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I. THE ROLE OF THE INTERNAilONAL MONETARY RJND
THE WORLD BANK IN THE DEVETOPMENT PROCESS

DEVELOPING COUNT'RIES

(IMD AND
OF THE

INTRODUCTION

The Intemational Monetary Fund (lMF) and the World Bank have had a long history of association

with the less developed counhies, particularly those in Africa and Latin America. Even then, they

remain the most misunderstood organisations in this part of the world. They are viewed by those who

are o<hemely critical of their approach to development as agenb of the westem counhies whose main

objective is to economically colonise the third world counhies.

The purpose of this article is to a<plain what these institutions are, their origin, and rvhat they stand for.

In other words, it sheds light on the role they play in the promoting development of member counhies,

particularly those in the third world.

THEIR ORIGIN, MEMBERSHIP AND PURPOSES

To resuscitate the western counhies' economies following the 1930s depression and the desbuction of

Europe during the Second World War, most counhies adopted resbictive acchange and hade prac-

tices and competitive currency devaluations. This beggar-thy-neighbour strategy did not seem to

produce the expected results. Consequenfly, and through the influence of some distinguished econo-

mist like the British economist John Maynard Keynes, it became increasingly clear that there was need

for them to coordinate their economic policy actions in order to effectively resolve the teething prob-

lems of the 1930s Great Depression and the devastation of Europe. In other words, they sought to

rcstore economic growth and employment creation without resorting to competitive currency manipu-

lation and reshictive er<change and hade practices. What they needed to spur intemational hade in

order to promote post war economic recovery was intemational trade which was considered benefi-

cialto all. So during a United Nations' conference held at Bretton Woods, New Hampshire, United

States in L9M to deliberate on this matter, the IME the World Bank, and the General Agreement on

Tiade and Tariffs (GAff), now the World Tiade Organisation (WTO), were conceived. These institu-

tions were subsequenfly established in 1945 and began operations in L947. Initially the membership

to these institutions was confined to the founders. With decolonisation, however, counkies of the

third world became members. The two have to-date 179 members.

The World Bank was mandated to assist its members mainly with financial resources to reconstuct

their infrash.qcture including energy provision, water, roads, and telecommunications. The IMF on ib

part was to ensure that member counhies maintained appropriate exchange and hade arrangemenb

that were conducive to the promotion of hade between the members as well as stable international
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monetary system. In other words, members were required to avoid manipulating the international

monetary system for balance of payments reasons or to gain undue advantage over other members.

The two institutions are each run by a Board of Governors which comprising finance ministers, and

governors of central banks as their alternates. The Boards of Governors, the senior decision-making

organs of these institutions meet once a year, delegating the authority for the day-to-day management

and supervision to Boards of Executive Directors based in Washington. The Managing Director of the

IMF and the World Bank President are the Chief Executive Officers and also Chairmen of the Execu-

tive Board of Directors of their respective institutions. The Managing Director of the IMF is hadition-

ally a European while the World Bank President is an American nominated by the President of the

U.S.A. and endorsed by the Executive Board of Directors.

SOURCES OF FI.JNDS

The IMF and the World Bank sources of funds include: Members' quotas and shares which are respec-

tively equal to members' subscription. Member's quota and share important as they determine its

voting power and the maximum amount of financial assistance it can get from these institutions.

Quota subscriptions are the main source of the resources for the IME Borrowed resources which the

Fund obtains mostly from resources of heasuries and cenhal banks. As for the Bank, this constifutes
the main source of its resources and are borrowed from the internationalmoney markets. The World
Bank is triple A rated in the money markets and therefore able to borrow at most competitive interest

rates.

FINANCIAT ASSISTANCE TO MEMBERS

The two institutions have established facilities through which they extend assistance to effectively cater

for their diverse membership. The World Bank provides its assistance which are of between 20 and 40
years through three windows. One is the International Bank for Reconstruction and Development
(I.B.R.D.) which provides long term loans to governments for development projects on commercial
terms. The International Development Association (lDA) a second window which provides assistance

on concessional terms but only to low income developing counhies. A substantial part of IDA lending
has lately been in form of Sectoral Adjustrnent Credits (SACs). The third window is the International
Finance Corporation (lFC) which specifically finances private sector projects either directly or through
equity participation. The IMF on its part lends to member counhies using various arrangements. The
financing facilities currently in place include:

Stand-by Arrangements (SBfu )

Extended Fund Facility (EFF)

Compensatory and Contingency Financing Facility (CCFF)

Buffer Stock Facility
Stnrctural Adjusfnent Facility (SAF)

En hanced Structural Adj ustrnent Facility ( ESAF)

Systemic Transformation Facility (STF)

In addition to direct financial support, these institutions play an important catalytic role. Given their
long familiarity with the countries' economics and shong analytical capacity, they are highly regarded
by the other donors. The majority of bilateral donors will not disburse their funds to countuies which
do not have in place an agreed economic programme with both the Fund and the Bank. Thus their
assessment of the economic and policy performance gives either green light or none for the flow of
financial resources from the other donors. Besides the financial support, the two institutions provide



technical haining and assistance to member counhies on various aspech of economic management.

In providing their assistance to governments, both the Fund the Bank negotiate the policies and

actions which would be implemented to secure release of their resources. This is what is usually

refened to as conditionalities. In negotiating with members on the appropriate policies to implement,

the Fund and the Bank have tended to involve mainly the Ministry of Finance, Cenhal Banks and a

few minishies. Other major institutions in the country are hardly involved. This has been the main

reason for the misunderstanding and suspicion about the mission of these institutions in the third

world.

The assistance of the Fund, which is rather short term, its longest term facility being only 10 years, is

intended to help countries to ease temporary burdens on balance of paymenb by providing them with

international liquidity. The World Bank has tended to focus more on development lending. However,

in the recent past their approaches to developing countries problems have increasingly converged with

more emphasis being put on the need to have the right economic policy environment and to address

the structural problems facing the poor members. It is for this reason that the Fund came up with the

EFE the SAF and the ESAF facilities while the World Bank has had in place sectoralprogrammes. In

Kenya these include such programmes as Agricultural Sector Credit (ASC), Indushial Sector Adjust-

ment Credit (ISAC), Financial Sector Adjusknent Credit (FSAC) and Education Sector Adjustnent

Credit (EDSAC) which go hand in hand with those of the Fund. The convergence of the approaches

of the Fund and the Bank have infact led to a growing body of opinion that the two institutions bhould

be merged in future to avoid duplication of effort and, rivalry and to cut down on administrative

expenses.

THE CONTROVERSY AROUND THE BRETTON WOOD INSTITUNONS

Given the purpose of these institutions and the assistance they render to members, one cannot avoid

to ask why they are often at the cenhe of controversies. One reason is that few instifutions other than

minishies of commerce and finance and cenhalbanks are involved in negotiations. The other reason

is that the social dimensions of the transitions not recognised earlier on by the two institutions. More

importanfly, most governments have accepted to adopt reforms only to obtain concessionary funding.

Thus when the pain of hansition hurt, they blamed the two institutions instead of explaining the hard

realities. This has made the economic reform process supported by the Bretton Woods Institutions

controversial and has, in some counhies led to riots.

THE FUTURE OF THE BRETTON WOODS INSTITUNONS

The Bretton Woods Institutions have played an important role in the development process of their

poor member counhies. They have provided substantial financial and technical support, and have

facilitated co-financing arrangements with other donors. The future of these institutions looks bright



as most members have come to appreciate that they have to harness their human and material re-

sources, and use them in the most efficient manner in order to benefit from the economic adjushnent

process. They have come to appreciate that it is only through the implementation of appropriate

shuctural adjustnent programmes that they can hope to effectively deal with the problems of poverty

and widespread unemployment. It is now acknowledged that no counky can ever develop on aid

alone. The two institutions, however, have to play a greater role in addressing the debt burden of ib

less developed member countries the bulk of which is owed them.

The image of the two institutions has improved, particularly in the 1990s with increased discussions on

the need for economic reforms. In many countries, negotiations have been widened to include other

government minishies and key players in the economy. Furthermore, governments are beginning to

own up to the responsibility for the success and failure of economic reforms. With better understand-

ing of these institutions and therefore the general reduction in the tendency to blame them for all the

pain of adjusknent, the friction between country authorities and the Bretton Woods Institutions has

reduced substantially. However, there is still need for the two institutions to improve their image in the

eyes of especially the generalpublic. They can do so by investing time, effort and resources to ercplain

through the media and in simple terms their role. They should clearly show that ultimately, counhies

are responsible for the success and failure of their economies and that no amount of external support

can invigorate a moribund economy whose private sector is shackled by state confuols and regula-

tions. The greatest conhibution the IMF and the World Bank can make is to assist govemmenb

change such a situation.
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2. RECENT ECONOMIC AND FINANCIAT DEVELOPMENTS

Domeslic lnflotion

hessure on domestic prices continued to ease with the month-on-month inflation decelerat-

ing to negative 3.7 per cent in April from negative 0.7 per cent in March. The 3-month

annualised inflation which had been upward since September L994 decelerated consider-

ably, to 5.1 per cent in April, from 15.6 per cent in March 1995 ( Table 1 and Chart 1). The

decline, facilitated by the continued tight stance on monetary and fiscal policies, was mainly

in food household equipment and foot wear.

Exchonge Rqte

The shilling which had been quite stable in the last three months due to the stable

macroeconomic conditions depreciated towards the end of April and early May due to an

apparent surge in the demand for foreign exchange. By 25th April 1995, the shilling was

trading at43.94 to the US dollar compared with shs 113.55 at end March 1995 (Table2 and

Chart 2). ltthen depreciated to shs 45.89 at the end of Apriland to shs 46.06 to the dollar on

3rd May 1995.

lnteresl Rotes

Interest rates continued to decline, though less rapidly than in recent months. The lending

rates of commercial banks for loans of maturities of 1, 2, 3 and over 3 years wete 24.4L,

24.55,24.36 and24.L5 per cent respectively in February 1995 compared with 25.35,25.56,

23.80 and 25.49 per cent in January. The average interest on overdrafb declined by 1.95

percentage poinb, fuom26.L9 per cent in January to 24.24 per cent in February. The yield

on the 90 day Treasury bill atso fell, from 18.09 per cent in January 1995 to 17.63,16.84 and

15.40 per cent in February March and April 1995, respectively. (Table 3 and Chart 3). Inter-

est on time deposits increased slightly in February 1995 while savings deposits declined 0.12

of a percentage point, to 12.05 per cent. Inter-bank rates which had risen from 10.50 per cent

in January to l2.M per cent in February declined to 10.23 per cent in March 1995.

Finonciol System Liquidity

The cash ratio of commercial bank, excluding for three formed by converting non banks, was

18.31 per cent in March 1995. This was 0.05 per cent below the previous month's but 0.31 of

a percentage point above the minimum requirement. The new banksl are to obserue the

mandatory cash ratio with effect from April 1, 1995. The average liquidity ratio for commer-

cial banks was 46.0 per cent in March 1995 was 23 percentage poinb lower than in January.

The total liquid assets of banks stood at shs 61.0 billion at the end of March. Tieasury bills and

balances at the CBK which accounted for 53.6 and 41.3 per cent, respectively. Export Bank



of Africa, which had persistenfly failed to meet the minimum liquidity and was subsequenfly
put under the management of the Central Bank was allowed to resume business in April
L995. Meanwhile, the management of Meridean Biao Bank of Kenya was taken over by the

Central Bank in March L995, due to non-compliance with liquidit5r requiremenb.

The liquidity ratio for nonbank financial institutions (NBFIs) averaged 49 per cent in March

1995 compared with 50 per cent in February. fictal liquid asseb of NBFIs stood at shs 26.6

billion, with Treasury bills accounting for 69.2 per cent of the total. (Table 4 and Charb 4A

and 4B).

Money qnd Gredit

Money Supply

The money supply increased by 22.9 per cent in the year to March 1995 compared with

24.50 per cent in the previous year. Quasi money and narrow money accounted lor79.9 and

ZO.L per cent of the increase supply during the year. The increase in money supply in the

year to March 1995 partly reflected the impact of four non bank financial institutions which

converted to banks (llables 5A, 58 and Charts 5A, and 5B). Their inclusion accounted for

76.2 per cent of the monetary expansion in the year to and March. Reserve money, compris-

ing currency in circulation and commercialbank deposib with the Central Bank, increased by
13.5 per cent in the year to March 1995 compared with 78.9 in the previous year. The

slowdown was both in currency oubide banks and commercialbanks deposib at the Cental
Bank. The latter reflected the lower cash ratio requirement of 18 per cent from September

1994 (Table 58 and Chart 5C).

Domestic Credit

Banking sector lending increased by 49.0 per cent in the year to March 1995, compared with
2.8 per cent decline in the previous year. Credit to all sectors increased (Table 5A and Chart

5A) . Credit to the private sector and other public entities rose by 35.3 and 35.2 per cent in the

year to March 1995 compared with a decline of.2.6 per cent and an increase of 18 per cent,

respectively, in the year to March 1994. The increase reflected lower lending rates and in-

creased loanable funds in banks following reduction by the cash ratio of.2 percentage poinb
to 18 per cent in September 1994. Credit to Government, net of ib deposib, increased by
81.9 per cent in the year to March 1995 compared with 22.0 per cent in the year to March

L994. Most of the increase was in Cenhal Bank overdraft. However, net credit to Govern-

ment increased by 1.7 per cent in March compared with a 0.3 per cent decline in February

1995.

Bolonce of Poymenls

The balance of payments was a surplus of US $ 22m in the year to March 1995 compared
with a surplus of US $ lZZm in the year to March 1994 (Table 6). The decline was in the

E



current account whose deterioration more than offtet the good performance in the capital

account. The worsening of the current account was due to faster growth in imporb, particu-

larly of manufacfured goods and oil. The capital account performed well due to programme

finance inflows of US dollar 81 million disbursed from the World Bank in the first quarter of
1995 in respect of Education Sector Adjushent Credit. As a result of this, total official re-

serves declined from US $ 665m in March 1994 to US $ gZ in March 1995. Export earnings

and the anticipated strong long term capital inflows are o<pected to lead to a surplus in the

balance of payment position in 1995.

Budgeto ry Devel opmenls

Budget Deficit

Government fiscal operations in the year to April 13, 1995 resulted in a cash deficit of shs

L0,920m. This was shs 2,321m higher than in the nine months to March L995, and signifi-

cantly lower than the shs 22,150m in the same period to April 1994 (Table 7 and 6A). 'The

smaller deficit was due to higher receipb of ordinary revenue and external granb.

Revenue qnd Gronls

Import and excise duties, income tax and non-tax revenue were shs 28,378m, shs 30,627m

and shs 7,476m or M.6,42.3 and 88.5 per cent, respectively, higher than in the correspond-

ing period in fu 1993/94. Revenue from value added tax, however, declinedby 2L.9 per cent

to shs 17,680m. The fall was partly attributed to problems in administration and collection.

Inflows of external granb were shs 11,168m compared with 7,591m to end April 1994.Total

government revenue and granb amounted to shs 100,552m in the period under review.

Expendilure qnd Net Lending

Total expenditure and net lending for the fiscal year upto April 13, is estimated at shs 11L,472m

or 7.5 per cent less than for the fiscal year to April 1994. It however remains close to the

1994195 fu target.

Finoncing

The Government borrowed shs 35,178m from the banking system and reduced ib indebted-

ness to both the non-bank and externalsources by shs 21,&36m and shs 2,424m, respectively

(Table 7 and Charts6B).

tTlrc nc btnks formcd by convcnion of non-btnks rre Crcdit B.nh formcrly Credif Finrncc; Kcnyr Finrncc Brnk, formcrly Kcayr Flnencc Corporedon;

Africrn Benking Corpontion, fomerly Consolidrtcd Fimncc; rnd Rclirmc Brn}' fomerly Lrkc Credil Finrnca
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