intention of using it as they said, others who did things that they might not have done 

otherwise that did not work out so that you have tremendous excess capacity in a lot of 

the firms, the ones that are still in existence, and the country, even though there’s a large 

grant element in local currency terms, they’re paying through the nose for that cash.   

 

So, yes, in most places because of the way things work institutionally the well-connected 

have been well-rewarded by these projects. If that's one's idea of development or if this is 

the best we can do, then it may or may not be bad, but we just [inaudible]   

 

The other aspect would be that we hear the argument: What's your view of the financial 

system? What is its contribution to development? And if it simply is a channel, then what 

we've done gets very good marks. If, on the other hand, it's to be discriminating and if, on 

the other hand, it's to help manage risk by defining this more clearly, gathering 

experience, and doing in other words smart sort of thinking, then nowhere near 

measuring up. So I would say, yes, in some cases it's done absolutely fine. In most cases 

it's been far short of what we might have achieved had we gone about it a little bit 

differently.   

 

LEWIS:  The errors have been magnified by perverse governments, haven't they? That 

is, if governments just on their own political whim forgive credit . .    
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VON PISCHKE:  Yes, yes, yes.  

 

LEWIS:   . . then that really chops it off at the knees for some time to come. They’ve 

done this in Senegal to a fare-thee-well, and Davila [all speaking at once] in India.   

 

VON PISCHKE:  Yes, that's right.   

 

LEWIS:  That's sort of an extraneous negative, isn’t it?   

 

VON PISCHKE:  It clearly doesn't help, does it?   

 

KAPUR:  I'm a bit confused here. I was reading these--well, the question has been asked 

sort of earlier [both speaking at once] this relates to--because which is of course--it seems 

that if you look at credit in Bank lending, credit operations in Bank lending, then the 

numbers are about twice as much as, say, ag credit, even in agriculture--livestock, tree 

crops and so on have a very large credit component, although they’re not, in a subsector 

definition, they're not defined as . . .   

 

VON PISCHKE: That’s right. 

 

KAPUR:  Now, Indonesia had these tree crop sort of agricultural projects, rubber or 

palm oil, and I think there was a bit of both. Now from what I understand, credit was 

directed to small farmers. Repayment rates were virtually zero or very, very low.  

 

VON PISCHKE:  Very small, yes. 

 

KAPUR:  Now from the point of view of the institutions, I mean the local institutions or 

the banking system who was [inaudible] it’s a disaster because they haven't got the 

money back. But apparently the economic rates of return and the financial rates of return 

for the farmers have been very good.  

 

VON PISCHKE:  Yes, yes. 

 

KAPUR:  Now, I wonder how does one then . .     

 

LEWIS:  Better because they didn't pay back the credit! [Laughter]  

 

VON PISCHKE:  Well, that would help the financial rate of return, possibly! 

 

KAPUR:  Well, anytime you get free money. But even if, you know, even that, if you 

take away [inaudible] from that, it has been apparently for the farmers it’s has been a 

good thing. Now, how do you separate these two? One might argue that look, for the 

economy it’s been--I mean, it's almost been sort of a Keynesian thing.     

 

VON PISCHKE:  Sure. That's right.   
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KAPUR:  So, you know, four hundred million dollars went, but look, it got the economy 

. . .  

 

VON PISCHKE:  Right. Well, nobody would argue that money has no impact.     

 

KAPUR:  No, I'm sort of more about the rent [both speaking at once] The two very 

different measures of quote success unquote.   

 

VON PISCHKE:  That's right. That is often the case. So what is the argument, then, for 

being overly concerned about the financial institutions or the financial sector if you're 

getting to the real sector in a constructive way?   

 

I guess two concerns. One would be you may be lucky and hit it right. In Indonesia there 

may be things that work, that help to get--well, sorry, that you may have hit it at the right 

time, that anybody in his right mind would have been planting or rehabilitating palm and 

rubber. So if you were to put money in, then that would have happened. Now, if you 

think you can do that consistently, that we're smart enough to know what makes sense 

when, I think the record indicates otherwise. So I would think that that’s sort of a 

fortuitous result, that just happened to be at the right place and the right time with 

something that put money out.     

 

In a lot of the other agricultural projects, the things that we were trying to get people to 

do through credit or through extension or other things were rejected by the farmers.     

 

KAPUR:  So essentially if one looks at the whole thing from the much narrower point of 

view—I mean, here one says, “Look, they have, if one looks at the institutions through 

which the money went through, well, money in most cases come back to the institutions . 

. .”     

 

LEWIS:  If you're trying to build financial institutions, this is a hell of a way to build 

them! [Laughter] [all speaking at once]   

 

VON PISCHKE:  Wrong approach. 

 

KAPUR:  But if one asks a different, more narrow question, could one say that even with 

the objective of increasing output, which in a sense is all, you know, [inaudible] that 

even if by that very narrow criteria of success, you would say that it's not really achieved 

its purpose.     

 

VON PISCHKE:  That would be my view, yes, in many cases.   

 

Now, let's take another case. In the case you cited you’ve had money for palm and rubber 

that went for palm and rubber. Okay. Then there would be other cases where you put 

money out for something, and it didn't go for that; it went for something else. Well, 

presumably the people felt that they could get a higher rate of return with that other 

alternative use than that. Now here the economic and financial returns might vary a good 
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deal, you know, they might have used it for consumption and it’s difficult to measure. So 

that would be another case.  

 

But I would say in general, yeah, that these projects have problematic results in terms of 

what the money is used for and problematic from the point of view of the ministry of 

agriculture or project design in the Bank where if you wanted to stimulate whatever it 

was, you know [all speaking at once]     

 

LEWIS:  Let me ask you about . . 

 

VON PISCHKE:  Let me make just one more point, though. There are some people who 

believe that contracts are terribly important and that to the extent that contracts and 

property rights are better defined, things will happen after that to create productivity or 

facilitate creation of productivity, larger, growing economies. And you can surely say 

that what we've done is to demonstrate that pieces of paper issued by our clients, that are 

signed by the client and signed by the farmer or small-scale investor or industrial 

[inaudible] are not worth anything, that these are contracts that you can burn upon 

leaving the bank and you don’t have to worry too much about it. So in that sense, I think 

harm has been done, too, that we have facilitated the view of government as a big Santa 

Claus that's there all year and that--things that might have evolved.   

 

You know, one of the things that surely happens is that--let's assume, well, take a 

hypothetical case where the agricultural credit one way or another is subsidized, through 

the interest rate, through the lack of ability or willingness to collect, whatever. Okay. 

Now, if I'm a local guy, and I think, “Gee, I’d like to be an agricultural banker. I see a lot 

of things going on around here I think I could lend for,” with this massive undercutting 

through our projects through the instruments of the state you've surely made a lot of 

potential lenders look elsewhere. I mean, if economic--I don't have specific cases; I'm 

citing a hypothetical case that economic theory would suggest, you know.   

 

So we've sort of preempted the competition; we've sort of preempted the co-ops that 

might have grown up; we've sort of preempted the small banks that might have been 

formed, this sort of thing. It would be fun to know more about that; we don’t have that 

[inaudible] but it seems to me probable. 

 

LEWIS:  I was going to also ask you about your sort of basic model, and this leads right 

into it because this is what you've just been talking about, when you talk up front in the 

book about creating value, isn’t it? 

 

VON PISCHKE:  That’s right. Yes. 

 

LEWIS:  Now, the idea of the frontier, is that original with you?    

 

VON PISCHKE:  Well, it was arrived at independently. Whether I was the first one 

there, I'm not sure.     
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LEWIS:  You're aware that it's a form of a sort of dualistic theory. 

 

VON PISCHKE:  That's right. Sure.   

 

LEWIS:  So it's sort of like an Arthur Lewis kind of model of a center and periphery.   

 

VON PISCHKE:  Yeah, the term “frontier” was mine in a sense, but, sure, the idea is 

not original at all.      

 

LEWIS:  But it is in the center, the modernizing center of the financial system where you 

get value created more effectively than in the boondocks, right?   

 

VON PISCHKE:  Yeah. You want to extend that process to include as many people as 

possible.   

 

LEWIS:  Right. And when you're sort of theorizing like that, you have to sort of draw 

fairly tight lines in your model. But I suppose that the defense or whatever there is around 

the frontier in fact is a somewhat incremental thing, that there’s the gradations of . .  

 

VON PISCHKE:  Yeah, there’re shades of gray.   

 

LEWIS:  Shades of gray.   

 

VON PISCHKE:  Some people may use saving services or money transfer services that 

are provided by the formal sector but may not be creditworthy from the point of view of 

the formal sector. So it was meant to sort of focus the argument.  

 

LEWIS:  Well, your point a while back in which you were quoting the AID guy at the 

conference about this is a great way of pushing money, that has been--insofar as we’ve 

thought about these things, that's become a very central sort of element of our 

understanding of what's been going on.   

 

VON PISCHKE:  Yeah, it's the culture of the Bank.   

 

KAPUR:  How are these, you know, India ag credit project number four, how is the 

number decided if it's going to be 80 million or 200 million?   

 

VON PISCHKE:  You generally work from the last project and try to do better, try to do 

bigger, and for small countries or small projects there’s generally a consensus that the 

Bank or IDA [International Development Association] 25 million or so [inaudible] is the 

least we could do, but there is no theoretically rigorous way of determining the size of the 

sixth. It may be the amount that's unallocated in the pipeline.   

 

KAPUR:  Right. I mean I was wondering, when you get, begin to--the succession of ag 

credit projects you mentioned, I think we started to discuss that over the phone last time, 

and you said you'd bring that up. But in ‘84, ‘85, you know, during the debt thing, major 
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B-O-P [balance of payments] problems, there is that much that can be done through 

SALs [structural adjustment loans]; you have to show to the Board the different sorts of 

conditionalities. What's your sense of the disbursement speed of agricultural credit 

projects? Is it much faster than . . .   

 

VON PISCHKE:  Oh, generally, it goes pretty well.     

 

KAPUR:  Almost as fast as an adjustment loan?   

 

VON PISCHKE:  Well, no, not as an adjustment loan because there you get the first bit 

of it up front, so--and a second tranche, I guess there have been a lot of problems with 

subsequent tranche releases, but the credit ones I think would--if you took them—I’ve 

never seen a profile; it would be interesting to do—but I think if you took them compared 

to, say, sort of . .  

 

LEWIS:  You would say irrigation projects [all speaking at once]  

 

VON PISCHKE:  Yeah. I imagine it might go better. 

 

LEWIS:  I imagine it would be moving a lot faster. So it’s really kind of a way of 

camouflaging balance of payments support, isn't it?   

 

VON PISCHKE:  Yeah, it's an easy way do that. Also, to go back to your question, if 

you look at a lot of projects in credit, you may find that size increased by a rather large 

amount, relatively large amount, at negotiations.   

 

KAPUR:  Oh, at negotiation?   

 

VON PISCHKE:  Yeah. It's quite often the project size is upped at negotiation.   

 

In the thing I've just done for Bangladesh I’ve made a strong case in the document for not 

increasing the size, anticipating. And of course I got a call from the ED saying, “What 

would you think about a larger project, 25 million? Don't you think they could handle 

40?”   

 

So I told him no, I didn't think so, and for the following reasons.   

 

But I assume that for many Part II EDs that’s sort of standard operating procedure to 

increase it. And also, obviously, vice presidents in the Bank like it, too, and directors, 

because it is done very frequently.   

 

LEWIS:  Yeah.   

 

KAPUR:  But how do you think, say, Bangladesh--when we were there we spoke to 

Muhammad Yunus. Do you think the Bank's credit operations have made a difference to 

Grameen Bank, positively or negatively?   



17 

 

John von Pischke 

January 29, 1992 - Verbatim 

 

 

VON PISCHKE:  Well, we've done nothing directly for Grameen. You know they're 

outside of our circuit. We . .  

 

LEWIS:  What was that--there's a real—oh, yes, that the Bank was trying to push money 

on the Grameen . . 

 

[End Tape 1, Side A] 

[Begin Tape 1, Side B]    

 

LEWIS:  I knew [Muhammad] Yunus when he was an associate professor in Chittagong, 

but it's . .    

 

VON PISCHKE:  Oh, yes. 

   

LEWIS:  . . very impressive. Chris [Christopher R.] Willoughby, who seems a very 

sensible fellow, was strident, almost, in his unhappiness with the--well, you've got--I 

guess it was Attila [Karaosmanoglu] who was really burned up. It wasn't that they tried 

to--according to the impression we got, the Bank was trying to push some more money 

on Yunus.   

 

VON PISCHKE:  Yes. 

 

KAPUR:  No, it was a thing called "the Foundation."   

 

LEWIS:  Oh, yes.  

 

VON PISCHKE:  I was involved in that. [all speaking at once]    

 

LEWIS:  But Yunus is the one who got through to the U.S. Congress, and it played back 

in a sort of embarrassing way to the president, I think, of the Bank. [Laughter] 

 

VON PISCHKE:  I hadn't heard about that. Ah, well, there's a whole story there, and it's 

not a very pretty one.  

 

LEWIS:  Well . .  

 

KAPUR:  It seems that the whole--in a sense one got a good sense. It was not just from 

Yunus. We met about four or five other people, and that story came up again and again.  

The head, I guess, of the Polli Foundation [Polli Karma-Sahayak Foundation], who was 

a pretty sort of . .    

 

VON PISCHKE:  Kazi Fazhur Rahman, that executive secretary?   

 

LEWIS:  Which one?   
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VON PISCHKE:  Kazi Fazhur Rachman.   

 

LEWIS:  The B-R-A-C, you mean?   

 

VON PISCHKE:  No. 

 

KAPUR:  Well, BRAC also that told us that one. 

 

VON PISCHKE:  Polli Karma-Sahayak Foundation.    

 

KAPUR:  Exactly.     

 

LEWIS:  That's right, who’d been an ED here in . .   

 

KAPUR:  He'd also been an ED at the Bank.   

 

LEWIS:   And, of course, we got an earful from Rehman Sobhan.  

 

VON PISCHKE:  I daresay you would, yes!   

 

KAPUR:  And, yet, also from both the deputy to Chris Willoughby—he’s an Australian, 

I think, in agriculture . .     

 

VON PISCHKE:  Frank Thornley or  . .   

 

KAPUR:  Yes, Frank. [all speaking at once]    

 

KAPUR:  There seemed to be a very sharp cleavage on . .    

 

LEWIS:  Well, Chris seemed to be mostly really upset that Yunus had--Yunus's story 

was that he kept getting pressed to sign on for some more money, and he kept saying no, 

and he finally got tired of this pressure and so he--he's obviously a very skilled politician, 

basically.   

 

VON PISCHKE:  Oh, yes, yes, yes.   

 

LEWIS:  And so he went to some people on the Hill and asked them to please to call off 

the Bank.   

 

KAPUR:  Or the NGO.   

 

VON PISCHKE:  Yes, yes. That's right [inaudible] I guess. They make his calendar 

when he comes to this country.   

 

Yeah, it was--that was a difficult project and a series of unfortunate steps. Now, an 

interesting thing about it was that the credit part, how the thing was really to work in 
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detail—although the overall framework was very light on details, weren't very well done. 

I worked on that part, and I went on two missions, and I was a participant in the 

negotiations. And I had set up what you might call an elaborate mechanism which would 

allow the foundation to engage lots of different NGOs and then to walk away from those 

that did not do a good job. The same for government programs. I had written it up as a 

paper [inaudible]   

 

And this was never really explained to Bangladeshis very well, in part because we were 

very anxious to get the project through and at times there was nobody to talk to there 

because the board of that foundation was, you know, just being set up when the last 

mission was there. And then at that first meeting they decided they didn't want our 

money.     

 

It was also--there were lots of different points of views in the NGO community. It was 

highly complex. Some NGOs felt that—well, most people said, “This will spawn an 

enormous number of NGOs. If they can get money from these foundations, you will see 

NGOs popping up all over the place just to get the money.” Which might be a good thing, 

you know, if that's what we want to do. On the other hand it suggests a little bit of 

opportunistic behavior possibly.   

 

So they rejected it. And there was some feeling that the NGOs that would engage were 

those who had failed in everything else that they had tried to do with the villagers, this 

would allow them to come back again, this time with money, and they could go through 

another cycle. Or that borrowing from the Bank through this foundation would 

compromise their principles, that is, the humanitarian focus of NGOs. There was just an 

awful lot of static in the whole system.    

  

And the Bank tried hard to sort this out, to work with it, but a number of things were 

involved. And the Bank was very disappointed when it fell through. It made sense. The 

guys here to negotiate, having in their pocket that minute from the Board which was one 

and a half pages double-spaced in Daimler [font]. And it took them three days to translate 

it, and then they put it on the table and then, of course, negotiations ended because it was 

signed by the seven board members at the time, including Yunus, saying, “Thanks, but no 

thanks.”  

 

One of the conditions was that the government put 10 million dollars up front, and so 

they had that 10 million, and they probably thought, “Well, do we really need the other 

35, or do we want the other 35? How long can we last on 10 million?” And the answer 

would be, you know, a couple of years at least. And then they could fund their own way 

of implementing it.  

 

LEWIS:  They were talking sort of along that way, that they were going to go it alone, 

kind of.   

 

VON PISCHKE:  Yes, to figure their own way through. And I must say, if I were on a 

board and a plan was presented that appeared to me complex, that I didn't fully 
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understand, and they said we have to decide right now, well, I'd vote against it, of course, 

because I didn't understand it. I mean just any responsible board member would. So, 

yeah, it was unfortunate situation.     

 

KAPUR:  I was just wondering, I guess, a variation of [inaudible] The other ag projects 

which have credit components, have they done any differently from the free-standing 

agricultural credit projects?   

 

VON PISCHKE:  I don't think there's any difference. I don't know. Again, we . .  

 

KAPUR:  But, I mean more just your feeling.  

 

VON PISCHKE:  Just impressionistically I don’t think so.  

 

You know, I guess one thing that comes up is so why do we have to ask the question, 

why can't we enter a few keystrokes in our All-in-One and get it on the screen and why 

can't we call up somebody and say, ‘'Hey, Charlie, how are they doing?’ We don't even 

keep score on these things. So I think that's indicative of the larger problem, that if we’d 

been serious in a financial sense we’d have kept score. Now up until 1972, that 

reorganization, you could get reports monthly or quarterly on all the different agricultural 

credit institutions that we engaged, giving us a few measures but at least some, and it was 

done for DFCs up through early ’80s, probably.   

 

KAPUR:  Yeah, that's what Bill Diamond said, and then that was also stopped.   

 

VON PISCHKE:  Right. So any pretense on the way to being concerned about 

institutional health in any financial sense was discarded with the discontinuation of that. 

So there’s no manager in the Bank who really knows . . . 

 

KAPUR:  I tried to get some numbers on other than ag credit projects, you know, just 

how much of the other projects have credit components, so what the total sort of ag credit 

in the Bank was spending for agriculture. And what I’ve seen in documents, a factor of 

two, say, if ag credit is around 25 percent of the total, that totally credit operations in 

Bank agriculture is, would be half or two-thirds.   

 

VON PISCHKE:  Wow! Well, back in the good old days of agriculture, when 

agriculture was, what, about between 25 and 33 percent of the Bank basically in terms of 

commitments, a third we thought was for credit.  

 

KAPUR:  And that excluded or included free-standing ag credit operations?   

 

VON PISCHKE:  Everything. If you took all of the commitments in a year for 

agriculture and you took out the free-standing projects plus the credit components of the 

composite projects, then you would have roughly a third. So it would have been ten 

percent of the Bank, and then you have another, I think, not quite that amount in DFIs 

[development finance institutions] or . .      
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LEWIS:  You say nobody's keeping score? They're OED [Operations Evaluation 

Department] evaluations, aren't they?   

 

VON PISCHKE:  Oh, sure, but they're after the fact, and, you know, if you were to say 

today or two years out in our pipeline, “What proportion is going to be credit?” you’d 

hire some research assistants to come in and figure it out for you because there's no 

information retrieval system in the Bank.   

 

LEWIS:  What projects are working?     

 

VON PISCHKE:  No, I'm sorry. We're just talking now about how important is credit in 

the Bank's operations. So that you can't tell.  

 

Now, Millard Long at a seminar I attended when he was doing the WDR [World 

Development Report], he said that clearly 25 percent of the World Bank's portfolio is 

credit and possibly 40 percent, he said, depending on how you count. Wow! Forty 

percent!   

 

So there’s not much strategic sense of that, you know, right now. Presumably with the 

Levy report, and by all accounts, that proportion has gone down. It’s gone down to what I 

don’t know.              

 

Now, in terms of project performance, yes, OED does do good work, and for a number of 

years the whole thing was obscured by the idea that you could calculate a rate of return 

for the credit projects. McNamara found out that credit projects had rates of return of 44 

percent or 38 percent--some very large number. You know, if you were in money on 

Wall Street, if you got that return you’d send your broker at least one bottle of Scotch for 

Christmas. So then--but at this time there were a lot of people who figured that because 

of the fungibility problem, could we really say that. And so after a few years that was no 

longer recorded, the rate of return to credit projects, because of this much more 

theoretical problem. But then still it's hard to say what the impact is as long as you're not 

measuring the impact on the institutions that are impacted. It's never been really grasped, 

and again . .   

 

LEWIS:  What the hell does a rate of return for credit projects measure?   

 

VON PISCHKE:  Well, if you were lending for dairy cows, you’d go out and measure 

the return for dairy cows, and then you’d attribute this to [all speaking at once]. Or take 

the Indonesian [drowned out] example, you know. You look at oil palm, you look [all 

speaking at once] everything but credit.   

 

So that was the very simple-minded way in which it was done, but that's been dropped for 

a long time. I suppose one reason it was, that the people said, “Well, thank God we don't 

have to go through all those tedious calculations anymore. We can just simplify the 
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appraisal reports and then also obviously it’ll be a little easier to deal with when OED 

does get to it.”     

 

LEWIS:  I'm--the following--we could even turn up in the machine; it's strictly off the 

record, but anyway--but I still have a feeling, quite puzzled about Management in all this 

or the sort of the officeholders, how they've come out on it. Can one identify any shift in-

-I mean, if you take the ag and rural development people, did Monty have any feeling for 

this? Did Ed Shuh have any? Does [Michel] Petit have it now? And how about Ernie 

[Ernest] Stern?  He's too smart not to understand this, I should think.   

 

VON PISCHKE:  I’m sure he understands it. 

 

LEWIS:  But he's a money-pusher too, isn't he? Has he been?  

 

VON PISCHKE:  Well . . 

 

[Interruption]   

 

VON PISCHKE:  . . this third small scale industry project in Leila Webster’s list was 

next to the bottom. Liberia had done worse than Bangladesh [inaudible] And with 

Benjamin Cu Kok, who was a colleague--and he was just getting started on Lotus--so I 

would feed him these numbers and he’d come back with the tables. It was a lot of fun.  

But we actually did calculate the costs of these projects to the banks. We discovered--

there were three nationalized banks, big banks, that did the lending under these projects, 

and we discovered that in effect they had lost every taka that they had loaned. We got 

there eight years basically after the first disbursements were made by these banks to 

small-scale industrialists. About 40 percent of the original loan amounts had fallen due--

well, I’m sorry, 40 percent of the sub-loans had fallen due, 40 percent of the total amount 

outstanding--and collections had not yet equaled interest costs--or interest billed, in 

effect. So in accounting you take your collections first to enter and then the balance to--so 

in effect and overall they had not collected one cent, one piaster.    

 

LEWIS:  This was not because of grace periods?   

 

VON PISCHKE:  No, no. Forty percent of the sub-loan amounts had fallen due, and the 

total collections had not equaled the interest billed.   

 

Now, the interesting thing is that we draw this guy here. We did graphs and you would 

find that you’d have a bunch of escrow. So that this is money, okay, and this is time.  

[apparently pointing to graphs] And your project makes commitments. Okay. And that's 

going to go up. Those are commitments, okay. And then your project makes 

disbursements, and they trail and they never quite reach the same level because some are 

canceled. People don't [both speaking at once]    

 

KAPUR:  These are sub-loans?   
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VON PISCHKE:  Sub-loans, correct, yeah. All right. Then you have amounts falling 

due, and, of course, that's a longer tail yet, but basically [inaudible] goes up something 

like that falling due. And then you have collections which, if everybody behaved as 

they're supposed to, would look like that.  

 

Now, what we discovered was that it didn’t, but that by the time we got there, in June 

‘88, this curve had already broken. It was no longer headed upward. It had [all speaking 

at once] Yeah, the tangent was moving down. So the amount of energy, I concluded, that 

it would take—I’d never tried this thing before, but--I concluded that the amount of 

energy it would take to bring that around [inaudible]   

 

So we had these all on tables, and I thought, “Well, hell, this is interesting.” And I did in-

-OED sent me out to Kenya, 1978, to do one of the first ever project--what were they 

called, the post . .   

 

KAPUR:  Impact evaluation?   

 

VON PISCHKE:  Yeah, that's right, project impact evaluation report, and this was one 

of the first ever. So they were pretty free form. They said, “Tell us what you think.  If you 

don't think there's any story, don't bother; if you think there's something to write up, write 

up.”     

 

So this was the first agricultural credit project, and I knew those projects well because I 

had appraised the second one and I’d lived in Kenya. I knew the people in the territory, 

and I had done my Ph.D. research on some of those farms and so on. So I felt, “Well, this 

would be interesting; let's see what it did cost the Agricultural Finance Corporation.”  

And I did an analysis--the book contains basically the same point [inaudible]--and they 

lost money under the [inaudible] So I presented that to OED, and [inaudible] went, well, 

“A piece of professional work.”  

 

But when I came back--OED thought it was good; they said, “Well, this is important”--

the regions people, well, I was treated very shabbily. I still have a little resentment 

towards a couple of people walking around who really went for me on that: “This was not 

a banking project. You had no business doing that.” There was one young lady, who’s 

still around, she said, “How can we possibly do the next credit project with information 

like this coming out?” You know, as if it were my fault! [Laughter] Why did I rock the 

boat? So that was the start!         

 

So I had that, and I had this thing in Bangladesh. And there was something else--I've 

forgotten. We had three examples where it came close to evaluating the projects from the 

point of view of the intermediary, and I thought, “Well, this is interesting. Some division 

chiefs might be interested in it.” I've been in a lot of divisions where you have division 

meetings, and quite often there's somebody from outside. So I thought, “Well, I'll 

volunteer. I’ll put together a little talk, about eight or ten pages of spreadsheets and so on 

to just show this and to suggest why it was interesting and talk about it.”     
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Before doing it, and also never to miss a chance, I called up Attila, who was my vice 

president then. I called him up on a day when he'd just got back from mission, and his 

secretary said, “Yes, he's free at 2:00 this afternoon if you want to come.”  

 

I said, “Well, that's incredible--the same day.” So I went up, and I went through this. I 

said, “I'm going to offer to do this for division chiefs, and I'll be willing to attend division 

meetings if anybody might like to discuss this, but I thought I should see you first.”   

 

So we went through it, and he looked and asked a question here or there, and then he 

said, “Well, what are we supposed to do?” He said, “People are out of work. Men are out 

of work. Children are starving. Development is not progressing. And am I supposed to 

wait ten years for the financial sector to get its house in order before we do a credit 

project?”  

 

So I told him, “Well, I don't think you can have it both ways.” I said, “If you expect that 

the financial system will get its house in order, then these projects aren't helpful and they 

may in fact do just the opposite. And do you really think you can have very robust 

development with banks that are not managed very well or that have very weak 

portfolios?"     

 

So we left it at that, and I circulated it to division chiefs, and I think maybe--I took the 

agricultural and industrial division chiefs only--I think there were maybe four who 

responded out of a field of, what, 24 or something like that, and I ended up making, I 

guess, one or two presentations.   

 

Now, the other side of the story is that I have tried this evaluation business, valuing the 

credit projects from the point of view of the intermediary, maybe three or four times. The 

first time was in Kenya, and I knew the general manager of the Agricultural Finance 

Corporation quite well. He was the first African to hold the post. He was not a finance 

guy, but he had really taken hold, done a very credible job. And we sat down with these 

spreadsheets across his desk, and [inaudible] and he went through them, looked at them, 

asked questions, and it was just an entirely constructive encounter, as opposed to 

appraisal where people like this. At that time there had been an expatriate GM [general 

manager] and he and Bill Spall immediately decided they didn't like each other, and it 

went downhill from there. But this was very positive, and we were looking at a technical 

question to which there were technical, administrative answers, and so I cherish that 

moment.     

 

And then in China on a project that I was working on there, I was the task manager for 

one in Gansu province where these small industrial credit operations had financed about 

30 sub-loans, and these fellows in this Gansu Investment and Trust Company who--one 

of them was old enough to remember how it was before, you know, when the banks were 

presumably accountable and so on--and they were very curious. And when you asked 

them about different assumptions, they had real ideas. It wasn't, “Gosh, we don't know.  

We hadn't thought of that.” “Oh, yes, 23 [inaudible] around 30” or whatever. So, again, a 
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very constructive thing, and they were intensely interested in this, and they discussed it a 

lot.   

 

And then in Bangladesh also there was some interest. So I have felt that this evaluation 

exercise need not necessarily be a threatening thing--and hopefully it not be--but it would 

be a means of improving project design and that you can engage people. You know, the 

usual thing would be, “Well, your interest rates are too low,” and then you’d come back 

and say, "Well, we've got so many farmers in this country, and politically important, and 

we import rice and import wheat” whatever it may be “and that's not a thing we want to 

be doing, and credit’s terribly important, and we all know that we shouldn't charge poor 

people high rates of interest.”   

  

So then you get into this lengthy argument, and it takes months for somebody to come 

around to [inaudible] in every case, where if you sit down and say, “Well, you know, 

you're going to lose so much if you do it this way, based on the assumptions. Now, can 

we get a subsidy to take care of that? And if we wanted to subsidize it, where could you 

get the money? And if you wanted us to subsidize it, what arguments could we have to 

subsidize it? You know, let's talk facts.” Or, you know, “If you changed your overhead 

by X percent, or if you moved your collection rate up by X percent, or if you raised the 

interest rate by X percent, then you’d lose less.” So it would presumably allow you to 

work within the same parameters but to have a means of focusing the discussion to 

deciding how you should structure the deal.  

 

That's the unfortunate thing, I think, about what's happened following the Levy report, 

with the absence of guidelines, that we're doing less of the old projects, the same old 

projects, but we're not doing the smart projects, and there are a lot of smart projects out 

there we could do based on, you know, all the stuff we've learned ever since Pierre 

Courbois joined in 1964. You know, there are a lot of interesting things that could be. 

And based on the fact that we don't really keep score, you can imagine the level of 

financial sophistication that's been brought to bear [inaudible] So one could be optimistic 

almost about a lot of these projects.   

 

KAPUR:  Just one—I mean one point of view, elements of what you said [inaudible] 

people, and one is somewhat—one, a sense of loss at sort of internal incentives, and now 

one has heard that quite a few people which sort of make this sort of thing happen, which 

has a force of its own, that people know has not worked, that see the problem but yet sort 

of see the projects sort of go on. What I tried to do was just take from OED how many 

repeat projects has the Bank done--railways, five railways, eight, whatever--and then see, 

well, it's a very, very poor way of looking at it, but again one doesn’t have the resources--

let's see if learning has occurred in an institution, have the rates of return showed any 

trend.   

 

VON PISCHKE:  That's fascinating. That’s a very good question, very good question.   

 

KAPUR:  You know, just a very simple--I mean, obviously you have to say that, oh, 

well, the external environment was not the same and therefore these things can and one 
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cannot say that, but just, and in fact, one actually sees a decline. It goes up a little bit in 

the second to third and steady. There is a trend, and the trend is downward.     

 

VON PISCHKE:  This would be in all sectors? In general?   

 

KAPUR:  In general.    

 

VON PISCHKE:  Well, Colin Bruce, who was a division chief in the Bank at one time, 

he said, “Well, obviously, the project size should be increased until the rate of return 

equals the opportunity cost of capital.” Do you think we're doing that? So we're simply 

exhausting good opportunities. But it's a fascinating question.  

 

KAPUR:  And I was also thinking on agriculture, I mean, you know, three sub-sectors 

have taken 80 to 90 percent of all the resources: credit, irrigation, and area development 

or rural development. Well, from what one hears, credit may be less. Area development 

has been, well, irrigation, enough reviews to sort of put at least a fair number of 

questions. The bottom line, actually, in the agriculture story for all these who are 

[inaudible]  

 

VON PISCHKE:   Yeah.    

 

LEWIS:  Yeah, I think there's been some learning also, some things that should have 

been done better, of course. But I've got a draft almost finished now on agriculture. He's 

going to finish it, but I think it is a pretty blurred picture as you get toward the end of the 

‘80s.   

 

VON PISCHKE:  Yeah, a lot of the old assumptions should be re-examined.   

 

LEWIS:  But the irrigation one is--one of the good pictures, I think, is in fertilizer which 

is outside technically of agriculture. Irrigation isn't all that--there was a pretty good story 

in the ‘70s but there was some sort of second-best kind of choices and outcomes, and it's 

now gotten clobbered by environment and so on. Otherwise, it's not such a bad story.   

 

But area development and apparently credit--see if I understand the--this is simplistic, but 

as I hear you talking it sort of seems to me that we're talking with basically--well, let's 

say we're talking about IDA. Even in the case of IBRD [International Bank for 

Reconstruction and Development] we're talking about, to some extent, a gift-making 

activity or forgiving concessions, transferring some resources on the cheap.  

 

VON PISCHKE:  To governments.     

 

LEWIS:  Yeah, to governments. Now, there is the problem, I mean there’s the old two-

step loan kind of notion, that you don't want to let that subsidy infect the rational 

organization of the internal economy. But then you get into the problems of the poor 

farmers and the needy folk, rural or otherwise, and there are, the Bank agrees, legitimate 

reasons for giving concessions to groups of people, give them gifts of one kind or 
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another, subsidies. What's happened, though, is that the channel, the mechanism chosen, 

is a financial institution that has gotten corrupted in the process, and then so its long-term 

usefulness is damaged or lost if you want to somehow insulate the subsidies from the 

institutions you're trying to protect. Is that right?   

 

VON PISCHKE:  Yes.     

 

KAPUR:  John, I think it's something--at least, I've just gotten into this field--I think it's 

something much more insidious. I mean, what happened, you know, with the—once, it's 

a bit like—well it’s not really cocaine, but you get hooked on sort of cheap credit. It 

creates an interest [both speaking at once] lobby which is very powerful . .   

 

LEWIS:  Oh, yes, sure.   

 

KAPUR:  . . which is not the poorest. What always amazes me is that everyone knows 

that the majority of the rural poor are landless, and yet ag credit . .  

 

LEWIS:  No, that's exactly right. That’s why if you go for more transparency, then the 

elites at least--that they’re on the take--would at least be a little bit more obvious.   

 

KAPUR:  Right. And then you see—and now what has happened over time--and this is 

what, Richard, when he has gone on the central bank in Peru, this is what has struck him 

at the time, how this has affected the macroeconomics, sort of the financial system, the 

central bank picking up, and that's one thing which I wanted to ask you, if people have 

started to sense, you know, because after all any refinancing which is being done by the 

central bank, once it's picking up the losses, I mean, that is now starting to tell on the 

central bank, the whole larger macro picture. That was his major objection, I mean his 

major concern.  

 

And now, like in India when the central bank is worried about inflation, is worried about 

deficits, about all that stuff, it starts to say, you know, “Crack down on ag credit on loan 

recovery.” It's very difficult because now, you know, you've let the genie out of the 

bottle. It's now a big. It’s very difficult.   

 

VON PISCHKE:  Each generation it’s worked in a certain way.   

 

KAPUR:  And now you have an enormous political problem to solve, and this is what 

has been happening. To me that is the thing. Fine, the money is gone, you know, 

whatever. A lot of money has been invested in India, and this is just a very, very small 

part, really. But it's that which I wonder if you see that, or if you do that or . . .  

 

LEWIS:  I see it. I just don't buy it completely. I mean, I don't think the world is that 

clean. I think that it does depend upon the macro environment a lot, and Richard in a 

Peruvian environment can be more concerned than usually one was in India. Now I'm not 

sure; it’s gone Peruvian. I think that the fact is that we do have state/private sector 
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arrangements has brought a lot of different kinds of concessional transfers, and I don't 

think we're going to get rid of all of them.   

 

KAPUR:  Right.   

 

LEWIS:  We've managed so far, although we aren't doing so well in this country, to 

survive a lot of concessional agricultural credit over the years. Maybe the way to get rid 

of that is to get rid of agriculture. [Laughter] 

 

VON PISCHKE:   That would be one way, wouldn’t it? 

  

Well, you know, whatever could be said—the Keynesian approach, the need to subsidize, 

whatever--I think the most difficult problem is that somehow we have not thought in 

terms of self-correcting systems so that there’s nothing built into the typical project that 

will help that bank get better, and as a consequence we see banks getting worse and 

worse overtime. This is really the pattern in India. I'm not sure about Mexico. But most of 

these banks you look at, they deteriorate over time.   

 

Now, that's partly just the way a credit project works. You know, until you're up here 

somewhere, you don't really know what it's going to look like. So it takes a long time to 

find out really how a credit project unfolds.       

 

But had we thought more about that then, all right, things can wrong, things will go 

wrong, now how to deal with it. And we, I guess, never had to look at it, and the bankers 

that we dealt with never had to look at it because if something went wrong, they still had 

a huge undrawn amount, and if they disbursed more, they’d be reimbursed for it, so any 

glitch that they encountered, they could keep right on lending like a [inaudible] Now, had 

we thought more in terms of self-correcting systems, then we'd have been concerned 

about evaluation. We would have been concerned about savings mobilization. We would 

have been concerned about the quality of services delivered to a countryside as opposed 

to [inaudible] And we'd have looked at the whole management of information and 

decision-making, responsibility issues, in an entirely different way.  

 

You know, there was no vision of where we wanted these outfits eventually to be, and I 

think that's what's coming home to haunt us, that we simply thought we could define a 

project that made sense, and that we put a tremendous amount of energy into that, both in 

the theoretical side and in the field, and if we just had enough of those, development 

would occur, but we didn't think enough about the institutional issues.   

 

LEWIS:  I think the savings mobilization point is a terribly powerful one, and that also 

was not in people's minds back in the ‘50s and ‘60s, partly because they thought about 

needing to reverse urban bias in transfers to the countryside, but some of us were writing 

way back then that the needs were just so enormous in, say, rural India, there was no way 

you were going to get resources except from the ag sector itself. But nothing much along 

that line was done, and in the cooperative system very little indeed.   
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Vernon Ruttan and I were involved in an OED review of the story, the Bank's story, in 

Pakistan back in the middle ‘80s, looking at 25 years. The thing that struck him most was 

the total lack of mobilization of savings.  

 

You in the book didn't mention--you know this chap, Dick [Richard H.] Patten?     

 

VON PISCHKE:  Yes, yes. I've met him just recently.   

 

LEWIS:  Have you?     

 

VON PISCHKE:  He was here.   

 

KAPUR:  Yes, he gave a seminar.   

 

LEWIS:  Very interesting what he's been doing in Indonesia.   

 

VON PISCHKE:  Isn't it?     

 

LEWIS:  Yeah. With a simple model, even simpler than Yunus's in a way. It's no group 

group; it's just a matter of follow-on lending, that people want to get a good track record.   

 

VON PISCHKE:  Yeah, Indonesia is a big hole for me. I've never been there, and good 

things are happening there.   

 

LEWIS:  Yeah, yeah, yeah. It really is a fascinating place. I hadn't been there before, but 

we were there, I guess, for one week. I'd like to go back.   

 

VON PISCHKE:  I enjoyed meeting him and hearing what he said. Now, I read part of 

his book, Patten and [Jay] Rosengard, about managing with profits or something like that 

[Progress with Profits: The Development of Rural Banking in Indonesia] and he makes a 

swipe there. He says that in spite of all these schools of thought on financial 

development, he said none of them offer very much for the practitioner, but yet--that was 

up front in his introductory chapter. So I thought that was a little unkind, but I can see 

why he might have thought so. But nonetheless, the answers that he has come up with are 

consistent with what the Ohio State mafia and Millard Long at certain moments has put 

out, and others.   

 

KAPUR:  Was the, sort of, that Millard Long book that you mentioned in the ‘80s, was 

that the first time when sort of the issue of credit was seen in a more Bank-wide, sort of it 

included agriculture and DFCs?     

 

VON PISCHKE:  Yes, I think that was the first document that had looked at on that 

basis, and it took--again it was interest rates and I guess to some extent directed credit.   

 

LEWIS:  I should know, but he . .  
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VON PISCHKE:   I've forgot the name of the document, but—financial development or 

something. Millard would know if you would ask him.  

 

KAPUR:  This was just before he became the staff director of the WDR in ’87-‘88?   

 

VON PISCHKE:  It might have been a little before that.     

 

LEWIS:  Which one was that? Was that an agriculture one again?   

 

VON PISCHKE:  No, this was the—well, the one on [both speaking at once] financial 

development, but at some point--I think it was before that.   

 

KAPUR:  I see. He might have at least some numbers because it's always nice to have 

some sets of numbers, and I'm wondering if you’ve come across any numbers which 

might—you think we could use.   

 

VON PISCHKE:  Well, the annual report up until 1990 gave sectoral breakdowns.   

 

KAPUR:  Yeah, I have that. I have the subsector credit loans in agriculture, starting from 

the beginning until you get ag credit, but of course you don't get total credit for 

agriculture.   

 

VON PISCHKE:  Yes, exactly, those are probably only the free-standing projects, and I 

think that's why they discontinued it because they . .  

 

KAPUR:  In the WDR? 

 

VON PISCHKE:  Yeah. 

 

KAPUR:  I remember in your talk you had mentioned that even the Bank credit 

operations in livestock and housing--if I'm not mistaken you mentioned these two--have 

also not done well.   

 

VON PISCHKE:  Well, I'm simply recording what I was told by Nancy Barry when 

Leila Webster's work was being discussed. But I don't think I said livestock specifically, 

but I believe what I said was what Nancy told me, that of all of the Bank's portfolio of 

credit projects, small-scale industry had done the best, better than large-scale, better than 

agriculture, better than housing, better whatever else. I suppose that might be because it 

would be diversified where large-scale might not be, and also there would be some 

attempt to do it on a commercial basis. And also you’d have some, I suppose, more 

wealthy Part II country examples, that would pull it up.     

 

LEWIS:  The Bank's done quite a lot in housing finance areas?  

 



31 

 

John von Pischke 

January 29, 1992 - Verbatim 

 

VON PISCHKE:  I don't really know. There's a fellow called Bertrand Renaud, who is 

the specialist on that, and he's--I think in urban they’ve done some. There are these 

housing finance corporations which work quite well in Mexico.    

 

KAPUR:  Actually, I think it’s done fairly well in India, actually.   

 

VON PISCHKE:  I wouldn't be surprised.   

 

KAPUR:  The Housing Finance Corporation, although it’s government, it's done very 

well, actually, I think.   

 

VON PISCHKE:  Yes.   

 

KAPUR:  I mean, it's not in decline. In fact, it’s grown. 

 

VON PISCHKE:  Well, surely the market is incredible.   

 

You know, speaking about some of these other things, too, in terms of the alternatives.  

Now, there is this institutional issue, okay, and these institutions aren't doing well. Now, 

if you look at the U.S.--and I don't see, you know, one historical experience as being 

terribly relevant to somebody else's--but my understanding is that people issued bonds to 

build canals and railroads and that these bonds were defaulted on left and right . . 

 

LEWIS:  Oh, sure.   

 

VON PISCHKE:   . . and that the U.S. got the canals; it got the railroads, okay, and they 

definitely serve an economic purpose although they might not have paid for themselves 

in the bondholders’[inaudible] 

 

LEWIS:  The Erie Canal's about the only one that really paid everybody!     

 

VON PISCHKE:  Well, now, obviously a lot of bad financing in the sense that the 

bondholders got taken. But this would be self-correcting because the bondholders were 

probably individuals who had enough money to buy or people who had an intense local 

interest in getting the thing done, and it was between consenting adults, and they could 

buy bonds again if they wanted to. And would those guys issue bonds again? Well, the 

railroad people surely did.   

 

So that to some extent we're the victims of an institutional view that we should have a 

credit market rather than a bond market. You know, had we said we were going to 

finance all these guys with bonds and that we'll maybe sell the bonds to investors or 

whomever, you know, relied on that sort of thing, then, sure, bond markets would have 

taken a few hits, but you might not have debilitated banks or preempted the development 

of banks essentially.     
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LEWIS:  I have a very agnostic background on all of this. I used to think of myself as a 

real economist embattled against the financial economist types, and I remember when I 

was in India--well, I guess maybe I was back from India. I was there with AID or maybe 

I was there. But I heard AID was trying to push housing finance in Latin America. I was 

still of a view that what AID had to offer was finance for imports, foreign exchange, and 

I had come from the School of Business at Indiana which was sort of the origin of most 

of our brilliant S&L [savings and loan] thinking.   

 

VON PISCHKE:  Oh!   

 

LEWIS:  And I think about the last thing we need to export was know-how to the 

Latinos about how you organize financial institutions. They're quite capable of doing it.  

This was a waste of time, and I still a little bit have that view. The net that I get from the 

sense--from your revisionism, I guess--is that it might be better to keep your bloody 

hands off this financial stuff. I mean, try to build effective, workable, value-adding 

financial institutions, or don't make those the main channels of resource inputs into these 

systems. If you think you've really got some good snake oil, why, okay, go peddle it, but 

don't put too much burden on that particular part of the strategy.     

 

VON PISCHKE:  Yeah, I think that's a lot of it. IFC is, in their capital market activities, 

has taken a different approach. I remember being on a mission one time with a couple of 

IFC guys and said, “Well, what about the sector issues here?”  

 

They said, “There aren't any.”   

 

And I said, “What do you mean?”   

 

And they said, “Well, we wrote the securities act and away we go.” [Laughter]  

 

So, yeah, it's easy to overload.   

 

Also, it's easy to think that these things can be tightly managed, and you know if there's 

anything that we know, I mean based on the S&Ls, for example, it's extremely difficult. 

Many things go wrong, where in the example that I gave of artificial insemination, you 

know, you can manage that insemination service, and it's something that [inaudible] 

Africans, anybody can be good at it [inaudible] long time. 

 

[End Tape 1, Side B] 

[End of interview] 

 

 

 


