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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 

 

WEBB:  When you joined the Bank, then, were you in Development Economics?   

 

MITRA:  I joined as a Young Professional so I did a stint in operations, and then I think 

the time I came across your work was when I was doing a second assignment in DPS 

[Development Policy Staff] from ‘79.  

 

WEBB:  Ah, yes, yes, yeah.   

 

MITRA:  And I had been doing some teaching and research before I came here. 

 

WEBB:  In public finance? Was that your area? 

 

MITRA:  It was one of my areas. I mean, I was working in public finance. I was also 

doing some work in planning, public investment type of issues.   

 

WEBB:  One of the areas that I have--we have assigned the different aspects of the Bank; 

we’ve split them up, John and I--and one of the areas that we’ve assigned to me is 

projects. And so I've been looking at some of the information available on project 

methodology in the Bank, and we came across a draft report of the task force that is being 

headed by Joanne Salop, and we saw some of the literature before that, including a 

couple of memos that you wrote and some of the other contributions, and that’s been very 

helpful. It helped to begin to get a sense. We had already seen Ian Little's outburst at the 

seminar a few years ago and, well, just read one or two other pieces. There’s an article by 

[Nathaniel H.] Leff and one or two other things. All of this raises a lot of questions 

about--and your old memos, that was, seem to be finally trying to put these questions on 

paper in a very frank way. I hadn't seen that before. I guess I'm quite amazed by the 

whole thing. I’m especially interested in asking you some questions on that topic.  

 

MITRA:  Sure. 

 

WEBB:  Just to understand the situation, this task force draft—we didn’t bring it, did 

we? 

 

KAPUR:  No. 

 

 WEBB:  It's on my desk, I think, yeah. It's dated June. 

 

MITRA:  Yes, of this year. 

 

                                                 

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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WEBB:  You're not on the task force, are you?  

 

MITRA:  No, I'm not on the task force. 

 

WEBB:  Do you know anything about the status of that task force or self-examination? 

 

MITRA:  I don't know what the status in the sense of--I mean there are two things, you 

know, by what one calls status. One is whether any further work is planned or whether 

that's it. Second, which is more important, is whether it has had or is likely to have any 

significant impact on the way the Bank does its project analysis.   

 

When I was involved with this (which is almost a year and a half, two years ago now) the 

idea that they came up with, Joanne Salop and others who were working on this, that they 

would have a number of task forces which would be looking at various aspects of the 

economic analysis of projects, seeing which were the areas--we had preliminarily 

identified areas that needed some strengthening, and so they were going to go off and hire 

in-house consultants. There was going to be some fairly big exercise. Since I've not heard 

anything more about that, and that's in part because I haven't made an effort particularly 

to find out what has been going on, I sense that that's not now going to happen, but I may 

be wrong about this. I think it's possible that that task force report is in some sense the 

final product. They will issue some operational directives on the basis of the task force’s 

findings. That's my understanding, but this could be wrong because I haven't talked to 

Joanne for some time about this, whether she has other ideas.  

 

WEBB:  Did you have an ear or maybe have some intuition as to who in the Bank at the 

highest level was most interested in that?   

 

MITRA:  I think at the highest level, in fact, there was—I mean, the origin . . 

 

WEBB:  Who was the most senior person? 

 

MITRA:  Well, I mean, [Barber B.] Conable.   

 

WEBB:  He was? 

 

MITRA:  Yes. The origin of this was--I mean I’m not saying that he's taken a particular 

interest in the economic analysis of the projects, but from where he was sitting and where 

he was talking to people who do the retrospective evaluation, which is OED [Operations 

Evaluation Department], saying that our portfolio was encountering a number of 

difficulties based on the retrospective evaluations that were going on, what had happened 

in the ‘70s and the ‘80s. And so this raised the question: was there something which was 

going wrong? And, if so, what was going wrong? And that was the source of this, of all 

of this work.  

 

I mean, then at an early stage I was asked to write a couple of notes and themes on what 

seemed to be some of the problems, and then other people wrote notes, and then we had a 
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workshop in June ‘90, and then the task force produced something. I think the last 

version I saw would have been around the spring of this year, March, April.  

 

So there was serious concern at the level of the president, of the director of Operations 

Evaluation, the senior vice president Operations, as to what was the problem, the problem 

that needed to be addressed. 

 

WEBB:  Do you think [Moeen A.] Qureshi was particularly interested? 

 

MITRA:  Yeah, I mean, there were exchanges of memos between Qureshi and [Wilfried 

P.] Thalwitz on the one hand and Conable--I mean, Qureshi as senior vice president 

operations and Thalwitz as senior vice president for policy and research. You see, 

inasmuch as there was a policy and research angle, something needed to be done, 

obviously PRE [Office of Policy, Research and External Affairs] needed to be involved 

with this. So there was some exchanges of memos on this.  

 

WEBB:  What had the greatest impact on me when I was looking at this material was 

that here was an absolutely central aspect of the Bank's operations and maybe even more 

of the Bank's ideology, rhetoric, and a discussion is going on about what the Bank is 

doing or not doing and what maybe should be done about that. But the impression I had 

was nobody seemed to be very sure at all as to what the Bank was really doing, and your 

own memos refer to a few observations. You don't specify which they are or exactly how 

many. You give a sense in your memo that you've asked around a bit--but a bit. And here 

you are, you're in PRE, Operations itself is not coming up with any more concrete or 

larger, more systematic observations, and particularly in Witz’s [Wilfried P. Thalwitz] 

shop there you'd think there’d be quite a good--people like Joanne or Witz himself who 

would have some systematic information as to how the Bank is in practice choosing 

projects. And the impression that these memos give to an outsider is that no one is very 

sure. It's a kind of an impressionistic thing. Is that a fair reaction?   

 

MITRA:  I think that--let me put it this way. For example, the notes that I wrote were 

probably the earliest thing that was written in this round of discussions about projects.  

This was in the fall of ‘89, two years ago, and there there was a very specific thing. It 

said, “What is going wrong? We want an answer in a very quick time frame.” So 

essentially those notes were put together in a period of five days, having a series of 

discussions with a number of people both in PRE and Operations and looking at a few of 

the appraisal reports, staff appraisal reports on projects. In fact, I think the notes say this 

is based on a few conversations and a few staff appraisal reports and therefore there is of 

course a question as to how representative that is. So that accounts for the fact that in 

those notes there was no what one would describe as a solid documentation going region-

wide or sector-wide, saying this is what we do in transport, this is what we do in energy, 

et cetera, et cetera.   

 

However--and at that time, by the way, there was--I mean, Joanne Salop and Witz and so 

on were not in the picture at that time. They were doing different jobs in the Bank. 

Joanne was in West Africa, and Witz was director of another department, so I think, you 
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know, one should not place the blame in any sense at their door because they came in 

later and they were trying to further this particular process of seeing what is it that went 

wrong.   

 

Now, I think there is--although there may not be anything written down which tells you 

this is what the Bank is doing, although in particular sectors there are things like, you 

know, how does the Bank appraise transport projects, for example--within the institution 

there is a pretty clear idea of what goes on. And we had a workshop in June of ‘90 where 

we brought together the main, the people who actually do the projects work and people 

from OED and people from PRE to discuss what exactly was going on. How did we—

how did we identify projects? How did we appraise them? What role did the appraisal 

play in deciding whether we would go ahead with the project or whether we wouldn't? 

And all those kinds of issues came out and were aired.   

 

And so I think that we have a fairly clear notion of what goes on in different sectors and 

how projects are identified and how they're appraised and so on. And it's possible that 

nobody then wrote that up because that would be—it would involve investment on 

somebody's part. Everybody was doing this in addition to all the other regular things that 

they did as part of their work so it never got done. But I think the--on the sort of 

diagnosis of what the problems were, there was in fact a remarkable degree of unanimity, 

as I recall.    

 

KAPUR:  I thought Randy [Randolph L. P.] Harris, he wrote a summary in a sense of 

that workshop, right? And if I sort of look at what he comes out with or what he thought 

was the consensus, and your initial note, the sense which you, which I thought which you 

seemed to have in your initial note, sort of somewhat ad hoc nature of actual practice, fact 

of limited if not negligible peer review, was in fact very much there also in Randy 

Harris’s notes, the fact that it is not systematic, whether by region or by sector. It is 

perhaps even more ad hoc when one looks at the social sector projects where even the 

methodology is somewhat, you know. And this sense of in practice how things are 

actually done and all sorts of—a myriad of forces which might sort of bring about, to 

bear, means that there is quite a gulf between the theory which the Bank says ought to be 

done and what is actually done. Is that a reasonable impression? 

 

MITRA:  Well, you've said a number of things. Now, let me try to react to some of that. 

There may be a gulf between theory and practice, and in some areas that's greater than 

others. The real question is, is that something we should be concerned about? The Bank 

has spent a lot of resources in essentially developing the theory to a point where it can be 

used by practitioners.  

 

I mean, in the early days there were the sort of what have become the classic manuals, the 

work by Little and [James A.] Mirrlees and the UNIDO guidelines [United Nations 

Industrial Development Organization Guide to Practical Project Appraisal]. And 

basically that was shaped into a set of operational guidelines through the work of many 

people like [Lyn] Squire and [Herman G.] van der Tak and Anandarup Roy and other 

people who were working at that time. It was well before my time in the Bank. And there 
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is a set of operational manual statements on “this is what you do,” et cetera, et cetera. So 

I think as far as development of the theory to a point where it can be applied, while you 

can always make improvements and refinements, it's a pretty respectable body of work 

and will stand the test of time.   

 

Now, what one found, however, was that in most sectors people take all kinds of 

shortcuts. What the manual tells you to do, this step followed by that step and followed 

by that step, is often not done. It is done in a very quick way, using shortcuts. Some of 

the shortcuts are in Squire and van der Tak, by the way, so, you know, it's a question of 

judgment as to when you come forward with the project how much time and resources 

should be used applying what the manual tells you to do.  

 

Because remember something. If (and this goes to the heart of how projects are 

identified) there was a--you may have seen a paper by Gerhardt Pohl and somebody 

which looked at the following question, it said: What is the gap between rates of return 

and appraisal? And they were taking a Bank-wide view, all regions, all sectors. You look 

at appraisal rates of return and then you look at the rates of return that are calculated in 

project completion reports.  

 

Now project completion reports, one should hasten to add, are not things that are done at 

the completion of the project. There is a specific cycle--after a few years the project may 

still be going on; indeed, I mean, typically it would be that the costs of the project have 

been incurred, but the benefits are still to come. But the PCR has to be filed at a particular 

time, and they recalculate the rates of return. And they found, not surprisingly perhaps, 

that the completion rates of return were lower than the appraisal rates of return. I don't 

have the numbers exactly in my head, but I think on average appraisal rates of return are 

like 21 percent, 22 percent, and completion rates of return about 16 percent.   

 

KAPUR:  At that time. 

 

MITRA:  That varies. Yeah, this was for looking at a whole slew of things from the ‘70s 

and first part of the ‘80s, and the 16 and 21 numbers that I'm giving you, if I remember 

them rightly, are the averages. And it was broken down by agriculture in Africa versus 

energy in Asia and all of that stuff.   

 

But then you ask yourself the question: If we are actually getting 16 percent rates of 

return on our projects, that's a very respectable rate of return. Of course, as I said, that's 

an average and [inaudible] vary within that. Does it matter? Should we be spending more 

resources doing economic analysis of projects as the manual tells us because that’s really 

a—I mean, ultimately (and this is something I tried to focus on in some of the 

memoranda I did at the time) we're all working within a very tight resource envelope. 

There are an incredible number of things that operations staff have to do, and if we were 

to spend more resources on doing economic analysis according to the standards laid 

down by the operations manual, that would not be additional resources. It would come at 

the expense of something else in this environment. It would come at the expense of things 

like project supervision or project identification or technical assistance to the borrowing 
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entity, with disbursement, with procurement, and all the other things that go with the 

project.   

 

And the real question, then, as to whether the improvements you would get on a portfolio 

that on average is earning 16 percent is worth the cost. That question remains 

unanswered, but I think it is really the central question if one wants to go out and 

persuade somebody that economic analyses should be taken more seriously. There are a 

lot of other things like disbursement, procurement which should also be taken very 

seriously, and I think one has to prove that the marginal product of additional—I mean, 

one has to essentially do a cost/benefit analysis of cost/benefit analysis to say that all the 

extra benefits justify the cost, and on that I think most of us have a genuinely open mind. 

We do not know. And one of the proposals that was made at that time, in one of the notes 

I wrote, was that maybe we should try for a sample of projects that were already gone, 

approved and gone, and say if we had done the economic analysis according to the 

standards of the manual, how much better would this have been, and therefore try to 

develop essentially a metric for judging the work, that would have been worth it. I think 

that's where the debate stands at the moment, as far as I know.   

 

WEBB:  You see, I should say what we're trying to do is not evaluate or make judgments 

but simply to understand how the Bank actually does it. I mean, how does it go about 

arriving at decisions? And there it's a bit difficult because everything is--the way this is 

talked about it’s as if the theory is applied. That's the way the Bank has always talked 

about itself until very recently, and now it's beginning to be looser and more relaxed 

about this. 

 

MITRA:  Where has it said that we apply this theory, as a matter of interest? 

 

WEBB:  Before two years ago? Well, for instance, I mean, one place where this is--EDI 

[Economic Development Institute] (I don’t know if you've spent some time in EDI) 

everything there, all the image that is projected, frankly, is this theory, the sort of the 

cost/benefit analysis. And I don't . . .  

 

KAPUR:  I guess—to sort of pick up on Richard’s point--things are often a matter of 

perception, and in terms that, whether one goes to--any grad school you do project 

analysis, sort of have the standard books and, you know--and there is, I think, a distinct 

impression in the outside world that the Bank believes that this is the way to do it and, 

you know, the institution thinks, you know, this is the way to do it, and we do it. There is 

a very strong perception of this outside, that the Bank is less prone to say that, “Fine, you 

know, that's how in theory it is done, but in practice it might be a different ballgame.”   

 

MITRA:  That one would say is a fairly distinct—if we take the two parts of that 

statement, the first part, which says the Bank believes this is the theory, this is how it 

should be done, that's correct. You talk to anybody here, they will tell you that's how it 

should be done.  
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The second part is: this is how we do it. And that is also--in a very broad sense, that’s 

true, every--with the exception of the social sectors, which you already mentioned, where 

there's no requirement to do a cost/benefit analysis because except in certain cases the 

benefits are very hard to quantify. So essentially it’s like a cost effectiveness analysis, 

that these are the objectives, and are we doing it in the least cost [inaudible]   

 

Every staff appraisal report has to have an annex on the economic analysis that has been 

done, so every project does economic analysis. The question that we were talking about a 

little earlier was: Is it being done to the standards of every single thing the manual says as 

those standards are written? And the answer is: No, it's not being done, and the situation 

varies from sector to sector, from region to region.   

 

So I think if you said, “Is the Bank following its operations manual to the letter for 

economic analysis of projects?” the answer is, “No.”  But is it sort of broadly committed 

to that approach? I think the answer is, “Yes.” And I think it comes back to this question 

of under what circumstances is it worthwhile doing it more carefully; in what 

circumstances is it worthwhile doing it less carefully. And I think the variation is really 

that. What you'll observe, you’ll observe a lot of project documents where you see that 

the economic appraisal is very cursory.  

 

Now, in answer to your question: Is the Bank doing the economic analysis as it tells the 

outside world it should be doing? And the answer to that is maybe it hasn't done it very 

much in this particular case, but that's because some shortcut methods suggest that the 

economic rate of return is 40 percent. There are a lot of Bank projects like that. Now, 

given that for a lot of cases the opportunity cost of capital is 10 percent, the judgment is 

then made it’s not worth refining this. You might refine it and bring it down to 35.9, but 

who cares?   

 

But that is not to say that all is well. I mean, as I said I think there is a question as to 

whether the Bank is doing what the outside world thinks it's doing more carefully 

because I said broadly it is doing that. But if more carefully would yield better returns, 

we just don't know the answer to that question. 

 

WEBB:  Is it normal to arrive at even crude estimates of rates of return for the, out of ten 

projects that might be thought about, the nine that are rejected? 

 

MITRA:  Every project has to have an economic rate of return. 

 

WEBB:  Every one that the Bank picks up, but, I mean, once the project is identified . . 

 

MITRA:  Yeah. 

 

KAPUR:  Or it’s more the—see, you’re raising here now the whole process of 

identification, right? And in a sense--I don't know if Richard has that view—in the sort of 

rough calculations of how you identify a project, does one have a sort of universal 

standard, sort of block calculations on nine, say, “Look, this tenth is what we might really 
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want to identify” and then do the work on the tenth, or really that universe is much 

smaller in the process of identification itself.  Would that be . . . 

 

WEBB:  Yeah. What I wonder really is what the economic rate of return or what this 

kind of calculation is being used for in practice.  

 

And I guess to the other kind of standard, the picture I have in my mind as to what goes 

on from beginning to end at the project level is that when one is in the field, one has a 

horizon of a very large number of possibilities that are, someone is talking about in a very 

loose way perhaps. Governments come up with long lists of things. Project officers tend 

to be people who, with an enormous amount of experience in certain areas and very 

quickly will just put aside an awful lot of what is considered garbage and will go for one 

or two things that are, that they, almost intuitively for them, fit into what might be a good 

project for the Bank. So there's a kind of--I would suspect--a lot of judgment going on 

that is not very explicit at all at the level, at this first level. And obviously at that level 

there’s no way one could incur the costs of actually calculating numbers for all these 

loose ideas, but even then, going a little further, there would be perhaps more than one or 

two interesting options, and some kind of decision has to be taken as to which of those 

more interesting options are chosen. At that level how is that done? Is--are numbers 

actually worked out? Do these calculations play an important role in the decision as to 

finally which project the Bank goes for? Or is all this . .   

 

 [End Tape 1, Side A] 

[Begin Tape 1, Side B]  

 

WEBB:  . . kind of propensity to or bias for or preference for some [inaudible] projects.  

You have projects that generate a series, a stream of children, and there is a kind of 

decision already taken in that sense before that this is a sensible thing to do. You lent to 

the agricultural bank, one, two, and probably it makes sense to think in terms of a third 

loan to the agricultural bank or to the railways or whatever. So there’s a kind of--and 

there are other things of that kind that must be sort of pushing the decision-making. And 

so I wonder sort of what role in all of that these calculations are, actually play.   

 

My—I don’t know, I would assume that for lot of or anything that involves heavy 

engineering the cost of any mildly respectable calculation of costs, what you were saying, 

the cost/benefit exercise, must be enormous, must involve hundreds of thousands of 

dollars, maybe even a million dollars to actually arrive at a really worthwhile estimate of 

the cost of a hundred million dollar dam. What would it cost to arrive at a good estimate 

of the cost with the degree, with margins of error sufficiently reduced so that you can 

dare to lay out a hundred million dollars? You obviously can't be doing that for the 

projects that you're rejecting. It sounds as if when you actually do that it's because you've 

already come to a very good idea of what you want to do, and then you lay out the money 

for this more sophisticated, sensitive calculation.   
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I don’t know. It's a very hazy statement that I'm making. It's a way of asking, of trying to 

ask the question, or--it's not that I really am asking you how it is done exactly, but I'm 

asking you for help, really, how we can go about finding out what happens in practice.  

 

I think it matters. I think it's a really interesting question how—I mean, if you remember 

across the Bank this is still a core or part of the Bank activity, and yet--and I think it 

would be really interesting to describe this to the Bank itself and for outsiders what is 

actually going on in this decision-making. Surely it’s terribly interesting and important, 

and we can't seem to find anything systematic on this. A sort of self-examination goes on.  

 

I read the task force, but it's all rather kind of--I guess the people who are involved know.  

The impression that this report gave was--Randy Harris's summary gives us is not that it 

is--the impression is that the basis for his statements, his summary statement, is rather 

impressionistic. Maybe that's not right. We'll be talking to Randy. We talked to him once.  

We'll be talking to him again. He is more interested in talking about personnel now; you 

know he moved into personnel and other things. And we'll talk to Joanne, I guess. But 

you've been dealing with this in the region now. 

 

MITRA:  Well, I have not worked in projects myself, so obviously you should talk to 

some of the project advisors in the different departments who are involved in the whole 

project cycle. That's important, but I think . .   

 

WEBB:  Could you suggest one?   

 

MITRA:  Let me think about that.   

 

But for example, yes, there is a less formal narrowing-down of alternatives. You take the 

case of, let's say, hydropower projects which are particularly really quite large and the 

question of where they should be sited, on which, whether they should be upstream or 

downstream or what would be the environmental consequences of putting them here 

rather than there, how much could it supply and so forth, requires very expensive 

technical feasibility studies, which is what you're saying. I think if you did try to do a 

cost/benefit analysis of all the, of four or six different options, it would be prohibitively 

expensive just to get the feasibility, technical feasibility and the data work done on the 

basis of which you would do the economic analysis. So in practice, then, they narrow it 

down to two or three alternatives, and then they do an economic analysis on those things 

and see how it stacks up vis-a-vis the other dimensions of the process and so on, the 

financial management of the project and different ways of doing things and so on. So the 

narrowing down of alternatives is indeed done in a less formal way. It has to be. There is 

no way in which . . .   

 

Now, it's true that it's not easy to know sometimes if you'd done an economic analysis 

more systematically at an earlier stage whether the results would have been very 

different. It's in the nature of an unknowable because all the data that you need to cost out 

the different alternatives are not available. But they have, you know, they have things like 

what has been tried in other countries. They know how much hydroelectric projects with 
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certain characteristics usually cost, and so they can apply some of the Bank's comparative 

experience to bring to bear without actually doing that analysis. So that's how, I mean, 

that’s how things are narrowed down. And then when they've been narrowed down 

sufficiently, they'll do an economic rate of return analysis on a few of the alternatives that 

are left to try to rank them in some fashion.   

 

Now, you could argue--and indeed people have argued--that the informal narrowing 

down that has been done has in fact restricted the universe to projects which broadly 

speaking are pretty acceptable, and then when you come in and do the economic rate of 

return you will find that it is indeed an acceptable project because the sort of horse sense 

or intuition or the years of accumulated experience or seeing this work in Latin America 

or in Africa, they sort of know what it is that's going to be okay. Of course they make 

mistakes. You find that you've made a very optimistic assumption about the pace at 

which the project will disburse, the pace at which the entity you are lending to will 

achieve some degree of financial viability and so on, and those are among the reasons 

why the completion rates of return tend to be lower than what people thought they would 

be at appraisal.   

 

Now, the other question: What role does it then play? I think you've narrowed the 

universe to a fairly acceptable set of projects, and then it's unlikely that the economic 

analysis would play a decisive role.  

 

Of course, the other thing to . .  

 

WEBB:  But it's more than purely formal or comforting, because one could see it as 

something in protocol, practically, that the Board [of Executive Directors] needs to be 

comforted when it decides to give the okay to a project. It needs to be, to think that 

there's a scientific calculation behind this, there's a good number there over certain limits. 

That was even most—I don’t know, cynical isn’t the right word, but let’s say it’s an 

understanding. People function like that. Institutions function like that. There's a lot of 

that kind of process that doesn’t--but what it would mean then is that the real decisions 

are being taken in different ways, but I would presume that it's not entirely like that, that 

it’s actually, that these calculations are actually sometimes making a difference.    

 

MITRA:  They are making a difference in terms that they would not choose the project 

with the lower return.    

 

WEBB:  Sometimes they do work out more than one? 

 

MITRA:  Yes, yes. That's what I'm saying, that there are two steps—I mean, this is 

obviously a stylized version--but when you've narrowed down the set of projects, you're 

doing it without doing a formal economic calculation. But if you were to ask the man to 

write down on a piece of paper the considerations that are leading him to reject certain 

things before he narrows it down to a universe, I'm pretty sure that the sorts of reasons he 

would give you would correspond to the language of the economic analysis of projects 

even though it's not been done. He would say, “Well, they've priced foreign exchange in 
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a ridiculous way, and this thing is very important, hence they'll never be able to finance 

this. Their exchange rate is going to break down or something.”  

 

But, of course, you could just say, “Well, you know, why don't you write down for me 

what the shadow price of foreign exchange is? We'd like to do it that way.” You’ll get the 

same answer. So for a person who knows what he's doing I think it's not really that 

important whether he's using the formal language of economic analysis or not, because 

he’s just been--most economists are trained in a particular way to think about the problem 

and you don't go writing down every formula there is in the manual. And then, of course, 

when he’s narrowed it down, then he can do some formal work and say, “Well, we think 

that these are the acceptable set of projects, but is it really true that the rate of return 

would be above 10 to 12 percent, which is usually the cutoff for most countries?” You 

see, let's say he finds it's eight percent or nine percent. That's where the problem arises 

because you say, “Well, it looks marginal. It's the best project there is in the universe that 

we've defined. It's looking marginal.”  

 

What role does economic analysis play? And it does play a role in the following sense: 

Either they go and say, “Look, this is an eight, nine percent project, but there are some 

other very important strategic reasons,” or, “It's essential for some other purpose that this 

project goes through.” And so forth. Or they’ll come back and say, “No, it's eight to nine 

percent. There aren’t other considerations that are important. We just have to abandon 

this.”   

 

In practice, of course, you make compromises because after all there is a history and a 

background of Bank/country relations. And the Bank is in many countries, as you well 

know, a very important player in terms of how much of the public investment program is 

financed. So those kinds of considerations would then be important in the decision-

making process. It wouldn't be solely driven by economic rates of return, nor should it be, 

given that we all recognize as economists that there is quite a lot of judgment and 

imprecision about the final numbers that one arrives at. And there are a whole lot of other 

consideration points.  

 

KAPUR:  There was one, I guess, a recent paper from OED which sort of had a different 

twist on rates of return, which was it looked at the rates of return and the real rates. And 

rather than looking at levels (it might have also), but one interesting finding was that the 

two were uncorrelated--this is looking at 600 agricultural projects. 

 

MITRA:  You mean if the original rate of return was higher than the appraised, then next 

one is also higher?   

 

KAPUR:  Right, I mean you would expect that even if there were optimistic projections 

or assumptions [inaudible] and so on and so forth, and so one saw a figure of average of 

22 percent, the reappraised was 16 percent, and as you rightly said, really so what. I 

mean, you still are getting decent, respectable figures. But the question on this one was 

that where you appraised high, you might get low in the actual TCR [transaction 
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conversion rate], and where you appraised somewhat lower, you actually see a higher 

figure. So the fact that the two were not correlated was--I don't know how you see that. 

 

WEBB:  This was just in ag? 

 

KAPUR:  Yeah, looking at—this is a paper done by two people at Duke. It has just been 

out a month or two back, looking at about 550 . .   

 

MITRA:  I don't follow this anymore, by the way, so whatever I am telling you is dated 

by about a year. That the ones that were appraised as high came out low?  

 

KAPUR:  Well, their basic thing was a statistical thing because the rates of return, 

appraised and reappraised, are uncorrelated.   

 

MITRA:   Are correlated?   

 

KAPUR:  Are uncorrelated. 

 

MITRA:  Are uncorrelated. 

 

WEBB:  Just in ag or in general?   

 

KAPUR:  This is in looking at 550 agriculture projects. 

 

MITRA:   And what conclusions if any do they draw from that?    

 

KAPUR:  I just leafed through it. Again, I guess I'm not sure they really draw 

conclusions as to, say, methodology of the . . .    

 

MITRA:  I would have been more surprised if you’d told me that there were correlations 

in that because that would imply that--without having seen the study, just hearing what 

you're telling me--that there were some systematic factors at work. I think the only 

systematic factor at work that I flagged in that note was that there is a degree of extensive 

optimism about things. I think that's a very human characteristic, to think that you can 

turn things around. You have some commitment, your colleagues have some 

commitment, and you think--now, we did suggest ways in which that optimism could be 

taken out, in the sense that use disbursement profiles which correspond to historical 

disbursement profiles for that country and that sector and those kinds of things.      

 

KAPUR:  That’s actually, incidentally, been going on since the ‘70s. The Board raised 

this with [Robert S.] McNamara, late ’70s, early ‘70s, mid-‘70s, beginning of ‘80s, ’85, 

and now you raised it. So it is sort of interesting that this issue or fact that the 

disbursement profiles which are there in the appraisal report and historical ones, the 

differences between them have been flagged for the last two decades.   
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WEBB:  Did you mean that people have been aware of that? Or that people have 

recommended using . . .  

 

KAPUR:  Well, they were aware of that, [both speaking at once] and they recommended 

this course of action, but for reasons which I have no idea why it has not been . . . 

 

MITRA:  Is it--let me ask that—I mean is it that people have raised it repeatedly and it is 

not being done, or is that over time it’s increasingly being done but that the perception 

lags the reality? [both speaking at once] I don't know the answer to that.     

 

KAPUR:  That's an interesting question . . 

 

MITRA:  That’s something that one could actually find out. 

 

KAPUR:  Yes, absolutely, because I know I have definitely seen this in the ‘70s Board 

papers, in the document of issues raised and the transcripts also, because often the sort 

of—the history, the interesting part is how new are these things, how new are the issues 

raised now or at any one period of time. And I know that has been done. I really have no 

idea as to what happened in consequence. That would be interesting to see. 

 

MITRA:  There is one observation I just wanted to make which arose from the last thing 

you were saying and that is I think increasingly we want our economic and sector work in 

the regions to develop a kind of strategic view for each of the major sectors that we're 

involved in. For example, what should the agriculture sector in this country look like in 

five, ten years' time, and therefore how should we be getting from here to there in terms 

of the structure of pricing policy, extension, research, provision of infrastructure, et 

cetera? Similarly for transport, similarly for energy, and, you know, all the rest of it. And 

you can say, “Look, you should develop a kind of strategic vision for your sector and that 

itself will define what are the lending operations that follow from that, what should 

underpin the implementation of the strategy once you outlined it.” And I think that some 

people, whether consciously or unconsciously, have this view about how they want the 

sector to develop and therefore use that to define in broad terms what the investment 

operations have to be, and that's not therefore consistent with what I'm saying to you 

before that since there is a strategic vision in some cases, that in some sense obviates the 

need for an economic analysis at an earlier stage.   

 

Now, I'm sure some academic economists would establish for you that development of a 

sound sectoral strategy is equivalent to doing cost/benefit analysis at an economy-wide 

level in an ideal world, and in some theoretical sense there may be no contradiction. But 

practically people are approaching it—that’s an alternative way in which people are being 

encouraged to approach this question, and therefore this causes some hand-wringing 

among people who are very committed to the economic analysis of projects in its pristine 

form. And this, often this debate comes up. I think one has to realize the sort of context in 

which the exercise is going on.   
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I don't think we've been altogether successful in developing sectoral strategy statements 

because they’re inherently very difficult to do. If I'm looking at the agriculture sector in 

Bangladesh and thinking to myself, “In ten years' time should this country be looking like 

the agricultural sector in Thailand?” It's not easy whether I should use Thailand as a 

comparator or should I be looking at Malaysia or should I be looking at some other 

country from a totally different context. That strategic vision is not easy to develop. But 

if I were a cost/benefit person I would say, “Ah, I don't know what the prime cost of 

shadow prices is going to be.” It's the same statement, really. So the fact that at an early 

stage we are not using cost/benefit analysis systematically may or may not be important, 

and I'm trying to respond to your suggestion of informally how is it that we narrow down 

the universe. This is one way in which it is sometimes done.   

 

WEBB:  The time pattern of market prices is more difficult than [inaudible]     

 

MITRA:  So it's just something that I think is very hard for anybody actually to write 

down and say, “This is what the Bank is doing.” In every sector, in every region, in every 

country, there’s some commonality and then there are some differences in how we do it. 

 

WEBB:  I have to confess that I find it very odd because this is an institution that is 

being so self-conscious about attaching numbers to not only to the objective reality point 

of view but to itself. It goes through an enormous process of attaching numbers to 

activities, to work hours, trying to break things down. I mean, my assumption would be 

that doing economic analysis of projects involves enormous costs, what you were talking 

about, so that the first thing that one would ask for or try to do is some kind of 

cost/benefit of cost/benefits or of any type of decision procedure. I guess that's really 

what's driving this inquisition! Or questioning. 

 

MITRA:  You're asking what's being done, and you're also asking what should be done. 

 

WEBB:  Well, I mean obviously I . .  

 

MITRA:  Or, in other words, saying, “Why is what's being done being done?” 

 

WEBB:  Yeah, yeah, I'd like to know what's being done and why. And then I think it's 

much more difficult to make a judgment on that, and I don't think that's really necessary 

for this project. The more interesting part, I think, is to lay out how it actually happens. 

 

MITRA:  You should talk to project people to find out examples of how they identify 

projects, what is the nature of the dialogue with the government and the ministry, what 

they would like done, what the Bank feels it can support, what the Bank is--and 

increasingly the Bank is not the only donor in the field. There are the regional 

development banks. What will they support? What will the big bilateral donors support? 

So there is all of that. And there you can get a sense when you talk to these people of how 

it is there to be identified.   
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And when you ask the question why do they do that, that's a product of—that’s, in a 

sense, it's like a market decision. There's the World Bank, there's the Asian Development 

Bank and the Inter-American Bank, the big donors, the U.S., maybe Europeans and the 

Japanese, and they're wondering what projects they could finance. Often in a country 

there may not be that many bankable projects in a particular sector. So to some extent 

they're in a competitive situation as well.   

 

You see, there is a tension. One is you could view the World Bank as being in a 

competitive situation vis-a-vis other donors and other sources of finance--I mean, there’s 

a huge private capital market out there--and this development institution which is to some 

extent supposed to be a lender of last resort. I mean, it’s supposed to be financing the 

marginal projects. That's according to all the theories. 

 

WEBB:  The Bank?  

 

MITRA:  Yeah. 

 

WEBB:  Is that the way it's seen? 

 

MITRA:  No, no, but if you say, “Well, what's the role of”--well, if you go back and say, 

“There are a whole lot of private sector sources of finance; why do you need a public 

sector source of finance?” And the argument must be that there is some sort of market 

failure out there which requires official creditors to come in and finance things. I mean, if 

we are financing something, let’s say, which has got a 40 percent rate of return, that is 

clearly an intra-marginal project. Should we be funding intra-marginal projects? 

Obviously, we are not purely a development institution, nor are we a commercial bank, 

and a lot of the tension, of course, arises because those two roles can lead you in different 

directions.   

 

So I think there is no easy answer to the question of why is it that we do business in a 

particular way. There’s all those considerations. 

 

Also, at another level it may not even make any sense to ask this question because after 

all there is the old fungibility argument. We think we are financing something which has 

got a 25 percent rate of return, but all that's doing is allowing the government to take our 

money and ultimately fund something which has got a 5 percent rate of return.   

 

WEBB:  What's your view on that argument? 

 

MITRA:  Well, I think that's a difficult argument. You see, in the low income countries, 

by which one would mean a lot of Sub-Saharan Africa and low-income Asia, the Bank 

has a very major say in the public investment of the country, both in terms of the 

proportion that it finances of that program and also because it typically is a catalytic 

institution which then triggers money from other donors. You know, we chair the 

consortium meetings for a lot of the low income countries. So there I think there is less 

danger of the fungibility argument because often also these countries need technical 
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assistance. We provide a lot of technical assistance on actually developing projects, and 

the economic analysis comes from . .    

 

[End Tape 1, Side B] 

[Begin Tape 2, Side A]  

 

MITRA:  . . government for national prestige, various things. And obviously the, you 

know, the example of pyramids is ridiculous, but it was chosen to . . . 

 

WEBB:  It makes the point. 

 

MITRA:  But something that is, that makes some sense, but there are better projects, but 

the government is very keen on it. And if the Bank, being a very major player, was seen 

to be supportive of that, it would trigger a broader set of policy changes, either in the 

macro level, sector level, whatever it is, that would subsequently, the benefits of which 

would subsequently offset the costs one was incurring of supporting this particular 

project rather than another one which had a higher rate of return.   

 

That is something that people would think about quite normally. What I don't know is 

whether one is seeing more of that as a result of the emphasis on policy-based lending, 

which is the question you were asking--or, I think, one of the questions you were asking. 

I just don't have the information to know whether that's on the increase or what’s going 

on.   

 

KAPUR:  Does a high profile project which it is also large, for example, the Jamuna 

Bridge in Bangladesh, how does an economist on the site . .  

 

WEBB:  How much is the project?   

 

MITRA:  What kind of—billion dollars?  

 

KAPUR:  Half. How (A) because the site is relative to say the public investment 

program, (B) sheer visibility, visibility perhaps in the government psyche or public sense, 

do sort of projects of this nature affect, are they sort of different in the way of normal 

projects in terms of . . .    

 

MITRA:  Okay, now when you write about this, don't write about Bangladesh. Let's talk 

about the process, using Bangladesh as an example because I don't think you were 

discussing specific country cases. But I think the way we would approach it is the 

following, okay?  

 

You see, the first point to recognize is that when you’re doing a public investment 

review, which is really a much broader thing than appraising particular projects, you first 

take the government's priorities as a point of departure. I mean, the government usually 

has a set of priorities and a set of projects which they think are going to be what they 

want to do as part of their development strategy. The Bank would come in and use that as 
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a point of departure, look at that first and say, “Is it mutually consistent? Here's the 

resource envelope, what they're going to get from their revenues, their pricing, and the 

foreign exchange, and these are the expenditures. Do they (A) match up, and secondly, if 

they don't match up--which is the case in many countries--then which are the ones that 

should be dropped from the program?” Because you rarely have that degree of 

knowledge that there may be some other projects out there which are not in the 

government's program which should be brought in because usually—I mean, barring 

governments which are totally incompetent and don't have any idea what they're doing 

(not to say there aren’t those), but I think in a lot of governments you find you go to 

sectoral ministries you can go down to the technical level usually and find people who 

know what the options are.  So the question is often pruning according to some realistic 

criterion of . . . 

 

Now, you go to a poor country and they tell you they want to build a bridge which costs 

half a billion dollars, and you say, “Okay, that is the government's priority.” Of course it 

has to be viable, and it has to have a reasonable economic rate of return. If its economic 

rate of return was very low, then we could not be part of that process. Other donors may 

or may not be.  

 

But the question, the real question is this:  If we think there are higher priority items in 

the government's program, whether it is in the social sector--in a poor country you’re 

talking about health, family planning, education, you're talking about certain things in the 

agricultural sector where the government should be involved in research, extension, flood 

control and things like that, and you say, “Look, this is our projection of your resource 

envelope. Does the bridge crowd out what seem to be higher priority activities for this 

particular country?” If the answer to that is it does not, or you say, “Yes, it would, but in 

that case you must drop some really low-priority projects out of the program.” And if the 

answer is yes, it’s macro-economically affordable in that sense, then I think that would be 

an argument where you say, “Okay, we can get the whole public investment program 

going, but for that you may have to be involved with some projects which the economic 

rate of return may not be 40 percent; they may be 11 or 12 percent or 15 percent, but 

that's okay.” You could find higher investment opportunities, but it is not crowding out 

what you see as more essential priorities. I think that's a perfectly acceptable way of 

doing business because it responds to the government's priorities, but it also ensures that 

things which you think are in some quote unquote “objective sense” more important are 

also getting done.   

 

But then that has to be supplemented by an economic analysis. You take the case of a 

bridge; you’ve mentioned the Jamuna Bridge. Yes, what are alternative ways of linking 

the country? That's where your economic analysis kicks in. You have some alternatives. 

You can improve ferries, you can do this and that, and you then talk about congestion, 

waiting times at the ferries versus the cost of the bridge and so on. You go through the 

usual stuff that the manuals tell us to do; you come up with an economic rate of return 

and is that (A) acceptable and (B) we have shown in the public expenditure work that it 

would not crowd out other things, then you would say, “Yes, we'll go ahead.” 
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Now, you know, as an outside observer you could come in and say, “Yes, but the Bank, 

really, you know, that really was like a bribe. You went and financed this thing, and what 

business have you financing this?” But [inaudible] we would not finance something that 

had a very low income rate of return.   

 

And the justification would then be yes, but you made sure that social sector agricultural 

programs were not crowded out, and you were continuously holding the government on a 

leash, saying if they were being crowded out you must either drop some other programs, 

or you must make more vigorous efforts at resource mobilization in the public sector so 

you can fund these things. So I think that that, you know, that goes much beyond your 

cost/benefit analysis. It's really getting a handle on the whole public expenditure program 

of the country. Ultimately I think most countries, the Bank's dialogue with most 

countries, is [inaudible], at least for countries where we really know something about 

what's going on. 

 

KAPUR:  Is this a more recent evolution in the Bank, the emphasis on public 

expenditure?   

 

MITRA:  No. 

 

KAPUR:  Or was it a really always there or sort of not emphasis but more sharp focus? 

 

MITRA:  Well, I think that public expenditure analysis is something that the Bank has 

traditionally done and has done for many, many years, so an analysis of what projects are 

in the public investment program, where it's going, where it should be going, is 

something that has been done for a long time. I think the kind of sort of lending, 

adjustment lending, sector lending, and so on, to an agreed public investment program 

may be something that is more recent because the danger, of course, is that if you provide 

balance of payments support to SALS [structural adjustment loans] and SECALs 

[sectoral adjustment loans] without an agreed public investment program, then the issue 

of fungibility will arise in a very acute form, not just that lower priority investments 

would be financed but also that investments may not be financed at all, that the 

government might use its own resources to finance public consumption to meet the 

various other needs. So I think that recognition is increasingly there. 

 

WEBB:  Which would make a little less [inaudible]  

 

MITRA:  Yes, anyway doing something less. It's also something that is going to be 

difficult because governments will then realize that they are really being held sort of to 

decisions that ultimately really matter rather than thinking about should I finance this 

agriculture project here or that energy project there, does this have 12.5 percent, that one 

is 23.9. This way of looking at things I think is going to be more important than that 

which is, you know, which is—I mean, I don't think it would be--different people have 

different views, but some people would view the so-called decline and fall of the 

economic analysis of projects as ultimately perhaps not being that important. If one can 
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get this other--this is a much bigger and much more important objective, in a sense, if one 

can get it done, then it may not matter.   

 

Incidentally, on that, I think the decline and fall--I use that word advisedly--it may also 

be a perception. I mean, it’s not clear--when you were in the Bank and so on--whether in 

fact we were doing these things far more systematically than we are doing them now.  

There is a perception that we were, but I think the perception is something that is not 

widely shared.  

 

KAPUR:  It might be more nostalgia.  

 

MITRA:  It--I don't know. Nostalgia is usually for good times. I don't know if everybody 

views the 1970s as necessarily a good time, but I think it's more that there was a lot more 

talk and a lot more writing, and the theory was in a state of ferment, and Little and 

Mirrlees had produced their manual, and it was being sort of made more operational. So 

there was a lot of talk. A lot of people were doing things. As to what extent that was 

actually affecting the economic analysis of projects and project identification and so forth 

I think is a different question. And indeed, if one looks at the evaluation of our projects, 

let’s say, the top one percent or sixteen percent, you know, what were we doing, it's not 

clear that we were doing it that much more tightly than we're doing it today. This is based 

on impression. It's not based on some comprehensive look. It's just by talking to people. 

 

WEBB:  The stakes are going up in the relationships with countries, aren't they? It will 

be interesting to see how that works out. The Bank is a bit more “all or nothing” now, a 

bit, because of fungibility and policy and indirect [inaudible] strategic. The Bank seems 

to be getting into a position where it’s asking for rather a lot, much more, and it has 

acquired the power to back it up, to leverage it, and with other donors . . .  

 

It's an interesting scenario.   

 

But I guess, I'm afraid we're crowding out your own priorities this morning. You've been 

extremely helpful to think out these things. 

  

MITRA:   What is the history—I mean, what is the format going to be? 

 

[End Tape 2, Side A] 

[End of interview] 

 

 

 

 


