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Before We Begin

This book tells the story of the World Bank: an institution created to rebuild war-torn Europe that turned itself into the world’s largest development lender. Along the way it became a lightning rod for every argument about how poor countries get rich.

It is the third volume in a small series. The Provisional Truce told the story of GATT and the WTO. Cap in Hand told the story of the IMF. The World Bank is the IMF’s twin, born at the same conference in 1944 and christened at the same meeting in 1946. Readers of Cap in Hand have already met Keynes and his fairy tale. This book picks up the other twin, “Miss Bank”, and follows her life.

The two institutions are often confused, so here is the simplest way to tell them apart:


	The IMF is a crisis lender. It lends for short periods to countries running out of foreign currency, in exchange for policy changes.

	The World Bank is a development lender. It lends for long periods, often thirty years or more, to pay for roads, dams, schools, power plants and reforms, in order to make poor countries richer.



The question this book keeps asking is: can an outsider with money make a poor country rich, and what happens when it tries?

India is at the heart of this story in a way it is not for any other institution. It was the Bank’s largest borrower for most of its history. It was the reason the Bank created its soft-loan arm. It was the site of the Bank’s proudest successes and its most humiliating retreat. And in 2023 an Indian-born American became the Bank’s president.

A few notes:


	Money is in US dollars unless stated. “bn” means billion.

	The World Bank Group has five parts. This book is mostly about two: the IBRD, which lends to middle-income countries at near-market rates, and IDA, which lends to the poorest countries on very soft terms. Together they are usually called “the World Bank”.

	There are no equations. Each chapter ends with a short thread linking it to the next, and there is a glossary at the back.






Prologue: A Woman Signs for India

On 18 August 1949, two years after independence, India signed its first loan from the International Bank for Reconstruction and Development. It was for $34 million, at 4% interest over fifteen years, to rehabilitate the Indian railways. They had been run into the ground by war and then split by Partition.

The person who signed for India was Vijaya Lakshmi Pandit, Nehru’s sister and India’s ambassador in Washington. It was the Bank’s first loan to any Asian country. It was also the first Bank loan signed by a woman.

It was a modest beginning. A month later came a second loan, for $10 million, to buy tractors to clear land choked with kans grass and jungle. In 1950 a third followed, for a power station at Bokaro, part of the Damodar Valley scheme modelled on America’s Tennessee Valley Authority.

Railways, tractors, power. These were the things the Bank believed in, and so did India’s planners. Build the infrastructure, and growth would follow.

Seventy-four years later, on 2 June 2023, a man born in an army cantonment in Pune, educated at St. Stephen’s College in Delhi and IIM Ahmedabad, took office as President of the World Bank. Ajay Banga had become an American citizen in 2007 and had run Mastercard. He was nominated by the United States, as every World Bank president has been. But he was the first to have grown up in the country that had once been the Bank’s biggest client.

Between Mrs Pandit’s signature and Mr Banga’s arrival lies the whole story of this book: how the Bank learned, and often failed to learn, what actually makes a country develop.


The thread: India’s first loan came from an institution only three years old, and one that almost failed before it began. To understand why, we go back to Bretton Woods, and to the question of where a bank with no money gets its money.






Chapter 1. The Other Twin

At Bretton Woods in July 1944, almost all the drama was about the Fund. Keynes and Harry Dexter White fought over currencies, quotas and the bancor. The Bank was the afterthought.

Its full name tells you its first purpose: the International Bank for Reconstruction and Development. Reconstruction came first. Europe and Asia had been flattened by war. Factories, railways, ports and power stations needed rebuilding. Private investors, burned by the defaults of the 1930s, were not going to lend to war-ravaged governments on their own. The Bank was to fill the gap.

“Development” was added almost as a courtesy to the poorer countries at the conference. Many of the 44 delegations came from Latin America, and India was there too. They pressed for the Bank to serve not just Europe’s recovery but their own growth, and historians of the conference now credit them with keeping development on the agenda.

The Bank’s design was clever, and it is the key to everything that follows.

Member countries subscribed to the Bank’s capital in proportion to their economic weight. But only a small part of that capital was actually paid in: originally 20%, and later much less. The rest was callable capital: a promise by each government to pay in more if the Bank ever got into trouble and could not repay its own creditors.

Why does this matter? Because the Bank was never meant to lend mainly its own money. It was meant to borrow money from private investors by selling its own bonds, and then lend that money on to governments. The callable capital, especially the American share, was the guarantee behind those bonds. An investor buying a World Bank bond was, in effect, lending against the promise of the US Treasury and other rich governments.

This meant the Bank could raise large sums cheaply and lend them at rates much lower than poor countries could ever get on their own. It also meant that the Bank’s survival depended on the confidence of a group of people who had nothing to do with development: Wall Street bond investors.

The Bank, like the Fund, was given weighted voting. Votes followed capital, so the United States held the largest share, and the President of the Bank, by the same unwritten convention that gave the IMF a European head, would always be an American.

At Savannah in March 1946, Keynes gave the twins his blessings and warned against the curse of politics. The Bank opened for business on 25 June 1946. It had a president, offices in Washington, a staff of about seventy, and no loans at all.


The thread: The Bank’s first president lasted six months. The man who replaced him decided that the Bank’s first job was not to help the poor but to convince Wall Street that it was a sound investment.






Chapter 2. Selling the Bank to Wall Street

The Bank’s first president, Eugene Meyer, was a seventy-year-old banker and newspaper owner. He resigned abruptly in December 1946 after clashing with the board. A few weeks later the Bank’s vice-president died suddenly. The new institution was leaderless, had made no loans, and was being mocked in the press.

In February 1947 the board elected John J. McCloy, a New York lawyer who had been Assistant Secretary of War. McCloy set conditions. Management, not the board of government representatives, would run the Bank’s lending. And a Chase Bank executive named Eugene Black would be the American executive director. Both conditions were met.

McCloy moved fast. On 9 May 1947, six weeks after he arrived, the Bank approved its first loan: $250 million to the Crédit National, a semi-public French corporation, guaranteed by the French Republic. France had asked for $500 million. The loan ran for thirty years at 3¼% interest, plus a 1% commission. It paid for steel mills, locomotives, ships, barges, aircraft, coal and oil. Measured in today’s money, it remains one of the largest single loans the Bank has ever made.

Two months later, in July 1947, the Bank sold its first bonds on Wall Street: $250 million, and the issue was heavily oversubscribed. The model worked.

Then the Bank was overtaken by events. In June 1947 the American Secretary of State, George Marshall, announced what became the Marshall Plan: grants, not loans, on a scale the Bank could never match, to rebuild Europe. Reconstruction lending was suddenly someone else’s business. The Bank had to find another purpose.

It found it in the “D” of its name. In March 1948 the Bank signed its first development loan, to Chile, for hydroelectric power and agricultural development. India’s railway loan followed in 1949.

In 1949 McCloy left to become American High Commissioner in Germany, and Eugene Black became president. He ran the Bank for thirteen years and shaped its character more than anyone else. Black was a bond salesman by temperament. He toured financial centres, explaining to investors that the Bank was conservative, careful and safe. He insisted on lending only for specific, carefully appraised projects, such as a dam, a road, or a power plant, with engineers checking every detail. He would not lend to a country that had defaulted on its debts without making a real effort to settle. He wanted the Bank’s bonds to be among the safest in the world, and they became so.

This bred a culture that would last decades. The Bank was a project bank. It lent for things you could see and inspect. It hired engineers and economists who believed that development meant capital: build the physical assets, and growth would follow. It was cautious, technocratic and proud of its credit rating.

That caution created a problem. The countries that most needed money were often the ones least able to repay loans at near-market interest rates. And India, the biggest of them, was about to run out of money.


The thread: In 1958 India hit a foreign-exchange crisis in the middle of its ambitious Second Five-Year Plan. The Bank’s answer was to call a meeting, and that meeting changed how the world gave aid.






Chapter 3. Temples, Rivers and a Club for India

India’s first Five-Year Plan, in the early 1950s, was modest and mostly agricultural. The second, launched in 1956, was not. Shaped by the statistician P. C. Mahalanobis, it aimed to build heavy industry fast: steel, machinery, power, chemicals. Nehru called the great dams and plants the “temples of modern India”.

The World Bank helped pay for many of them. Through the 1950s it lent India foreign exchange for power plants and steel works, including the Tata Iron and Steel Company’s expansion. It also funded improvements to the ports of Calcutta and Madras and new aircraft for Air India.

But the Second Plan needed far more foreign exchange than India earned. By 1958 its reserves were collapsing. There were fears they would be wiped out by the end of the year, leaving half-built factories and power stations standing idle.

India asked the Bank for help, and Eugene Black did something new. India was a founding member and the Bank’s largest borrower, so he convened a meeting in Washington on 25–27 August 1958. The Bank was there, and so were the governments that lent to India: the United States, Britain, Canada, West Germany and Japan. They pledged emergency money, and they agreed to keep meeting. This became the Aid India Consortium, chaired by the Bank.

The consortium was an important innovation. For the first time, donors coordinated their aid to a country through a single forum, with the Bank assessing the country’s needs and policies. It gave India more money. It also gave the Bank, and the donors behind it, much more influence over India’s economic policy. That influence would be used, with painful results, a few years later.

Meanwhile the Bank was involved in something even more delicate. When British India was partitioned in 1947, the boundary cut across the Indus river system. The rivers’ sources lay in India; much of Pakistan’s farmland depended on their water. In 1948 India briefly cut off flows to Pakistani canals. A water war between the two new states was a real possibility.

The Bank offered its good offices in 1951. Negotiations dragged on for nine years. Finally, on 19 September 1960, in Karachi, Jawaharlal Nehru and Pakistan’s President Ayub Khan signed the Indus Waters Treaty. The Bank’s vice-president, Sir William Iliff, signed too, because the Bank was itself a party to some of the treaty’s provisions. The three eastern rivers went to India, the three western rivers mostly to Pakistan, and the Bank helped raise the money for the dams and canals needed to make the division work.

The treaty survived three wars. It was often cited as the most successful water-sharing agreement in the world. In April 2025, after a terrorist attack on tourists at Pahalgam in Kashmir, India announced it was holding the treaty “in abeyance”. The Bank’s most remarkable diplomatic achievement was suddenly in question, sixty-five years on.


The thread: The consortium showed that India needed far more foreign money than it could ever repay at the Bank’s normal rates. The obvious answer was a different kind of lending: cheap, very long-term, almost a gift. India had been asking for exactly that for years.






Chapter 4. The Soft Window

Through the 1950s, India and other poor countries made the same argument again and again. Loans at near-market interest rates, repayable in fifteen or twenty years, were fine for a power plant that would earn money. But a poor country needed schools, roads, irrigation and health services that would only pay off over generations, and only indirectly. If it borrowed for those on commercial terms, it would drown in debt.

They wanted a fund for “soft loans”. The Bank itself recalls that it was India that first proposed a special body of this kind. The rich countries, and the Bank’s bond-conscious management, were initially reluctant. Soft loans would not earn enough to repay bondholders, so they could not be financed by selling bonds. They would have to be paid for by rich governments, directly, out of their budgets.

Two things changed minds. First, the Cold War. The Soviet Union was offering aid to newly independent countries; the West needed an answer. Second, an American senator from Oklahoma, Mike Monroney, championed the idea of a soft-loan agency run by the World Bank, so that American aid could be channelled through a respected, apolitical institution.

On 24 September 1960 the International Development Association (IDA) was born, with initial funding of $912.7 million. Its “credits”, the polite word for its soft loans, were extraordinary by any normal standard: fifty-year terms, ten-year grace periods, and no interest at all, only a tiny service charge.

IDA was not a separate institution in practice. It used the same staff, the same buildings and the same project methods as the Bank. Only the money was different. Instead of borrowing on markets, IDA would be replenished every three years by donor governments, in long and often fraught negotiations. Those replenishments would become one of the main ways rich countries, especially the United States, exerted influence over the Bank.

India quickly became IDA’s largest customer. In its first fiscal year, IDA lent to four countries: Honduras, Sudan, Chile and India, which received a credit for its highways. By one scholarly estimate, India received between 40% and 50% of all IDA lending in the 1960s, 1970s and 1980s. IDA money went into irrigation, fertiliser, agricultural research and rural roads, much of it later linked to the Green Revolution that ended India’s dependence on imported grain.

The scale of India’s borrowing made it the Bank’s most important client. It also made India the place where the Bank’s ideas were tested most directly. In 1966 those ideas collided with Indian politics.


The thread: By the mid-1960s India depended on foreign aid coordinated by the Bank. The Bank decided to use that dependence to push India towards a different economic policy, starting with the value of the rupee.






Chapter 5. The Devaluation of 1966

By the mid-1960s India’s economy was in serious trouble. It had fought a war with China in 1962 and with Pakistan in 1965. Two successive droughts had wrecked harvests; India was importing grain under the American PL-480 food aid programme just to avoid famine. Inflation was rising. Exports had barely grown in a decade.

The World Bank thought it knew why. In 1964–65 it sent a large mission to India led by an American economist, Bernard Bell. The Bell mission concluded that India’s economy was being strangled by its own controls. The rupee was badly overvalued: at the official rate of 4.76 to the dollar, exports were uncompetitive and imports were artificially cheap, so they had to be rationed by a vast system of licences. The mission recommended devaluation, import liberalisation and more emphasis on agriculture.

The Bank’s president, George Woods, had already made the link explicit. In September 1964 he told India’s finance minister, T. T. Krishnamachari, that more aid would depend on devaluing the rupee. Krishnamachari was offended and refused. He was later eased out of office.

The pressure mounted. In June 1965 the United States suspended food aid shipments under PL-480 after the war with Pakistan, at the very moment India needed them most. The Aid India Consortium, guided by the Bank, made further aid conditional on reform. Prime Minister Lal Bahadur Shastri was said to be ready to devalue, but he died suddenly in January 1966.

His successor, Indira Gandhi, visited Washington in March 1966. President Lyndon Johnson and the Bank promised food and about $900 million in non-project aid if India devalued and liberalised imports. At 2 a.m. on 6 June 1966, after a surprise Cabinet meeting, the government devalued the rupee from 4.76 to 7.50 to the dollar: a cut of about 57% in the rupee’s dollar value. The timing was set so that the IMF’s board in Washington could approve the new rate a few hours later.

The reaction in India was ferocious. Left and right alike accused Mrs Gandhi of selling out to Washington. Then things got worse. The promised aid was held up in the US Congress and arrived late and in smaller amounts. A second severe drought hit in 1966. By the time the aid trickled in, prices had risen by about a third, wiping out much of the competitive advantage the devaluation was meant to create.

In the long run, the policy was not wrong. Indian export growth, barely 1% a year from the early 1950s to the mid-1960s, rose to about 14% a year from the late 1960s into the early 1980s. Many Indian economists today think the rupee had been badly overvalued.

But the political lesson India took away was the opposite one. Mrs Gandhi felt humiliated and betrayed. Within a few years she had swung sharply left: nationalising the banks in 1969, tightening controls on industry and trade, and building a foreign policy designed to reduce India’s dependence on the West. Devaluation became a dirty word in Indian politics for a generation. When India next devalued under external pressure, in 1991, the government did it in two quiet steps over three days.

For the Bank, 1966 showed the limits of leverage. You can use money to make a government sign a reform. You cannot use money to make a country believe in it. When the promised rewards fail to arrive, the reform’s reputation dies with them.


The thread: The Bank had tried to push India with money and failed. Before going further, it is worth stopping to understand what kind of institution the Bank actually is, and why its power over its borrowers was always both greater and smaller than it looked.






Chapter 6. How a Development Bank Works

We now have all the ingredients, so it is worth pausing to see the machine itself. This is the central idea of the book.

The money machine. The Bank’s IBRD arm borrows on world bond markets and lends to governments. Its bonds carry the highest possible credit rating, because behind the Bank’s modest paid-in capital stands a much larger pile of callable capital: rich governments’ promise to pay if the Bank ever got into trouble. That callable capital has never been called. The result is a kind of arbitrage. The Bank can borrow almost as cheaply as the US government and lend to India or Indonesia at rates far below what they could get on their own. The borrower gets cheap, long-term money; the Bank earns a small margin to cover its costs.

Two things keep the machine safe. First, borrowers almost always repay the Bank, even when they default on everyone else. Like the IMF, the Bank is treated as a preferred creditor. A government that stops paying the World Bank cuts itself off from the main source of long-term development finance, so even governments in deep trouble keep paying. Second, the Bank is careful about how much it lends relative to its capital. This is why it has always been more conservative than its critics, and many of its borrowers, would like.

IDA is different. It lends money given by rich governments, topped up by repayments and, since recent reforms, by its own bond issues. Every dollar a donor puts in now supports several dollars of lending. But IDA depends on politics in donor capitals every three years.

Why lend at all, rather than give? Partly because loans have to be repaid, so the money can be recycled. Partly because a loan from a bank with engineers and economists comes with appraisal: someone checks whether the dam will hold water and the road leads somewhere. Black’s insistence on careful project lending was not just about protecting bondholders. It was a theory of development: the money matters, but so does the discipline that comes with it.

Projects versus policies. For its first thirty years the Bank lent mostly for projects. Over time it realised that a perfect dam in a badly run economy may achieve little: the electricity may be sold below cost, or the irrigation water wasted. So it began to lend for policies too: money given to a government in exchange for reforms to taxes, trade, prices or the civil service. This is called policy-based or programme lending, and it is where the Bank comes closest to the IMF, and where most of its controversies lie.

The conditionality problem. Readers of Cap in Hand know the IMF’s version of this. The Bank’s version is subtler. When a government badly needs money, it will sign up to almost any reform. Whether it carries out the reform is another matter. Research inside and outside the Bank has found again and again that reforms imposed from outside rarely stick. Reforms a government genuinely wants usually succeed with or without the Bank. The Bank’s money matters most at the margin: helping reformers who are already trying, not converting governments that are not. India in 1966 and India in 1991 are the two halves of this lesson.

The approval culture. There is one more problem, which comes from inside the institution. Bank staff were for decades rewarded for getting loans approved, not for whether projects worked years later. A 1992 internal review, led by a vice-president named Willi Wapenhans, called this an “approval culture”. It is the institutional weakness behind most of the Bank’s failures in this book.

Readers of the game theory volume will recognise the shape of the problem. It is a principal–agent problem. The Bank (principal) wants a government (agent) to carry out reforms the Bank cannot directly observe or enforce. And inside the Bank, the institution (principal) wants staff (agents) to care about long-term results it rewards them only weakly for. Almost every story that follows is a version of one or both.


The thread: The Bank of the 1950s and 1960s lent for big projects and believed growth would trickle down. In 1968 a new president arrived who did not believe that, and who set out to turn the Bank into a machine for fighting poverty directly.






Chapter 7. McNamara’s War on Poverty

Robert McNamara arrived at the World Bank in April 1968 straight from the Pentagon. As Secretary of Defense under Kennedy and Johnson, he had run the Vietnam War, and by the end he had lost faith in it. He brought to the Bank the same qualities he had brought to the Pentagon: a passion for numbers, targets and systems, and enormous energy. He also brought, some thought, a need for redemption.

McNamara transformed the Bank’s scale. He set targets for lending and pushed staff to meet them. Lending grew several-fold over his thirteen years. He expanded the staff, opened offices around the world and pushed the Bank into new areas: agriculture, education, health, population control, water supply and urban slums.

His defining moment came on 24 September 1973 in Nairobi, at the Bank and Fund’s annual meetings, the first held in Africa. In a speech to nearly 3,000 delegates, McNamara described what he called “absolute poverty”: a condition of life so degraded by disease, illiteracy, malnutrition and squalor that it fell below any reasonable definition of human decency. He estimated that around 800 million people lived in it. Growth alone, he said, was not reaching them. The Bank would lend directly to raise the productivity of small farmers.

In the five years after the speech, Bank lending for development rose by more than 40%. Integrated rural development projects multiplied across Africa and Asia, combining roads, credit, seeds, fertiliser, extension advice and clinics in a single package.

India was central to this period. The Bank says it helped set the stage for the Green Revolution of the late 1960s: the spread of high-yielding wheat and rice varieties together with fertiliser and irrigation, a change that turned India from a country dependent on American food aid into one that could feed itself. Under McNamara the Bank poured money into Indian irrigation, agricultural extension, dairy and rural credit. Some of it worked spectacularly. Some of it, especially the more complicated integrated projects, foundered on weak local administration and corruption.

McNamara’s Bank was also a creature of its time. It believed in the state as the engine of development. It lent to governments to build state enterprises, state banks and state marketing boards. And it lent heavily, at a moment when private banks were also lending heavily to the same countries. By the late 1970s many developing countries had accumulated debts they could not service, and oil prices were about to double again.


The thread: McNamara left in 1981, just as the debt crisis broke. The Bank’s next big idea came from a very different place: the conviction that the problem was not too little state, but too much.






Chapter 8. Adjustment

On 25 March 1980, in the last full year of McNamara’s presidency, the Bank approved a new kind of loan. Turkey received $200 million, not for a dam or a road but in support of a programme of policy reforms to reduce inflation, increase exports and mobilise domestic resources. Bank staff debated what to call it. They settled on a Structural Adjustment Loan.

The idea had grown inside the Bank in the late 1970s, pushed by a senior vice-president named Ernest Stern. The second oil shock had pushed many developing countries into balance-of-payments trouble. They needed money fast. Projects took years to prepare. Lending for policy reform was quicker, and it let the Bank tackle what it increasingly saw as the real obstacle to growth: bad policies.

In 1981 the Bank published a report on Africa led by the economist Elliot Berg. It argued that African governments had smothered their economies with overvalued currencies, state marketing boards that paid farmers too little, loss-making state enterprises and heavy regulation. The cure was to get prices right, shrink the state and open up to trade. The Berg Report became the intellectual blueprint for a decade of structural adjustment.

The timing coincided with a political shift in the Bank’s biggest shareholders. Margaret Thatcher had been elected in Britain in 1979, Ronald Reagan in America in 1980. Both were deeply sceptical of state-led development and of aid itself. The Bank, which needed their governments’ support for its capital and for IDA, moved with them.

Through the 1980s, structural adjustment loans from the Bank, usually alongside IMF programmes, became the main way the two institutions dealt with the debt crisis. The typical package combined devaluation, cuts in subsidies and public spending, privatisation of state enterprises, trade liberalisation and deregulation.

In 1989 an economist named John Williamson listed ten policies he thought Washington’s institutions broadly agreed developing countries should follow: fiscal discipline, tax reform, market interest rates, competitive exchange rates, trade liberalisation, openness to foreign investment, privatisation, deregulation, secure property rights, and redirecting public spending towards health, education and infrastructure. He called it the Washington Consensus. He meant it as a description. It became, for critics, a symbol of one-size-fits-all policy imposed by rich-country technocrats on poor countries.

The results of adjustment were deeply contested. In parts of Latin America and Asia, reforms coincided with a return to growth. In much of Africa, the 1980s and early 1990s were a time of stagnation or decline. Defenders said that was because governments did not implement the reforms they signed. Critics said the reforms themselves, especially cuts to health and education spending and sudden trade opening, hurt the poor and destroyed nascent industries. Even the Bank’s own later reviews found that policy loans often bought promises rather than reforms: the conditionality problem of Chapter 6, on a continental scale.

India largely escaped the 1980s adjustment wave, because it avoided a debt crisis until 1991. When it came, India took a Bank structural adjustment loan alongside its IMF programme. But the reforms of 1991 were designed in New Delhi, and India took care to present them that way.


The thread: In the 1980s the Bank’s critics were mostly economists arguing about policy. By the end of the decade a different kind of critic had arrived: activists and villagers, fighting the Bank over the human cost of its projects. Their biggest battle was over a river in western India.






Chapter 9. The River

The Narmada flows west across central India for more than 1,300 kilometres to the Arabian Sea. Plans to dam it went back to the British. Nehru laid the foundation stone of the largest dam, the Sardar Sarovar in Gujarat, in 1961. It was to irrigate the parched lands of Gujarat and Rajasthan and bring drinking water to millions.

It would also flood the homes and fields of tens of thousands of families upstream, many of them Adivasi tribal communities with no formal title to the land they farmed.

In March 1985 the World Bank approved roughly $450 million in loans and credits for the project. The resettlement plans were thin. There was not enough land to give displaced families. Many were offered poor-quality plots, inadequate cash, or nothing.

A social worker named Medha Patkar began organising the affected villages. By 1989 a coalition of groups had formed the Narmada Bachao Andolan (Save the Narmada Movement). It opposed the dam altogether. Its campaign went global, linking Indian villagers with environmental and human-rights groups in Washington, London and Tokyo. Patkar went on a hunger strike of more than three weeks that nearly killed her.

Under unprecedented pressure, the Bank did something it had never done before. In 1991 its president, Barber Conable, commissioned an independent review, led by Bradford Morse, a former head of the UN Development Programme. The Morse report, published in June 1992, was devastating. It found that the Bank and the Indian authorities had both violated the Bank’s own policies on resettlement and the environment. It recommended that the Bank step back.

The Bank’s board did not step back immediately. In October 1992 it agreed to continue, on condition that India met a set of resettlement and environmental benchmarks by 31 March 1993. Activists took out full-page advertisements in the Financial Times, the Washington Post and the New York Times, signed by 250 groups from 37 countries, threatening to campaign against government funding for the Bank itself.

On 29 March 1993, two days before the deadline, India asked the Bank to cancel the remaining $181.5 million of its loan. It said it would finish the dam on its own. The Bank’s involvement was over. Construction continued, with long interruptions caused by legal challenges in India’s Supreme Court, and the dam was formally inaugurated by Prime Minister Narendra Modi in 2017. Resettlement disputes continue to this day.

The Narmada episode changed the Bank permanently. In September 1993 its board created the Inspection Panel, an independent body to which people harmed by Bank projects could complain directly. It was the first such accountability mechanism at any international financial institution, and it became a model for others. A year earlier, the Wapenhans review we met in Chapter 6 had described the “approval culture” that had allowed projects like Sardar Sarovar to go ahead with inadequate safeguards.

For India, Narmada left a complicated legacy. Supporters of the dam saw the Bank’s retreat as foreigners interfering in India’s development, swayed by a campaign of activists. Opponents saw a powerful lender finally held to its own rules. Both sides agreed on one thing: India would build the dam anyway.


The thread: By the mid-1990s the Bank was under attack from every direction: from the right for wasting money, from the left for hurting the poor, from environmentalists for its dams. A new president arrived determined to change its image, and he chose to talk about the one word the Bank had never been allowed to say.






Chapter 10. The C-Word

James Wolfensohn was an Australian-born investment banker, an accomplished amateur cellist and a man of large personality. He became president of the Bank in 1995 and ran it for ten years.

For half a century, Bank staff had avoided one word: corruption. The Bank’s charter forbade it from interfering in members’ politics. Corruption was considered political. So the Bank lent billions to governments everyone knew were stealing, and said nothing in public.

On 1 October 1996, in his speech to the annual meetings, Wolfensohn broke the taboo. He spoke of the “cancer of corruption” and said it was one of the greatest obstacles to development, falling hardest on the poor. From then on, governance and anti-corruption became central to the Bank’s work. It began debarring companies caught bribing on Bank projects and publishing their names.

Wolfensohn also took on debt. Many of the poorest countries, especially in Africa, owed more to the Bank, the IMF and Western governments than they could ever repay. Much of it had been lent in the McNamara and adjustment years. In 1996 the Bank and Fund launched the Heavily Indebted Poor Countries (HIPC) Initiative, the first scheme to write down debts owed to the multilateral institutions themselves. In 2005 it was extended into a fuller write-off. The Jubilee 2000 campaign, backed by churches, rock stars and economists, had made debt relief a mass cause, and Wolfensohn embraced it.

His successor was a very different figure. Paul Wolfowitz had been Deputy Secretary of Defense and a leading architect of the Iraq war. His appointment by President George W. Bush in 2005 alarmed many of the Bank’s staff and European shareholders. Wolfowitz made anti-corruption his signature cause.

Then it emerged that, on arriving, he had arranged a large pay rise and promotion for his partner, Shaha Riza, a Bank employee who had been moved to the State Department to avoid a conflict of interest. Her salary rose from about $130,000 to about $180,000. A special Bank committee found that he had broken the Bank’s rules. European governments demanded he go. On 17 May 2007 Wolfowitz announced his resignation, the first Bank president forced from office.

The anti-corruption president brought down by a favouritism scandal was an irony nobody missed. African newspapers were especially scathing. The episode also exposed something structural. The convention that the United States picks the Bank’s president meant the job sometimes went to people chosen for their standing in Washington rather than their fitness to run a development institution.


The thread: In the 2000s the Bank faced a new problem: it was no longer the only game in town. Emerging economies were building their own development banks. And India, its oldest big client, was growing out of the need for its cheapest money.






Chapter 11. Rivals and Rankings

At the end of its 2014 fiscal year, India graduated from IDA. Its income per head had risen above the threshold for the poorest countries’ soft loans. Fifty-four years after IDA was created largely with India in mind, India no longer qualified. It continued to borrow from the IBRD at near-market rates, and became a contributor to IDA rather than a recipient. (Graduation was phased: India continued to receive transitional IDA support for a few years, to the annoyance of some African commentators who argued the money was needed more elsewhere.)

At almost the same moment, the Bank’s monopoly on multilateral development lending was being challenged.

In 2014 the BRICS countries, Brazil, Russia, India, China and South Africa, agreed to create a New Development Bank, headquartered in Shanghai, with equal votes for the five founders. In January 2016 the China-led Asian Infrastructure Investment Bank (AIIB) opened in Beijing with 57 founding members. The United States and Japan stayed out. Britain, Germany, France and Italy joined, over American objections.

India’s position was revealing. Despite its rivalry with China, India joined the AIIB as a founding member and became its second-largest shareholder. It also became the AIIB’s largest single borrower, taking loans for the Bengaluru metro, rural roads in Gujarat and much else. India’s view was pragmatic: a well-run multilateral lender was useful whoever led it, and being inside gave India a voice.

The new banks were partly a protest. China’s share of votes at the World Bank, like its share at the IMF, was far smaller than its share of the world economy. Rather than wait for reform, China built its own institutions.

The same tension produced the Bank’s most embarrassing scandal of the decade. For years the Bank had published an annual ranking called Doing Business, scoring countries on how easy it was to start a firm, get a permit, register property, pay taxes and so on. Governments competed fiercely to climb it. India made the ranking a national target: it rose from 142nd place in the 2015 edition to 63rd in the 2020 edition, and ministers celebrated each step.

In 2020 the Bank found “data irregularities” in recent editions. An investigation by the law firm WilmerHale, published in September 2021, concluded that in 2017 senior Bank leaders had applied undue pressure on staff to raise China’s ranking in the 2018 report. This was at a time when the Bank was negotiating a capital increase in which China’s support was essential. The report said pressure came from the office of the then-president, Jim Yong Kim, and from the chief executive, Kristalina Georgieva, who had by then become head of the IMF. China’s rank was nudged up seven places to 78th. Other changes affected Saudi Arabia, the UAE and Azerbaijan. Georgieva rejected the findings strongly, and the IMF’s board kept her in office.

The Bank scrapped Doing Business entirely. A ranking that had shaped economic policy in dozens of countries, India very much included, turned out to be bendable when geopolitics required. It was hard to imagine a clearer example of Keynes’s bad fairy at work.


The thread: By 2023 the Bank was under pressure to change: to tackle climate change, to lend more, to answer the new rivals. The Biden administration chose a businessman to do it, and he happened to have been born in India.






Chapter 12. Banga’s Bank

Ajay Banga took office on 2 June 2023, nominated by the United States and elected unopposed by the Bank’s board. He was the first president of either Bretton Woods institution to have grown up in India, and the first Sikh. His background was not in development economics or government. He had spent his career at Nestlé, Citigroup and Mastercard.

He inherited an institution that its shareholders wanted to reshape. A process called the “Evolution Roadmap”, begun before he arrived, aimed to stretch the Bank’s balance sheet to lend more, and to put global problems such as climate change and pandemics alongside poverty at the heart of its mission. Banga pushed hard to make the Bank faster and simpler: shorter approval times, fewer targets, more use of guarantees and private capital.

In December 2024 the Bank secured a record $100bn replenishment for IDA. Donors pledged $23.7bn, which the Bank multiplied by borrowing on markets. It was a record, but African leaders had asked for at least $120bn, and the direct contributions from donors barely rose.

Then Washington changed. President Trump’s second administration took office in January 2025, deeply sceptical of foreign aid and hostile to climate policy. In April 2025 Treasury Secretary Scott Bessent accused the Bank and the IMF of “mission creep” and told them to return to basics. He also said the United States would stay in the institutions and use its influence to reshape them, rather than leave as some conservatives wanted.

Banga moved with the new mood, as Bank presidents always have. In June 2025 the Bank’s board lifted its long-standing ban on financing nuclear power, a policy dating from 2013, and Banga signed a cooperation agreement with the International Atomic Energy Agency. He spoke of an “all of the above” approach to energy, arguing that electricity demand in developing countries would more than double by 2035. The Bank also began discussing support for natural-gas production, which it had shunned.

The money followed the politics. President Biden had pledged $4bn to IDA’s 2024 replenishment. The Trump administration cut that to $3.2bn, and later budget documents suggested $3bn. In 2026 a House of Representatives bill proposed appropriating only about $500 million for the coming year, far below what the American pledge required. The United States was still the largest IDA donor. But the message to the Bank was clear: American support was conditional, and the conditions were set in Washington.

When the Bank and Fund met for their annual meetings in Bangkok in October 2026, the Bank faced a familiar set of problems in new forms: record debt burdens in poor countries, price shocks from war in the Middle East, and a large and growing gap between what poor countries needed and what rich countries were prepared to give.


The thread: Eighty years after Savannah, the Bank is run by a man born in India, lending to an India that no longer needs its cheapest money, under pressure from an America that founded it and now questions it. It is time to ask what the Bank has achieved.






Epilogue: Good Intentions

Go back to Washington, August 1949, and Vijaya Lakshmi Pandit signing for $34 million to repair India’s railways.

The Bank she dealt with was tiny, cautious and obsessed with its credit rating. Its theory of development was simple: lend for infrastructure and growth would follow. Seventy-five years later, it has lent more than a trillion dollars in total. It has been through every fashion in development thinking. Big projects, then poverty, then adjustment, then governance, then climate, and now, again, electricity and jobs. Each fashion was a reaction to the failures of the last.

Its record in India mirrors its record everywhere: real achievements and real mistakes. It helped build the power plants and steel mills of the 1950s. It brokered the Indus Waters Treaty, which kept the peace over water for sixty-five years. It funded much of the Green Revolution. It also pushed India into the bruising devaluation of 1966, poured money into Narmada with little care for the people in the dam’s path, and published business rankings that turned out to be for sale to geopolitics.

What the Bank learned, slowly, is the lesson of Chapter 6. Money from outside cannot make a country develop. It can help a country that is already determined to. India’s own story is the proof. Its fastest growth came after 1991, from reforms it chose for itself, at a time when the Bank’s money had become a small fraction of its investment. The Bank was useful to India most when India knew what it wanted.

Keynes hoped Miss Bank would be blessed with wisdom and objectivity, and spared the curse of politics. She was not spared. But the good intentions were real, and so, often, were the results. Mrs Pandit’s railways run today. So, in the end, does Sardar Sarovar, though the Bank was not there to finish it.

The Bank’s president today grew up in a country that the Bank once lent half its soft money to. That country now lends to the Bank’s rivals and contributes to its funds. If development means anything, it means that: the client who no longer needs you.




Glossary


	AIIB: Asian Infrastructure Investment Bank. The China-led development bank opened in 2016; India is its second-largest shareholder.

	Aid India Consortium: The group of donor governments, chaired by the World Bank from 1958, that coordinated aid to India.

	Approval culture: The internal incentive at the Bank to get loans approved rather than to make sure they work.

	Callable capital: The part of member governments’ subscriptions not paid in, but promised if the Bank ever needs it to repay its bondholders.

	Doing Business: The Bank’s annual ranking of business regulation, discontinued in 2021 after a data-manipulation scandal.

	HIPC Initiative: The debt-relief scheme for heavily indebted poor countries, launched in 1996.

	IBRD: International Bank for Reconstruction and Development. The original World Bank, lending to middle-income countries at near-market rates.

	IDA: International Development Association, created in 1960. The Bank’s arm for very cheap loans and grants to the poorest countries, funded by donor replenishments.

	Inspection Panel: The independent complaints body created in 1993 after the Narmada controversy.

	Policy-based lending: Loans given in support of reforms rather than for specific projects.

	Preferred creditor: The Bank’s status of being repaid ahead of most other lenders.

	Structural adjustment loan: A policy-based loan, first made in 1980, tied to economic reforms such as devaluation, privatisation and trade liberalisation.

	Washington Consensus: John Williamson’s 1989 list of ten market-oriented reforms. It later became shorthand for the Bank and Fund’s policy approach.






Further Reading


	Devesh Kapur, John P. Lewis and Richard Webb, The World Bank: Its First Half Century (1997). The monumental semi-official history, rich on India.

	Sebastian Mallaby, The World’s Banker (2004). A lively portrait of James Wolfensohn and the Bank’s struggles in the 1990s.

	Patrick Allan Sharma, Robert McNamara’s Other War: The World Bank and International Development (2017). The best account of the McNamara years.

	William Easterly, The Elusive Quest for Growth (2001). A former Bank economist’s sharp critique of aid and adjustment.

	Jamie Martin, The Meddlers: Sovereignty, Empire, and the Birth of Global Economic Governance (2022). How international lenders came to set conditions on borrowers.

	Shankar Acharya, India’s Economy: Some Issues and Answers (2003). A former Chief Economic Adviser’s essays, including on India’s dealings with the Bretton Woods institutions.

	Bradford Morse and Thomas Berger, Sardar Sarovar: Report of the Independent Review (1992). The report that changed the Bank.

	Robert Wade, “Muddy Waters: Inside the World Bank as It Struggled with the Narmada Projects”, Economic and Political Weekly (2011). A short, revealing insider history.




EPUB/media/cover.jpg
THE BANK
OF GOOD
INTENTIONS

A tale of the World Bank, from
rebuilding Europe to fighting poverty,
and India in the middle of it

From Bretton Woods to Banga

Written with Claude






