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- THE IMPACT OF. DEVELOPMENT ASSISTANCE

EXECUTIVE SUMMARY

Anne ©. Krueger end Ve:non-w. Ruttan

Thls survey covers the lessons that have been leareed about- effecttve:fifz'- 
‘f:a331stance to the developlng countrles in the three decades 51nee the
f'Marshall Plan. It does so by prov1d1ng a survey of the llterature on
developmental a351stence and 1ts effectlveness.

There are four maln parts et the servey. A fltst covers the ﬁaero~..?,
.economtc aspects of the 1mpact of developmental a551stance.on econeele
.growth 1nc1ud1ng the relatlonshlps between trade pollcy and development.,;s:_ije
fsecoﬁd seetlon covets the ﬁlcroeconomlc'aspeets of develepmeet.assistanee

ﬁ:In a thlrd Sectlon spec1al attentlon is glven to 1essons that neve emerged

from experlenee with agrlcultural and rural development. Flnallv- there'f;-{
:f are case studles of the ald experlence 1n flve countrles._f"'
The study 1ncludes the 1mpaet of multllaterel a551stanee bllateral

:5a531stance (prlmarlly by the U.S. ) and 3851stanee by prlvate foundatlons._f

The prlmary foeus of the studv is on ‘the 1mpact -of development asslstance on*'
economic growtn _ Much less attentlon isg’ glven to the 1mpaet of a551stenee

,en other develobment objectlves; And no attentlon is pald to forelgn

. pollcv obJectlves seeh as the effectiveness oL.3331stanee in ma1nta1n1ng

Colan frlendlyxgovernment in power.

'Mecroeeonomie Impact of Development Assistance

Concessional 3851stance has at most represented a net 1nfloW'equ1valent}_'

to. less than 2 percent of the developlng countries' GNP. It would be unreasonable.



to expect that development of this magnitude would have a dramatic impact

on living standards. Indeed, one of the major lessons of experience with

_the_development_process_is that the primary determinant of a country's

growth rate, and probably also of the economic return on many individual e

projects, is its own economic policies. Countries that have experienced

above-average rates of growth have generally managed their govermmental

budgets fairly well, have maintained realistic exchange rates, have avoided .'}::

“high and_uneveh rates of protection, and have-usuallj'let their labor "and.

- commodity markets function without undue restrictions. These_policieé-'_'

'aloné-do'not.gﬁarantee'high_rates.of growth. But sérious. departure from -

such policies for a sustained period of time has generélly-led to difﬁicuitiesﬁgk*

in the growth pracess.

The importanc.. of "good' policy raises seriocus questions about the

appropriate relationship between aid donors and recipient countries in .-

conducting "dialogue"” over policies. A closely related issue is whetﬁef'

"sroject”™ or "program" aid is more effective in furthering such-dialogue.

The issue of dialogue is extremely difficult. There are domestic pblitiéal-

pressures in both donor and recipient countries. When there 1s "too much"

influence it may generate longer-term reactions that are not conducive to

appropriate economic policies. Morzover, "withholding” of aid is politically-:”

difficult. And its use may also generate inappropriate reactiomns.

The literature is inconclusive on whether program or project aid is

the superior instrument. We conclude that a "blend" or the two, depending

on circumstances, is probably appropriate. Program aid can be an effective:

way to support countries that are attempting to change their pelicies,

particularly in countries that have substantial capacity to manage their




own development efforts. Project aid is most appropriate for physical
infrastructure development. But neither the traditioﬁal prograﬁ aid or
project aid approaches are fully effective in countries which have lirtle
:capacity.from program management. Nor have they been effective in prbviaing
support for long-term ine*itutiomal development. The deﬁelopment of inétitu4
' tiomal ‘capacity in areas such as health, education, research, én& ccmﬁugity
'developmént-ﬁave long gestation perieds. They are:intensive in theif démagds  _
on professional capacity. New methods of combining.the flexibility_of o
?rogram-support with the efﬁective technical assistance'énd sustained_fiﬁan*
cial support by donors and.national-governments must be sought in thésé.afegs}_:
We then turn to the issue of the effect of aid_on'domestié savings
and growth. We conclude, that the macrqéconomic evidencs on the impact ij
development assistance on savings and capital formaﬁioﬁ is not strong.
Noi is it possible to demonstrate a strong positive :alationship between
development assistance and growth. The wesk relationship betwezen development
assistance and savings znd investment is not unexpectéd in.ligﬁt of poor
countries' low savings rates and the relatively large contribution of aid
to total investment under those circumstances. In view of the fact that
development assisténce has generally not been large relative to domestic
capital fﬁrmation and that much development assistance has béen-strongly
weighted by political consideration it would have been surprising if a
strong relationship between development assistance and economic growth
-had been identified.
The final issue covered in our survey pertaining to macroeconomic
performance relates to the trade sector and to the links between trade
policies, assistance, and growth. Cne of the chief lessons that emerged

from the early aid experience with the developing countries in the late

1950's and early 1960's was that inappropriate trade and exchange rate




policies could sharply reduce the value and effectiveness of development

assistance.  Indeed, to some degree, assistance permitted countries to

perpetuate inefficient economic policies.

This lesson was vividly illustrated in the case of South Korea. The.

period of greatest assistance, in the 1950's, coincided with a policy regime:

characterized by a chaotic multiple exchange rate system, import licemsing,

and other controls. The result was relatively slow economic growth.

During that peériod assistance did contribute to investment in ‘physical

infrastructure, support investment in human capital, and encourage institu?
tidnal:innovation and policy reform. The relatively poor perfqrmance'of
the'Kofean economy in the 1950's, despite massive aid, was in large part a
result of inappropriate domestic economic policies. When those policies
were altered in the 1960's growth acceierated rapidly despiﬁe.diminiéhing

aid receipts.

‘Microecononic Lessons

A great deal of aid experience has been with individual projects
carried out at the sector level.
We start our survey of the microeconomic aspects by noting that the

develbpment and introduction of cost-benefit techniques in project planning

" may have been one of the most significant and important achievements of

.development assistance. In the 1950's the contribution of economic analysis

to project design and analysis in most developing countries was relatively
iimited. Evep when feasibility studies were undertaken, corrections were
seldom made for domestic price distortions resulting from tariff and
non—tariff barriers or from exchange controls. As a consequence, it became
apparent that more effective analytical techniques were needed to appro-

priately estimate the =conomic rate of return in the presence of distorted




graduates relative'to skllled workers and techn1c1ans, and those;lessons
;ave been*applled 1n'deve‘op1ng a831stance programs for’the educatlonal"

i sector .

}Ass;stance 1n'the area of populatlon and famlly plannlng dld not~emer

g anrlmportant program area untll the 1970 s.’ Our rev1ew suggests that

;famlly plannlng;programs._ Conv1nc1ng the elltes 1n rec1p1ent countrles.:

_of the urgency of Lhe populatlcn problem has been a magor factor QPEf$DB§

I A

jlng goverments to; undertake rthese programs.- A,secondary lesso

'strong governmental commltment is- essentlal for the success of famlly plan




Increaéing agricultural producticn has been a major objective of many
foreign assistance programs. Here, some lessons have had to be relearned,
and are © ill not always understood. Programs to provide subsidized credit
to farmers have rarely been successful in developing viable agricultural
credit institutiens. Yet they continue to be the focus of major development
assistance programs. Management of irrigation projects has likewise ofteﬁ
failed to take into account the agronomic and economic constraints_un&er
which individual farmers operate. Moreover, efforts to increase agricul-
tural production are often ineffective when prices received by farmers are
held below world prices - due either to exchange rate overvaluation or to

domestic programs to provide "cheap'" food to urban consumers.

Nonetheless, there have been very high rates of return to investments
in agriculture when programs have been effectively carried out. Agricultﬁral'g
research, when adapted te local conditions, has often had a very high

payoff. Investment in land and water development, when complemented by

technical change in crop production, has also at times been highly.produc~
tive. A major lesson that emerges from experience with aid-éssisted efforts -
to increase agricultural production is the complementarity between invest-
ment in land and water resource development, more productive agficultural
technology, the education of rural people, and appropriate. economic incen-
tives.

o We turn finally to the broader topic of rural development. Here,
experience is generally more recent and there are many lessons in the
p?ocess of being learned. Gemerally, satisfactory efforts at rural develop-
ment entail effective organization at the community level and links to the

central government. These are both difficult to achieve, and there seem

to be few hard and fast rules as to how to obtain them. Successful rural

development efforts, especially when they depart from narrower focus on




infrastructure and capital stock, require large inputs of human resources
from the donor agencies and from the local government. This is a major
reason why it has been relatively easy to achieve success at the level of
the individual pilot project but so difficult to follow that success

ﬁhen an attempt is made to implement rural development programs on a

national scale.

Country Case Studies

Finally, we turn to the experience of five countries—--India, ZXKorea,
Turkey, the Ivory Coast and Ghana——to explore in greater detail the inter-
action of development assistance and growth. South Korea represents one
of the most successful examples of rapid tramnsition from relative stagna-—
tion to rapid eccnomic growth since World War II. South Korea received
large flows of development assistance in the 1950's and 1960's. The lessons
that emerge from the South Korean experience focus on the role of.aid in
establishing the preconditions for rapid growth (especially in education,
land reform, and infrastructural development). An interesting question,
to which there is no definitive answer, is the extent to which the "poliey
-dialogue” of the American and Korean governments in the 1950's led to the
policy reforms which generated the remarkable transformation of the Korean
economy.

India represents a country in which there have beer major sectoral
successes. The attainment of rapid increases in output in foodgrains is
an example. But overall economic growth has remained relatively slow.
Assistance contributed substantially to infrastructure development and
capital formation in some sectors. But domestic economic policies have
held the growth of aggregate output - and of per capita income - below

the potential that India could achieve.
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Turkey is an example of a country which achieved rapid growth for a
period of vears despite inefficient exchange rate policies. But these
policies finally led to the serious retardation of economic growth. The
current reforms are still being put in place. It is too soonr to judge the ;  -?;
extent to which they will permit Turkey to achieve higher levels of output
and productivity.
The Ivory Coast and Ghana form an interesting contrast. The Ivory
Coast received technical assisiance and considerable project aid from the
French. It adopted relatively realistic economic policies with respecﬁ
to the exchange rate, protection, and the government budget. In Ghané,

the policies adopted were at the opposite end of the spectrum. The ocut-

come has been a reductioen in per capita income in the past decade.
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--1}l_ e Introduction

: Foreign aid as.an-instrument'through which a government afteﬁptS-to'::

strengthen.the economy of another country is a relatlvely new phenomenon;
'The Marshall Plan follow1ng the Second World War was the flrst such effortl.
That Plan, put together hastlly to revive the war—torn'economlea of Western"'
Eofooe,-succeedeo beyoﬁd the greatest hopesnof-its.initiators.~

By the mld 1950 S; it was.apparent that the: Westero European economles.ﬁ
had achleved such large galns that they would maintain rapld rates: of
:economlc growth through their own efforts. Foreign ald.was no longer needed.
However, by that tlme the development efforts of the newly-lndependent fo: -f_ -§_o
' countries of Asia and the M1dd1e Eaet were attractlng attentlon.' It beoamef:"
ev1dent that it was in Amerlcan fofelgn pollcy 1nterests to see.those develope'
lmen; efforte, as well as those in Latln America and subsequent,efforts ln_.-ff?
Affice, succeed. The.International_Cooperation Administration;fwhieh WeSi
the euocesso; agency to-earlier.Marshall Plan efforts, Wes éhéeged olth,
primary respoesibility for the administration of aeeietence_pfograme to: ’.'_l :E;'
deyeloping countries. .

It Was_recognized that initial coﬁditions in developing eountries.were-

far different from those in war-torn Europe. There the replacemené of

destroyed capital stock could permit resumption of entire plants and maﬁage—f




ment and workers experienced in those endeavors could resume their activities.

- The role of foreign assistance in the developmental effort of developing
countries was not well understood. It was natural for observers to regard
the Marshall Plan success as evidence of the productivity of assistance.

And it was easy to assume that the provision of resources would provide the

same sort of payoff that it had earliier in the context of developing countries.

Over the three decades of development assistance, much has been learned

dbout both the development process and about the effectiveness of alternative

foreign.assistance strategies. ‘Much of the increased knowledge about alter— -

native aid strategies is the direct result of better understanding of the

'“-; : process, which itself derives out of experience. Therefore, this report,
which is intended to survey.what has been learned about éffective economic
assistance, focuses upon what has been learned about.development as well

. . as uvpon the effectiveness of alternative instruments of assistance.

At the outset of this sﬁrvey, it should be noted that the evaluation is

”fo - carried out thrcoughout on the assumption that the cbjective of foreign

W assistance is to permit developing countries to achieve higher rates of
growth of per capita income than they otherwise would. Whether that achieve- -

ment requires a temporary period of foreign assistance to permit a country

to achieve "self-sustained growth', however defined, will be discussed
below. ikewise, the compatibility of the growth ovjective with income
distributional concerns is also a subject of discussion. But there are
alsc other objectives for foreign assistance - such as expanding the market
;_gks for expcrts, maintaining a friendly government in power, or increasing the
goodwill of a people toward the United States (Donald, 1983). Important as these

objectives may be, their consideration falls outside the scope of this survey

i
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(and in any event might more proparly be carried out by political

scientists).

e

In the remainder of this chapter, some prelimina;y issues are discussed.n
These include: a brief discussion of some of the limitatioﬁs Qf.availablé
techniques used to assess the effectiveness of aid (Séction 1.2); a brief
_ history of the evolution of thinking about the development process (Séction 
1.3); the political context of foreign assistance (Section 1.4); an assessmen;
of fofeign éid, relaﬁive to othexr available policy igstruments,.as.a_méans
bf fﬁrthering the econcomic develdpment of the less devéldped countries
(LDCs) (Section 1.5); and finaily,“aﬁ outline of the remainder_of,this.sfhdyﬂ.'

(Section 1.6).
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1.2 Assessing the Tmpact of Aid on Growth

In the remainder of this survey, the various tangiblie comnsequences
of foreign assistance are analyzed and evaluated. Those tangibles, such
as increased investment rates, high rates of return on projects, and
infrastructural developments, are obviously important and can make a signifi-
cant contribution to growth in developing countries. There is another set

of factors, however, that may flow from foreign aid, which are not readily

Oa

assessable. That set consists of the intangible that may accompany the

aid process.

Little needs to be said here about the tangible criteria that will be

used for evaluating aid and its effectiveness. This review will be guided-

by the perspective that, if development activity is to enhance the quality

of 1life in developing countries, it must be capable of generating the new

income streamsneeded to enhsrce the individual and social consumption that

contributes to the quality of life. We will attempt, therefore, to extract
from the literature what can be learned about the economiec impact of develop—
ment assistance and assess the factors that have contributed to success or
failure of development assistance effects measured primarily in economic
terms.

During the early 1970's there was increasing concern that devel op-
ment strategies previously pursued by LDC's and supported by donors may
have had a positive impact on overall growth but did not significant]y
improve the living standards of the "poor majority." These concerns were
manifested in arguments that the "trickle down" assumptions on which previous
assistance was predicated did not materiaiize. They also resulted in an

increased interest to evaluate the impact of development assistance on income

distribution in general and on the employment and income of the poor. Later
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in 1970°s these distributional concerns were widened to include a broader
set of considerations about the effectiveness of development assistance in
meeting the "basic needs” of the poor in developing countries. This led to
greater emphasis on improvement in social indicators rather than on contribu-
tion to economic growth. Social science impact evaluation methodologies
tended to replace cost-benefit and rate-of-return calculations in evalua;ions
'6f the effectiveness of development assistance {International Labor 0ffice,
1977; and James Grant, 1978).

Thé_evolution of development thinking about basic needs objectives
and how to attain them has Lo some extent reintroduced concerns about aid’$
effects on growth. This is because it became clear that in manv cases
especially in poor countries where the bulk of the world's poor live,
improvements in the ability to satisfy basic needs can only occur in the
coﬁtext of additional production. But concerns about income distribution
.and basic needs linger on in the sense that evaluation of aid's effect on
growth has to take into account the pattern of growth that sid supports.

The remainder of this survey focuses on what we have learned about
aié¢ and its effectiveness in promoting growth in general and various patte;né
of growth in particular. To a certain extent this effect can be quantified |
and measured. However, aid giving affects development through a variety of
ways which are rather difficult to guantify but which would be of considerable
impértance. It thus seems appropriate to devote a brief section to the con-
sideration of such effects.

Inevitably, in the process of extending foreign assistance, ald officials
and their foreign counterparts as well as multilateral organizations interact;
Not only that, but American (and other 0.E.C.D. countries’) administrative

requirements impose certain procedures upon aid administration. Through

this process alone, it seems Incontrovertible that learning and change go on.




.While some'coptacts may lead to undesirable side effects, it seems likely
that, by énd largé, the effects of the interaction yield positive, if
unmeasgfabie 1ntang1ble benefits in the development process.

Séveral klnds of benefits can be identified, if not measured. For
example much foreign a351stance consists of the provision of foLelgn exchange
to sSupport partlcular investment projects in the recipient country. -PrOcht
preparation entails feasibility studies, prcject planning (both for the

 engineefing and activity aspects of the project and for budgetary:purpéses);'
and fhe vefy'fgct_that project planning has been required has undoubtedly
influeﬁced govermmental procedures in develOPing.countrieS,.(Chapter 5).

Inéofar as ap?ropriate project evaiuation techniques permit governments in?
developing countries.to utilize'thgir scarce resouirces for'infraéfructural'
investments better than they otherwise would {and Dreveﬁt a few large mlstakes),
fhe.transmlss;on of more effectlve evaluation technlcues may . 1tse1f have
constituted a major contribution of fore1gn assistance to development efforts

in recipient countries. |

In addition to techniques of project planning and implementation, the
carrying out of foreign-financed projects and the techniéal aéSistance thaﬁ'
goeé with it, may have learning effects that go well beyond fhe indiVidﬁal"
projects (whose immediate consequences can be assessed). Workers, foremen,
and managers may learn new techniques or forms of organization that can -
later be employved on other projects, thus yielding.a higher return on those
projects than would otherwise be achieved. Those lessons may be transmitted

widely throughout a particular sector (such as agriculture, health, road-
building or dam construction) and thus have ramifications far bevond those

estimated in evaluation of individual projects.




Theré:are also several important assistance vprograms that aim at
_improving the ;echnology utilized in development which are nof tied to any
' specific capital project. Prominent among these are the programs of agricul-
ture research suppo:ted by CGIAR. These and other projects of technology

transfer tend to increase output by raising total factor productivity; rathef:
~ than by providing additions to ﬁhysical capital. B

Another aid intervention whose effect is primarily'iﬁ réising_pfoduc?'
.tivity is training. Thousands of training programs have been conducted
'ﬁnder the.auspiceé of foreign assistance. These havé.included tﬁe finaﬁciﬁg.:

of forzign students' g?aduéte study in the United S#ates (and in other. |
developed countries when the-ddnor has been another'éountry), technical
training program under which foreign technicians have béen-eﬁabled to
participate in American induéﬁries' training and bthe: activities, and, of _.
course, technical training and assistance of é variety of forms in thé
developing countries themselves. There are unfortunately no-effective
technigues that can be used in evaluating the impact of economic assistance
programs in raising factor productivity. Although we made an‘effort'to
evaluate what is known about these programs and their effectiveness in
covering many individual topics below, the reader should nonetheless be.
alert to the fact that, by focusing upon what we can evaluate‘aBOut foreign
assistance, we may be negiecting some very important contributions.

One last aspect of intangibility of the effectivendss of foreign assis-
tance should be mentioned. That has to do with the impéct that foreign aid
has had upon policies in recipient countries (Faaland, 1980). We shall,
throughout this report, stress the lessop that recipient countriés’ domestic
econiomic policies are a very important determinant of the productivity of aid
dollars. What we camot do is to evaluate the extent to which foreign assis-

tance programs have influenced recipients’ policies. Chapter 3 covers the




difficult questions that arise with respect to donor efforts to influence
domestic policies. Nonetheless, as will be noted in the discussion in two
of the case studies of Volume II (Korea and Turkey), it seems apparent that.
the process of aid led to a dialogue which was an important contributor to
the policy' changes which in fact occurred. It séems clear that, in the
Korean case at least, the spectacular success that countfy realized in its
_development-efforﬁs after 1960 was due in large part to the economic policy
rgforms undertaken between 1958 and 1964, Those reforms, in.tﬁrn, were
carried out-after years in which American officials had been discussing
economic policy questions with mémbgrs of. the Korean government. While it
is Impossible even to guess at the relative importance 6§ American aid as

a factor leading to the Korean reforms, it seems cleéf that thare was én
influence. That intangible; in turn, came about even Ehough the "aid

dialogue" between Korea and America did not center upon those issues.

It can, of course, be argued that the intangible of iqfluence may go
the other way. In some instances, donor efforts to affect economic poiicies
may have been misguided; there were probably also instances in which appropri-
ate advice may have been rejected simply because it was (perhaps elumsily)
advocated by aid donors. WNonetheless, it is probably no accident that most
f? ‘of the "success stories” of the development world — Korea, Taiwan, Brazil

in the late 1960's and early 1970's, Hong Kong and Singapere - were either

~large recipients of foreign assistance or had policies heavily influenced by

mother—country ties, (Rrusger, 10982).




1.3 ' 'Development Assistance and Development Thought

There has been ar important and interesting interaction between
development thought and the focus of development assiétance efforts since
?id.efforts turned to developing countries. Partly because of the succe$55
of the'Marshail Plan, earlier alluded to, development thought in the 1950's l 
.wasldominated by a view that capital accumulétion_represéﬁted tﬁe.major
'prerequiéite for.dévéiopment. This perspective was-reflected in the neo-
Keynesian growth models ot the Harrod- Domar—Mahalanobls type; in the "big
.push" perspective of Paul Rosenstein-Rodan and Harvey Leibemstein and in the
growth stage approach of Walter ‘W. Rostow (Hagen, 1980 84-91}. The emphasis.
in development agssistance programs of the 1650"s and 1960's on capltal transfern
and on providing resources (aid) for infrastructure and industrial prdjects'
were consisternt with these perspectives.

Development thought iﬁ the 1960’s.shifted in two directions. First,
tﬁe availability of foreign exchange was identified as a potentially iimit-—
ing restraint of growth for a number of reascns: {a) Prospects for traditional.”'
developing country "exports appeared not to be good and defeloﬁing countfiesf
were perceived as having a limited capacity to affect export earnings in
the short-medium term, either in primary COmmodities or manufacturers§
(b) Import reguirements appeared to increase along with acceleration of
domestic capital formation and industrialization and there was limited
domestic capability to substitute for such imports.

These considerations led to the elaboration of the two-gap models
(Chenery and Strout) which have held considerable sway in developing thinking

for some time. These models can be seen as extensions of the Rarrod-DNomar
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cépital accumulation models to include another scarce factor ~ foreign exchange.
Tﬁeir impact on devglopment assistance thinking was to provide a logical under-
:-pinning for the extension of program type lending. Such lending was supposed
to fill foreign exchange gaps projected in developing country plans under
“alternative assumptions about growth rates and foreign exchange availability.
Récent experience has shown that the foreign trade sector is much more
responsive to changes in the real exchange rate and other incentives than
‘was assumed in the two gap model. Its role in development thought has
become ﬁore prominent than a decade ago.

| The other focus of the 1960's was sectoral development. This focus
was influenced by the emergence of the Lewis, kanis and Fei, and Jorgenson
dual economy literature (Hayvami and Ruttan; 1081: 17-24). The ini#ial
emphasis on ag;iculturalwindustrial duaiism was followed by an emphasis on
bimodal patterns of agricultural development (Johnston), urban or modern
sector dualism (Todaro), and import competing versus export oriented growth
accompanied by attempts to develop multi-sector planning models to replace
the earlier Harrod-Domar and two-gap models. Some were of almost baroque
complexity and were rarely empirically implementable (Goreux and Manne, 1973:
Taylor, 1979). The sectoral focus in development thinking had its counterpart
in the initiation of sector lending especially on agriculture by AID in the

late 1960's.

As sectoral development processes began to be better understood, the

importance of investment in human resource development and of policies to
induce technical change td overcome the constraints imposed by resource endow-
ments began to be appreciated. The theory of "human capital” was elaborated
while policies to encourage human rescurce development and to encourage
appropriate technical changes began to rank higher in the priority pronounce-

ments and project portfolios of development assistance agencies.

: 4
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“During the 1970's, development thought turned more toward attempts to
understand the microeconomic behavior of the individual sectors in the

development process, and away from the more macroeconomic concerns of

‘earlier decades. In part, this was because those macro concerns had become

hetter understood and in part 1t was because failure to apprediate the
‘motivation of individual agents in developing countries had frustrated
many development projects. Thus, the econdmics of the househoid, the

economics of bureauncratic hehavior, and the eccnomics of technical and

instituntional change were focal points for analvtical work and empirical

.analysis (Schultz, 1964; Hayami and Ruttan, 1971). Secondly, development

thinking turned more towards concerns abcut income distribution, while the

issues of capital accumulation and the foreign exchange constraint were down-

‘played (Chenery, 1974; Ayres, 1983). There were severzl reasons for this:

(1) Far more possibilities of substitution between capital and labor appeared
to exist so that gains in output and income could be derived through the
nroduction of less capital-intensive commodities and the adoption of labor-

intensive techniques, if proper pricing of capital, lzbor and other inputs

was adopted; (2) The process of development which emphasized capital

accunulation was perceived to result in unequal distribution.of the bénefits
£rom development. This was viewed as a by-product of the emphasis on capital-
intensive techniques, the emphasis in expanding production of sectors which
did not provide for a large expansion of emplovment, and the relative
neglect of sectors such as agriculture where labor-intensive techniques
could involve large masses of people in productive activities.

The declining importance of foreign exchange can be attributed to another
set of factors of which perhaps the most important was the realization that
developing countries were facing significant foreign exchange problems in

good part because they were pursuing inappropriate foreign exchange and




trade policies. Evidence accumulated over the period of the late 1960's
showed that countries which pursued reasonable foreign exchange and trade
policies did fairly well in international trade and did not face significant
balance of payments difficulties.

Paralleling the new directions in thought, the new progfam thrusts in
development assistance reflected many of these concerns. AID's "New
Direction” legislation in 1971-72, laid the ground for placing more emphasis
on employment and income distributionm considerations in development assistance.

This was paralleled by similar developments in the World Bank a few vears

later (McNamara, 1973).

Later on in the decade concerns about employment and income'distribu—'
tion were broadened to encompass concerns abouﬁ the extent to which_the
growth process addressed the basic needs of the poor. In a way this harks
back to the "living standards" movement of the 1930's.

AID program designers and analysts became increasingly concerned about
(a) identifying specific target groups among the poor in aid recipient
countries, and (b) designing programs that would have a direct impact on
these groups. Policy concerns placed greater emphasis on social reforms
that would permit the poor to gain greater equalitv of opportunity amnd
improved access to govermment services.

In the early 1980's, development thought and development assistance
practices are once again changing., It is increasingly recognized that the
success of individual developmental efforts is as much a function of rhe
overall set of economic policies which induce individual decisions as it is
.

of the "sound design” of individual projncts. Progress in understanding

economic agents'

behavior in the household, in allocating land across
competing crops, and in other arenas of economic activity, has pointed to

the importance of understanding the incentives with which they are confronted.
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It is now increasingly appreciated that develcpment assistance can create

a "eritical margin' of additional resources when the policies and signals
generated within a country are broadly "right". Under those circumstances,
the resource transfers which were the focus of the 1950's, the sectoral
issues and the human resocurces emphasis of the 1960's, and the mi;roeconomic
concerns of the 1970's all are seen as interactive parts of a very complex
development process. Perhaps one of the most important of the emerging
issues in the 1980's is the role to be played by the govermment sector in
promoting development. Questions arise as to appropriate institutional
arrangements for public activities (such as education and agricultural
research and extension), provision of appropriate incentives for the private
sector, political constraints on private decision making, and effective
incentives for performance in public agencies.

Even now, attempts to evaluate the impacts of development assistance
are limited by our understanding of the development process. These limitations
are reflected in the ad hoc character of attempts to evaluate the effective—
ness of development assistance efforts, as well as in our inability to
evaluate the intangible factors cited above. Nonetheless, understanding of
the development process has increased. As it has increased, the effective-~
ness of aid efforts has increased. There can be little doubt that donor

agencies (and officials in recipient governments) have a greater understanding

of the development process now than their counterparts did 20 or 30 vears ago.
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1.4 . Aid in a Political Context

Most Americans would agree that the United States has a legitimate
foreign policy interest in the success of the developing countries in

achieving satisfactory rates of economic growth and equitable distribution

of the benefits of growth. Nevertheless, foreign assistance 1is administered

through governments. Moreover, foreign assistance is, even if its purpose.
were only humanitarian, an instrument of foreign policy. As such, it would
be surprising if there were not a political context for assistance.é/

Two aspects of that context require comment here. First, there are the
inevitable difficulties for foreign assistance that arise because foreign.
policy objectives other than enhancing growth prospects are harne;sed to
aid. Secondly, because aid is an instrument of foreign policy, it has beén
subjected to critiques from critics in donor countries from the right and
the left.

Turning first to the foreign policy context of aid, severai issues.
require mention. There is, most importantly, the consideration that for
political reasons it would be difficult, if not impossible to “ecut off aid"
even when recipient country policies were deemed to be inimical to growth.
Thus, once an aid program is in place, sharp changes in aid levels are
politically difficult, if not impossible, to make.gf

Secondly, there have been a number of instances in which the initial
intent of an aid program was to shore up a friendly government. In some of
those cases, the necessity for "shoring up" arose precisely because the
economy was extremely weak. To evaluate the effectiveness of aid in a con-—
text in which the underlying situation is extremely difficult or is trouble-

some at best.

w"“j
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The final aspect of the political constraint arises because many govern-
ments in developing countries have undertaken measures which they have
defended on political grounds. In some cases, those measures have been
questioned by eccnomists on grounds that they are deleterious to the develop-
ment effort. However, for the govermment of a donor country to guestion those
policies officially is politically extremely difficult; opposition parties
within the recipient country can make political capital out of "foreign
interference in domestic political matters' and dialogue on those issues
can turn out to be counterproductive. Thus, the fact that aid is extended
by one sovereign state to another places political constraints on the nature
of what can be done:g/

Turning to criticism of the overall program, development assistance has

been under continuous ideological criticism from both the radical left and

the radical right (Ayres, 1983: 11-16, 230-232). The criticism from the
right has emphasized the role of foreign aid in politicizing economic
activity in less developed countries (Bauver, 1976: 20-22, 84-~88) and (Bauer,
1981: 131-134). It has emphasized the possible role of foreign aid in
contributing to the expansion of public sector enterprise and employment.
Critics have alleged that aid strengthens the control of the central planning
and financial institutions over private sector economic activitj. Access to
external resources, it has been argued, tends to obscure the burden of
economic inefficiency resulting from the poor performance of public enter-
price and the distortioms resulting from planning and control.

The critics from the right have also emphasized the failure of develop-
ment assistance to affect "the prime determinants of material progress {(which)
are peoples' economic aptitudes, their social institutions, and poiitical
arrangements” (Baver, 1976: 100). While not denying that foreign aid aug-

ments the resources available to recipient countries, the critics on the

e %
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right insist that "if a country...cannot readily develop without external
gifts, it is unlikely to develop with them," (Bauer, 1976: 100).

While the critics of the right emphasize the above-mentioned points
consistently, there is also some disagreement (Johnson, 1967). Some
critics take the position that, while economic assistance is ineffective for
stimulating economic development, it does represent an effective instrument
of political strategy - to promote domestic political stability or to influgnce.
foreign policy in ways that are strategically important to the donors. In'the
United States, this position is usually reflected in support for expansion
of the "supporting assistance" component relative to the "development
assistance” component of the AID budget. Other conservatives arguerthat

the short-term perspective of domors in the case of supporting assistance

and the political backlash effects in recipient countries render develoﬁment
assistance as ineffective in achieving the political objectives of the donor
as in achieving the development of recipient countries (Bauer, 1976: 126).

The criticism of the radical right are themselves subject to two weaknesses.

First, they assume that all assistance is afflicted with the mistakes that

have been made in some assistance programs in the past. Secondly, they
ignore the empirical evidence that assistance has been effective when govern—
ment policies are appropriate. The evidence suggest that assistance has
frequently been an important factor inducing governments to adopt appropriate

development policies. This is illustrated in the Korea and Ivory Coast

case studiss.

The criticisms of the left are of the opposite nature. They are based

upon the Implicit premise that assistance is effective. Thev have emphasized

the external, rather than the internal, constraints on develepment. At its

most extreme, the left criticism has tended to view develcpment assistance

as an imperialist conspiracv - as an instrument designed

to reward the




political, economic, and bureaucratic elites of the develeoping countries for
acquiesing in the exploitation of the resources and the people of the
developing countries, (Hayter, 1971).

From a more populist perspective, critics have focuéed on the tech-
nocratic biases in the organization and management of aid resources and on.
the perverse effects of development assistance on the growth of enterpreneur-—
ship and institutional development, and on iacome distribution and Welfaré 
in the developing countries {(Griffin and Enos, 1970; Franke and Chasin,
1980). The costs of modernization are said to be borne by the poor and the
gains realized by the wealthy. In contrast to the critics from the right,
these results are seen not as the growing power of the state, but as
deriving from the weakness of the public sector in dealing with both external
and internmal organized interests. These criticisms ignore the influence
assistance has had in countries with relatively egalitarian income distribu-
tions (such as Korea and Taiwan) and the variety of political and bureau-
cratic regimes among recipient countries.

Much of the discussion of both the extreme left and the extreme right
is based upon presumed, but usually undocumented, outcomes of the aid process.
Both the critics from the right and the left tend to use (and abuse) empirical
evidence to support conclusions rather than test hypotheses.

By far the majority of analysts of the aid process would dissent from
both extreme viewpoints. But they also identify a number of criticisms of
the aid process of a sort that are subject to reform. Analysts working in
the reform tradition typically make the assumption, either implicitly or
explicitly, that improvement in the allocation of pregram or project aid,
and other institutional reforms, will enhance the already-positive impact of

development assistance on national economic growth and improve the quality

A
of 1life in poor countries (Harberger, 1962; Ayres, 1983).¥j We also bring
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to this effort a perspective that policy reform on the part of both donors

and‘recipients is not only feasible ~ but that reform is preferable to

either reaction or reevaluation.
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1.3 _ Aid Relative to Other Policies

The focus of this survey is upon what is known about how foreign assistance

can enhance the rates of economic grewth of the developing countries. It
should be borne in mind, however, that foreign assistance is only one of the
activities undertaken by governments of developed countries that impact upon.

"developing countries.

A variety of other policies and events in the developed world have an
equally strong impact upon developing countries' prospects and performance.
Most notable in that regard, of coarée, is the developed countries' trade
policies and the rate of expansion of tﬁe international economy. The rapid
expansion of the international economy in the 1950"s and 1960'9, dnd the
relative openﬁess of the developed countries' economies, were of crucial
impdrtance to the success of South Korea, Taiwan, Hong Kong, Singapore,
and Brazil, among others, as they altered their domestic economic policies
and incentive structure. To the extent that policies adopted in the OECD
countries restrict future expansion of developiﬁg countries' trade, their
policies (no matter how appropriate) will have a far smaller payoff than if
there is ready access to developed country markets. Certainly, the payoff

from foreign aid will be substantially reduced if the policies that have

resulted in slow growth in the developed countries over the last decade
are also accompanied by protectionist measures against LDC exports. And,
for some of the middle-income developing countries, the costs to their
growth of protection which prevents $1 million of their exports from
reaching developed country markets may far exceed the benefit they might
derive from $1 million of additional foreign assistance. Even for the

very poor countries, whose development needs are so great that Tapld

export expansion is still in the future, protection in the developed

v




countries serves as a rallying cry of those who are opposed to altering
the policies inimical to their growth.

It should also be noted that integration of some of the deveioping
countries into the international economy will be much easier, both for the
LDCs involved and for the developed countries, against the background of
a more rapid rate of overall economic growth (which would also éerve to
reduce ﬁrotectidnist pressures). The deterioration in the terms of trade
against priﬁary commodities'in.the past year has cost the developiﬁg countries”
ﬁore than any conceivable inecrement that might have been made in the foreign_s
aid budget.

Other .aspects of domestic economic policies of the develqped countries
also inevitably impacf on the rest of the world, and often éépecially ﬁn-
the developing counitries. These include, but are fot 1imited to, imm::gratioﬁv
(and -guest workér) policies, ﬁhe real rate of interest in thé iﬁtérnatioﬁal
capital market, domestic pdlicies affecting world supplies of individuél_
commodities (such as the E.C. cOmmon.agricultural polipy).aﬁd'taxation_of
nationals working abrecad.

Hence, the assessment of foreign assistance and what we knéw*abbut it.
in'this'survey is far from an assessment of the overall impact of foreign
economic policy, or overall economic policy, on the growth prospects and
performance of the developing countries.

It is also true that different aspects of foreign economic policy
affect various groups of developing counfries differentiy. For the poorest
developing countries, foreign aid is very important, and fluctuations in.;he
terms of trade are of crucial importance. For the newly industrializing
countries, by contrast, fluctuating terms of trade and foreign assistance
are relétively far less important, but mbvements in the international interest

rate and changes in protaction are vital to their interests.




1.6 Outline of the Remainder of the Survey

This study of aid is divided into two wolumes., Chapters 2-10 focus on

the macro and sector impacts of development assistance. Chapters?2-4
discuss development assistance through a macroeconomic perspective.
Topics included in these chapters include donor influence on demestic

economic policy, aid as a transfer of resources, the impact of development

assistance on growth rates and development assistance and trade. Chapters
5-8 discuss development assistance through a microeconpﬁic perspective,
Topics included in these chapters inélude cost-benefit analysis as an
appropriate tool, aid and.physical_infrastructure, human resourca develpp—'

. ment, assistance for family planning and agriculture and ruraljdeveiopment;'

Chapters 9 and 10 focus on the development of institutioms to sustain
agricultural develcpment and to improve the quality of life in rural

areas. Chapter 11 attempts to summarize the lessons learned from the-

country and sector studies. There is also an appendix which-ptgsents

. some data on trends in development assistance.

Volume II is made up of four chapters in which five~cogutry

studies are presented. The countries chosen are important for different
' reasoms. Chapter 12 discusses assistance to India. India is important

because of the amount of aid it has received. It has received more aid

from more countries than any other develcoping country. Thus, its prqjeéts.
and p;ograms have been some of the largest. Chapter 13 discusses assistangé_
to Korea. Xorea was an early recipient of aid and is a major development
success story, Its importance im a study like this is that it might

provide useful, adaptable lessons for cther developing countries. Chapter
14 discusses assistance to Turkey. Like Korea, Turkey was an early

recipient of aid. Unlike Korea, Turkey still continues to receive aid.

" Chapter 15 discusses assistance to Chana and Ivory Coast. These two.
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countries are interesting because of the differences in their development.
At independence in 1957 Ghana was relatively well developed and had one

of the highest per capita incomes in black Africa. In contrast, Ivory

Coast was far behind Ghana at its independence in 1960. Twenty years later,
however, Ivory Coast is far ahead of Ghana. Reasons for this are outlined
in the study. These five countries provide many lessons for development
assistance.

Chapter 1, Assessing the Developmental Impact of Economic Assistance

to LDC's, consists of six sections. Section 1.1 is an introduction. Section
1.2 briefly discusses some of the limitations of available techniques used

to assess the effectiveness of aid. Section 1.3 providés'a-brief history of
the evolution of thinking about the development prodeés. Séction 1.4 discusses
the political context of foreign assistance. Section 1.5_ésseéses foréign'éid.
as a means of furthering:economic development of less develppéd counfries_
(ILDC"s). It does this in relation .to other availablé_policyISptions1 Section -
1.6 is a.guide to the studvy. |

Chapter 2, Influence of Donors on Domestic Economic Policy,

is divided into five sections. Section 2.1 addresses issues of "influence,”
"leverage" and "dialogue". Section 2.2 considers political and other

determinants of economic policies within individual countries. Section

2.3 discusses the extent to which aid donors can “know" what are appropriate
policy'designs and policy changes. Section 2.4 discusses the difficulty
inherent evaluating donor influence. Finally, Section 2.5 examines the
dilemma of whether assistance should take the form of "program”" or ”project“
aid.

Chapter 3, Development Assistance, Savings, Investment and Economic

Growth, is divided into five sections. Section 3.1 examines the impact of

- development assistance on growth in domestic savings. Section 3.2 discusses
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output growth in developing countries and capital formation. Section 3.3
looks at development assistance and its effect on country foreign exchange
availability. Section 3.4 discusses the potential of aid in raising
factor productivity. Finally, Section 3.5 draws some conclusions about
the tole of development assistance in savings, investment and economic
growth.

Chapter 4%, The Trade Sector and Assistance Policies, has three sections.

Section 4.1 discusses the relationships between trade and exchange rate
policy, general development performance, and aid. Section 4.2 examines
the implications of inner—oriented, highly restrictivg trade policies and
unrealistic exchange rates in the context of aid. SubSections of this
section deal with disincentives to agricultural production, pfoject
evaluation, assistance as a substitute for export earnings, and the use of
aid to facilitate policy changes. Section 4.3 examines tﬁe linkage

between macroeconomic and sectoral policy and the need for appropriate

domestic economic policies.

Chapter 5, Cost-Benefit Analysis, is divided into two sections.

Section 5.1 defines cost-benefit analysis. Section 5.2 examihes how cost-—

benefit analysis is used.

Chapter 6, Assistance f£ar Infrastructure Development, is divided into

three sections. Section 6.1 describes why infrastructure projects were
emphasized early on in development. Section-6.2 examines post construction
issues like pricing, maintemance and benefits to recipients. Section 6.3
analyzes the distribution of the benefits when rural roads, rural electrifica-
tion and rural public works projects are undertaken.

Chapter 7, Assistance for Human Resource Development, has four sections.

Section 7.1 discusses the types of assistance that has been provided for

education. Section 7.2 reviews the evidence on the contribution of educa-
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tion to dévelopment. Section 7.3 reviews the limited evidence on the

performance of different educational systems and approaches to educatiom.

Section 7.4 concludes (a) that the social rate of return to schooling has
been highest at the primary level and declines for higher levels and (b)
that the social rate of return is higher than the private rate at all

; " levels. It also concludes that our knowledge of the development imﬁact of
both non-formal education and of graduate education is particularly
inadequate;

Chapter 8, The Impact of International Population Assistance, has

i _ four sections. Section 8.1 bhriefly examines the general characteristics

of family planning pregrams including history, the volume of activity,

and the scope of activity. Section 8.2 discusses the controversy and
i: ambivalence inherent in family planning issues. Section 8.3 asses$es the
N impact of population assistance. Finally, Section 8.4 concludes that

foreign assistance has been important in the formation of anti-natalist

policy decisions; it can have a profound impact by making supplies and
services available; and it appears more certain when aid flows through
. "~ direct programs to reduce fertility.

ﬂ ' Chapter ~ 9, Assistance to Expand Agricultural Production, is divided

into six sections. Section 9.1 examines the investment that aid has made

in land and water rescurce development. Section 9.2 analyzes the impact

i.,
|

of agricultural research and the development of institutional capacity to
conduct research and technology developﬁent. Section 9.3 examines the
changing roles of agricultural extension, the Benor system, and returns
to investment in extension. Section 9.4 discusses land tenure reform
after World War II, land tenure ecconomics, land reform in Latin America

and future directions. Section 9.5 examines the development of agricultural

credit markets and the assistance provided by aid. Finally, section 9.6




concludes that there have been continuous cycles of orogram priorities and
thrusts ; that there has been afailure to learn from failure; that there
have been successes; that land tenure and credit have been important: and
that there is a dynamic interrelationship between technical and institu—
tional changes.

Chapter 10, Improving the Quality of life in Rural Areas, has five

sections. Section 10.1 discusses the rise and decline of community develép*
ment. Section 10.2 examines the change in development policy which oceurred
in 1973 and stressed the need to "meet the basic needs.of the poorest people
in devéloping countries." Section 10.3 discusses integrated rural develop*.
ment programs which were dutgrowths of the "new” rural devel&pment strategy
of the 1970's. Section'io.é defines the "basic needs” approach and-thiee
important components of this approach '~ rural roads, rural water supply,
and health care. FinallyQ Section 10.5 reaches some.cbnclusions aboﬁt

' the chapter.

Chapter 11, Some Lessons from Development Assistance, has three sections.
Sectioﬁ-ll.l examines lessons from macroeconomic assistance policy. These
lessons are drawn primarily from Chapters 2-4 and from the séctions dealing
ﬁith.maéioeconomic policy in the country studies. Section 11.2 draws lessons
fbr.assistance to sector development. These lessons come mainly from Chapters
'S—IO and from the country szudies. Section 11.3 raises the question - what

development assistance activities are feasible in an unstable economic and

political enviromment?




Chapter 12, Assistance to India, is divided into five sectioans. India

is an important country to study because it has received more aid from
more countries than any other country. Section 12.1discusses the history
of aid to India. Central to this discussion are levels of aid, the tvpe
of aid given, and implications of aid-tying. Section 12.2 examines macro—

economic perspectives through a discussion of theorstical modeling

exercises, an analysis of the effect of aid on income, savings, and invest-
ment and an examination of trade and devaluation. Section 12.3 analyzes:
the role that aid played in the development of financial institutiéns.in
India. Section 12.4 examines agriculture and rural.deﬁeloﬁment - types

of assistance provided, the Community Development Program; fﬁe Iﬁtensive
Agriculture District Program, the Indian research system, and the food

grain debate. 1In Section 12.5 Sukhatme suﬁmarizes his findings.

Chapter 13, Assistance to Korea, has five sections. Korea was an
early recipient of a2id and is considered a development success Story.
Section 13.1 provides a brief outline of the structure and growth of South
Korea's economy, particulariy the period between 1953 and 1965. Section
13.2 focuses on two important questions: first, can donérs contribute
usefully if domestic policies are i1l advised: and second, what should the
role of donors be in domestic policy making. Section 13.2 discusses aid
and trade focusing on import substitution policies versus export expansion
policies. Section 13.4 summarizes aid to agriculture and rural development.
It starts with a description of rural Korea and then briefly describes land
reform, land development, rural income, agricultural inputs and quality of
life indicators. Finally, Section 13.5 draws some conclusions about aid to

Korea.

Chapter 14, Assistance to Turkey, has six sections. Turkey was also

an early recipient of aid, but unlike Korea, it still receives aid. Section




14.1 provides an overview of Turkish economic development focusing on the
three strikingly similar cyeles of growth in Turkey between 1950 and 1982.
Section 14.2 analyzes the economic cycles in Turkev and the ways that donors
have responded especially in the 1960's and the late 1970Q's. Section 14.3
examines trade and aid and the way that aid helped tc mask the underlving
distortion between import substitution and exports. Section 14.4 reviews
assistance for agricultural development focusing on agricultural inputs,
land and water development, agricultural extension, research and educa-
tion, and the wheat production campaigns. Section 14.5 provides informa-
tion aboﬁt assistance to improve the quality of rural life through educa-
tion, health care, family planning, and nutrition. Finally, Section 14.6;
outlines the lessons learned in prbviding assistance to Turkey.

Chapter 15, Assistance to Ghana. and Ivory Coast, has five sections.

Section 15,1 discusses the history of'foreign assistance to the two countries
and compares the initial situation of the two countries at Indepéndence

with their subsequent performance. Section 15.2 provides a macroeconomic
assessment of foreign aid and its contribution to development fhrough
increased levels of investment or increased imports of goods necessary for
development. The "two-gap model' of demand for foreign aid is discussed

and tested. Section 15.3 ocutlines the history of rural development for the
two countries. Section 15.4 discusses economic policy focusing on the

problems of foreign exchange shortages and over-valued currency and the

‘effect on import/export conditions. It also discusses the role that foreign

aid can play in policy reform. Section 15.5 summarizes the lessons that

can be learned from a study of aid to Ghana and Ivorvy Coast.
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Appendix A, Allocation of Development Assistance to Five Countries,

presents the broad trends in development assistance to the five countries

studied in this project - India, Korea, Turkey, Ghana and Ivory Coast.

Section A.l compares overall trends in U.S. economic assistance to trends

In other assistance from international organizations. Sections A.2 — A.6

present two kinds of information for each countrv in the study. The
is a comparison of trends in U.S. bilateral assistance to assistance

multilateral organizations. The second type of information provided

first

trends in U.S. assistarice by the type of assistance provided (e.g., food

for peace, grants, loans, etc.). Section A.7 summarizes U.S. assistance

trends and shows foreign aid budget outlays for 1970 to 1985,
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Footnotes

For the classical discussion of the pelitical basis for foreign assis-
tance see Hans Morgenthau (1962). Also Jchn D. Montgomery (1962).

It should be noted that, once projects have begun, it is probably un- °
eccnomic to suspend them in midstream (if the intent is to resume them)
because of the increased costs likely to be incurred. Hence, there may
2lso be a2 practical reason for the diffieculty encountered in attemp‘_ln0
to make sharp changes in aid levels.

One of the rationales for multilateral assistance is that it avoids such
political constraints.

See, for example, Arnold Harberger (1972), who states that the best
assurance that development assistance agencies can have that aid
expenditures will be effective "must come from the massive and rapid
improvement of the procedures by which the less developed countries:
evaluate their own proiects. -The first order of business 1s, therefore,-
for the major international lending agencies to face up to the:challenge
of providing the necessary training for the LDCs' own prOJect -evaluation.
The second order of business is to provide some mechanism to certlfy
waether or not a country is making reasonable progress in 1mprov ng its
method of project evaluation.”
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Influence of Donors on Domestic Economic Policles

A major theme of this survey is that one of the most important 1essoﬁs ::

.that-has beén_léarned about the interactioné of the aid proéess.with
dévelopﬁent,in.recipienﬁ ¢ountries.is ﬁhé_cruciél impprtahce of'"getting
tﬁé Pplicies_right." In ﬁefms of growth_prospecﬁs and pérformaﬁce, no -
ampuﬁt.bf-foreigﬁsassistaﬁqé'can Suﬁstitute for.a devéloping'couﬁtry;s
internal pollc1es and 1ncent1ve§ for 1ncrea51ng output and nnprov1ng th
eff1c1ency of resource allocatlon._

'The’qﬂestion.of_What positivé'aghievéments foreign'éééisténce can
have,:énd-how'aﬁ.assistapcé program caﬂ-bé-st&gétufed}fér maxiﬁum.effecﬁiyé% a
=p-éss wﬁen the'poliéies afe'demoﬁétraﬁiy;ihappfopriate -is &éfeffed until
later chaptefs: Before pfoceeding to con51derat10n of t wse issues,.énd'
 £hé'1és§Qns that have been learned abbut éffECtive.utilizétion*of‘foreigﬁ T
éésistaﬁcé iﬁ~genéral, 1t.seems necessary to. lay the groundwérk by

I

3con51der1ng the ways in whlch donors can, oT should atLempt toy, affect

"ot 1nf1uence-domestic econemic policies, and the ways in which SUCh

~ efforts might, or might not,; be evaluated and contrasted across various

‘reécipient countries.

‘The chapter is organized as follows. The first'section_addresses issuesj;'

.éf*"influence,"“”1everage " and "dialogue."” A second section conblders ‘the

'polltlcal and other deternlnants of economic pollckes within 1nd1v1dual
'cQuntries-and.the scope for donor influence. A third sectidn disc&ssés

”_.the_éxtént'to-which aid donors can "know' what appropriate policy designs




and policy changes are. A fourth section considers the extent to which

one can evaluate the influerce and effectiveness of donor representatives
“in influencing policy choices in a particular country, or contrast that
influence across a group of recipient countries. A finai section considers
the question of program or project assistance in light of these considera~

tions.
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2.1 "Influence,"” "Leverage,"” "Dialogue" and "Conditionality'™

The question of using aid to influence the recipient country's
econonic policy implies an initial divergence of views between donor and
recipient over various azspects of the latter's economic policy. The objéctivg
of donor influence is the reduction or eliminatioﬁ of the initial disagree-
ment sc as to produce convergence in donor and recipient viéws. .Influence
can be viewed as a continuum. At one extreme, the donor has COmpleﬁe
‘control and imposes its will on the recipient. At theiother extreme, the
.donor has no capacity to affect the course of rééipignts‘ policies;

The concept of an influence continuum can be dsed to analyze the
concepts of leverage and policy dialogue. "Leverage" is_the.capacity to
have one viewpoint prevail over the other. This may not alwafs.be the ddnor}s.

The recipient may get its way in areas of economic policy in exchange for a

commitment that it will take some action Ffavorable to the donor in some other
area——for example, defense/security.

"Dialogue" is the process through which either or both viewpoints
abéut recipients’ policies may change to bridge the inifial diﬁerggnce-bétwéeﬁ.:
the two. The donor may convince the recipient through a dialogue that a
.pglicy change advocated by the domor is in the recipientfs interest, By
.using-”leverage" the doner may induce the aid recipient to follow certain
- policies not because the recipient coﬁcurs with the donor's views but because; 'H
 if it does nct, the donor might terminate aid, or if it does the donor might
extend.additional aid.

Leverage is frequently exercised by the doner ?roviding assistance

contingent on the recipient's agreeing and adhering to certain conditions in

the conduct of its policy. Conditionality is thus understood to refer to the




conditions attached to the extension of eccnomic assistance and to the
consequences for the flow of this assistance if the conditions are not met.

In some cases the recipient may agree to undertake certain policy

steps which it would have taken anyway. This may be done in order to satisfy

the donors' desire that certain "conditions" are attached to the lending - or
to satisfy internal opposition by shifting the onus for the possibly unpopular'

measure to the foreign donor. Cases of such "phantom" leverage are quite
g P g

frequent.

In practice, it is difficult to distinguish between léverage and
dialogue. Even in the most friendly ;nd continuous policy dialogue the
recipient may be conscious that.in the event of disagreément the_donor has
the optioﬁ to terminate assistance. Indeed it is diffiégit to viéualizé
a pure leverage case in which no dialogue has cccurred. On the othér hané,
explicit énd strigt conditioning does not mean that a dialogué thdhfwiil
produce a meeting of minds is impossible.

Focusing attention on the availability of leverage and-éonditionaiity
as a means of infiuence can be counterproductive. Potential'leﬁerage usu&lly”'

linked to the possible size of the aid program can facilitate policy dialogue, -

but is neither a sufficient nor a necessary condition for its success.




2.2 - Determinants of Economic Policies in Developing Countries

That there are major political considerations in the choice of

economic policies and policy instruments is apparernit by an examination of

the political dialogue in'any developed country. Despite the fact that

"good economics' would suggest that economic policies should be designed

ko maximize the efficiency of resource allocation while distributive -

' . _ _ : 2/
considerations should be met through a tax-subsidy redistributive system,—

]
economic policies in most develorcd countries are responsive to a number
of domestic political interests - agriculture, protectionist lobbies,

labor unioms, and others.

In developing countries, domestic political interests are also involved

'in the choice of economic policies and instruments, but there is an

additional consideration for many of them. That is, most developing

countries have memories of a colonial legacy during which time, the colonial . .

powers determined domestic economic policies. This historical legacy has

had several consequences which must be Borne in mind whenever the question

of influencing domestic economic policies arises.

First, any attempt by foreign (and especially weétern) countries to

 influence domestic economic policies is regarded with suspicion and c¢an be

“viewed as tamtamount to an effort to reassert colonial status. The Japanese'

are the most reluctant to be involved in policy dialogue because of their

. perceptions that Asian countries where most of their aid is given will object -

" because of World War II memories.

Second, living standards did not rise appreciabiy during the célonial

period in most colonies. Since the colonial powers in general did not

pursue activitist or interventionist economic policies, the policies

advecated by domor countries and economists concerned with the efficiency




'off;ésource allocation may be regarded as “laissez-faire" and be viewed as
designéd to prevent growth.

Third, in many developing countries the predominant business group has
ﬁistorically been a minority: the whites and Indians in Africa, the Chinese
in much of Southeast Asia, and so on. Advocacy of policies which will
enhance the productivity and profitability of the private sector is often
- perceived as advocacy of foreign interests. Indeed, a major problem for
pelicy formulation in many developing countries is that political power
is in the hands of omne identifiaﬁle:ﬁational, racial, or ethnic group while
econ§mic power is regarded as being held by another, minofity, identifiable
group. Regardless of the extént to whi&h the "right" economic pelicies
might in the long run benefit all.groups in a particular éociety, the
political sensitivities engendered by the minority-majority probiems and
by the memories of the colonial legacy impart to economic_policy a sensi—
;ti&e political dimension for which there is probably no counterpaft in
moét developéd countries.

~ To say that there are strong, and possibly emotionally—baSed,_politiéal

pressures surrounding economic policy formulation in developing countries

is mot to say that donors cannot, or should not, attempt ﬁo influence
_'poiicies. It does suggest, however, that there are limits, whiéh may vary
from country to country and time to time, in the extent to which donors
- may influence recipient countrvy policies.
| There are limits on donors’ desire to engage in a policy dialogue.
Economic assistance usually has a variety of objectives bevyond the develop-
ment of the recipient. Primary among these in some donors such as.the U.s.
have been security considerations. A major constraint to the U.5. engaging

in an economic peolicy dialogue with some recipients has been the fundamental

political commitment cf tae U.S5. to extend the assistance. This constraint




has not been always prohibitive. There have been cases in which a signifi-
cant policy dialogue occurred, notwithstanding the basic commitment to
provide the aid. But then the leverage has been typically less.

It is quite possible that "correct advice", either gi#en in too strong
a dose.or pushed too far, can lead (or even force) policy—makers to move

in the opposite direction. Moreover, adoption of a "correct policy" can
lead to the downfall of a politician or a government, and bring into power
political leaders whose policies are even more antagonistic to efficient
resource allocation and growth than those prevailing when the_initial'policy
advice dis given.

The recorded instances of sugh reactions are numerocus. Among the
countries included in the case studies covered in Vo.lume IT, Ghana's  19?_1
devaluation may provide the best example. By any economic criteria, a
realignment of the relative prices of tradable (and especiallykexportable)
and ﬁontradable goods was probably called for, and the government was per-.
suaded to devalue the cedi. The political reaction, however;'was so strong
that the government was overthrown and the devaluation reversed within a
period of months.

India’'s 1966 devaluation is illpstrative of more subtle and problematic
- aspects of donor efforts to influence domestic economic policies. There
can be 1little doubt that the rupee was overvalued in 1966. There is also
‘'no doubt that the government was essentially reluctant to devalue, and

decided to do so only under comsiderable foreign pressure (which was
effective because there was sizeable concessional aid administered by a
consortium of donors). The amount of the devaluation was probably chosen
with a view to choosing the minimum amount that would satisfy the donor

countries. That amount was probably smaller than would have been desirable .

on economic grounds. Nonetheless, it was large enough to generate a
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domestic political reaction, which seized upon "foreign interference" as
a rationale for protest {(Bhagwati and Srinivasan, 1976, Chapter 10).

The vehemence of that protest left as a legacy the "'conventional
wisdom” in India that devaluation was not a viable political action in
almost any circumstance. For present purposes, the lesson is reallﬁ a
question: were donors wise to push for a devaluation which in any event
was probably too small to be optimal under circumstances in which the

government was reluctant and could blame foreigners for its unpopular

decision? There is no ready,answef to that question. Clearly, the Indian
economy would have been significantiy worse off in the short run had the
rupee remained as overvalued as it was, and the move was a step in.the right
direction. That there is no definitive answer to that question is illus—.
trative of the difficulties surrounding policy advice about ecoﬁomiC'
policies which are determined in the context of a séhsitive political

environment.

Aid practitioners argue that the ''receptivity" of the host country
government is a necessary condition to the use of aid to influen@e economic
policies. Receptivity depends first, on the validity of the economic advice;
if the donor has little useful to say 2 dialogue is not meaningful. Assuming
that the donor has something to contribute, the effectiveness of the dialogue
depends on its conduct which by its very nature must be highly diplomatic.

""Dialogue”™ leads to an acceptance of policy advice as being in the
recipient’'s own economic development interest. The potential for a dialogue,
however, is not well correlated to the strength of the potential leverage as
measured by the size of the aid program. Economic policy reform will be
lasting only if the host government accepts and fully supports them.

Economic policies adopted sclely because large donors insisted upon them

oo T
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are not likely to be forecefully implemented and may well result in the
recipient’'s failure to meet its commitments.

A relatively small assistance program does not by itself rule out all
possibilities of a dialogue over a country's policies. On the other hand, a
minimum size of aid is probably necessary before a recipient can be induced
‘to listen to what a specific donor has to say. The aid prograa is a useful
entry point without which a dialogue would be impossible to initiate or
sustain.

One advantage of program over project aid is that it facilitates
discussion over important macroeconomic policy issues. Project aid tends
to be administered to ministries with sector responsibility but with very
little respensibility for an impéct on macroeconomic poiicy.7 In,contrgst,
progrﬁm aid negotiations typically involve officials in the ministries
responsible for determining overall macroeconomic policy.

It is thus desirable, in all circumstances, that'recipiénts to the
extent possible, reach their own conclusions and not feel tﬁey.are under—
taking policy reforms under duress. Usually donors attempi to strengthen
the position cf host country advocates of specific policy measurés. It is
often assumed that this strengthening may tip the balance of whatever inter-
nél debate is going on in favor of the donor's advice. However, the oppoSite
outcome is also likely--with thke resentment at pressure by donors being
channelled to their domestic "allies'" even when the policy reform has the
expecfed results. And when the policy change is adopted but fails to

achieve its intended objectives, as in India's case, the internal peosition

of those that suppo.ted the donor's view is badly compromised.




These thoughts on the conduct of macroeconomic policy dialogue apply
to some extent in other areas as well, e.g., in the context of sectoral poli-
cies or budgetary allocation decisions. However, there are important differ-
ences. Tha symbolic importance attached to macro—-variables - sgch'as the
exchange rate - make the dialogue on such issues much more politically sensi-
tive than on other smaller and/or less visible policy issues, such as for
example those involving specific budgetarv allocations. Donors' efforts in
support of a sector or subsector can have the effect of strengtheniﬁg a
particular minister’s hand in dealing with the Ministry of Finance or Planﬁing
in the allocation of domestic resources to a certain set of activitiesr_
While the fungibility of resources suggests that such influence may be illu-
sory, claims are made frequentlv by aid administraters that_they were success;
ful in exetrting such influence. Their typical argument is that-budgetary__
resources while in principle fungible - in fact they are not. And the weakeﬁ

the ministry in charge of the budget is, the less fungible the funds, and

the greater the donor's influence.




2.3 What zsre the Right Policies?

It is much easier to spot policies that are patently "wrong"” than it
is to specify precisely "the" correct exchange rate, the "right™ combination
of monetary and fiscal policy, and the "optimal" rate of public investment
in infrastructure, education and health. Fortunétely, in developing (as
well as developed) countries, rapid economic growth and rational resource
allocation do not require getting 21l policies precisely "right”. Rather,
the prerequisite is the avoidarce of the really big mistakes and providing
generally appropriate signals and incentives for resource allocation and
investment (in human, acg well as physicél, capital) and savings decisions.

in terms of donor dacisions to attempt to influence recipient policies,
however, the usual sitvation is one in which there are a number of large
mistakes. The typical donor mission is thea confronted with three sets of.
difficult guestioms: (1) in the usual political circﬁmstances when it is
vnthinkable that the recipient gov _mment could alter a1l itg '"bad"
policies at once. there are imporitant questions as to which mistakes should
be corrected first; (Z) there are then the guestions as to how.much move-
ment in the correct direction is necessary in order to be preferable to
no movement; and, finally (3) there is the difficult question as to the
speed at which adjustments should be made.

These questions are not unrelated, and there is no entirely satisfactory
general answer to any of them. As Is seen in the Korean study in Volume II,
it was ﬁnthinkable during the 1950's that all the bad mistakes of Korean
policy would be corrected. As events unfolded, an initial stabilization

anti-infiation program was follewzd by a major realignment of the exchange

rate and assurances to exporters that its —eal value would be sustained.
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This, followed later by budgetary, financial, and tariff reforms, proved
to be a highly successful policy package. It is not entirely clear that
it was planned in its entirety from the beginning. Indeed, given the
change of government which took place between the stabilization plan and
the beginning of the export drive, the Rhee government would have been
prevented from carrying out a plan even if it had had one. Moreover,
except in the sense that American officials were constantly pointing to
inappropriate (and very wrong) policies, there seems to have been little
or no hope on the part of the Americam donors that fundamental policy
reforms would be undertaken. While U.5. AID clearly was an impbrtant
positive comtributor to the further evolution of Korean policy éfter the
export drive began, it was only in the "dialogue'" process, and the environ-~
ment that it created, that American officials could have contributed to
the decisions that led to the initial major policy reforms.

Turning to the choice of policies on which to focus, there is always
an element of judgement for at least two reasoms: (1) there.are guestions
as to what may be politically feasible to change; and (2) the ways in
which particular policies affect resource allocation and growtﬁ are
conditioned by other policies which are simultaneously in effect. The
political feasibility issue is, as was seen in 2.2, a difficult issue,

The question of the interaction among policies is also one which, in the
final analysis, must be based on the informed judgement of economic
analysts familiar with the particulars of each countryv's situation. For
example, in the context of countries with agricultural prices to producers

and consumers set by govermment fiat, with price controls (or public

enterprises) predominant in the rest of the economy, there are severe




limits to the effects an exchange rate change may have. It might prove
preferable to free up prices within the domestic economy.

That example 1s, however, extreme. Even in countries which attempt
tc control prices and regulate economic activity quantitatively, the
exchange rate usually has a larger role to play than casual acquaintance
with the regulations would suggest (see Chapter 4). Setting the exchange
rate "'right" is usually a prerequisite for efficient resource allocation.
However, regulations that severely impede the labor market (minimum wage
legisiation, wage indexation, regulations, the imposition of social
Insurance schemes, or workers' rights thét effectively give lifetime
tenure or make layoffs virtually prohibitive) may be of greater importance
in particular circumstances. In some instances, provisions for subsidized
credit at negative veal interest rates may be identifiable as the most
pressing pelicy issue.

There are unresolved questions about the relative importance of price
stability. While it is generally agreed that larger government deficits
and accelerating growth of money supply are inconsistent with sustained
rapid growth, there have been numerous cases (including Korea and Brazil)
of rapid growth and double digit inflation. When numerous "distortions' are
present in a dgveloping country, an& not all of them can be changed at once,
the donor may lose any effect that it might otherwise have had on policy
if refoxrms are pressed on all fronts at once. Judging which set of policy
issues should be chousen for the policy dialogue requires both political

judgements of feasibility, and judgements as to the interactions among

distorting policy instruments.
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Moreover, as exemplified by the Korean case, it is by no means certain
that policy "advice” or "dialogue' has its sole effecis at the time when
it is undertaken. It seems reasonably clear that the policy dialogue in
Korea in the 1950's influenced the climate of opinion that surrounded the
economic policy changes which later occurred. Yet a contemporary cbserver
cf the Keorean political and economic enviromment in 1958 would have sim-
ultanecusly been very pessimistic about Korea's growth prospects and have
correctly pointed out the limited influence of U.S. aid on Korea's
economic policies.

This same lesson may also apply in the Turkish case. The reforms
which started in 1981 were essentially élong the lines that most donors
had been advocating throughout the last half of the 1970's. Indeed, there
were numerous critics (including Krueger) of donor willingness to continue
assistance in the absence of policy chenges. However, it may well bg
that the discussions surrounding earlier assistance, combined with some
of the analyses of the Turkish economy carried out by AID economists,

- the OFCD, and others, created the set of opinions which led teo the 1981
reforms. Whether the Turkish authorities chose the optimal set of policiesr
on which to focus is a question whiely cannot yvet be answered.

The secon& issue - how much of a move in the correct direction makes
it worthwhile to use influence or pressure to achieve it - is also difficulrt.
Here, the Indian devaluation of 1966 and the limited moves made by the
Turkish govermment in the latter half of the 1870's are illustrative of the
problems involved. Again, the issue is political, as well as econcmic.

In the Indian case, it seems clear that the agreed-upon devaluation, while
large enough to improve the situation on economic grounds was not large

enough to promise underlying and fundamental change. Meanwhile, the

political costs associated with the move were very high. ZHven with the
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beﬁefit bf hindsight, it does ndt seem possible to reach a definitive
judgement_qn the'optimality of donor influence. The dangers of-supporting.
a move in the right direction that is too small to have all of the desired
results but will nonetheless have negative political repercussions must:€   '
be assessed in each situation.
There is, finally, a third question: the optimal speed of adﬁﬁst—
ment when policy signals are changed. Again, there is not a siﬁéle.
clear-cut, answer. Especially in the éontext of an inflatiénafy:environf
_ment; "t00 large" a movement of the exchange rate or'a-ddmeétic_pricé

(in réspﬁnse ﬁo the removal of:price controls) may trigger an accelerated
rate of infla%ion and fail to.alter-relétive prices; _"Too sméll".a move-
" ment, however, maj also fail to achieve the deéired reSults{ In.genérél;.,_'
there 1s probably a presumption for more, - rather than-less, rapid.mqveméﬁt-
because of the political opﬁosition that is likely té be arOuséd; " But,

as the reéent éxperience'in Argentina, Chile, and Uruguéy in&icates; tﬁe
costs of misjudging the rate at which té_move, and the appropriate_sequencer
Qf policies to undertake, can be enormous.

The - appropriate conclusions seem to be three-fold: (1) There has-Been 
a great deal of learning, in the aid experience, about the importance of
appropriate policies, and of the ways in which set of.distortionary policies
can interact. (2} When several major distortionary policies are simultaneously T'“
in place, it is relatively straightforward to identify the set of changes

which would lead to a more efficient resoufce allocation and rapid growth
ﬁath, but it is much more difficult to judge which change should be under—
taken first. Both political feasibility and ecomomic judgements are.invélved;

It seems clear that, on the economic side, research may vield additional

insights into the questions of optimal sequencing and speed of adjustment.
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'Qn_the péiiticainside,_judgements'will_inevitably be involved and cannot

.&bé évéided} 3) Finaily, donors have been slow'toadju5£aésiétaHCe.levels
"_ambng-countriés:in resppnsé fo their macroecoh&mic policiesj Greater
.ancentratibn of aid resources iu_céuﬁt;ies that ﬁave attempted ﬁo get
théi? policies right would have yielded Higher overéli-gfowth dividéndé

to assistance resources.
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2.4 o ' Evaluating Donor Influence

A:ﬁajor lesgﬁn from the forggoing consi&erations}is that it is
-exceptioﬁally-difficult to evaluate the extent ﬁo wﬁiéh donor agencies
.a%e.éxerting the "right" amoﬁﬁt of leverage on recipient country pdliciesﬂ"
First:and'fbrémost¢ the "right" amount of leverage dépeﬁds on the.undef;f: 

: 1#ing'pqlitipa1 situation: what may be so-foensive'poiitically'as t6  '
Bg’éoUnferproductivé in ‘one country méyzﬁe.ﬁild exhorfatidn in another tgfﬁﬁt; 
.1979)3 Sécondly,'the.seﬁ of desirable pclicy C£angés ¢a§ differ in impértéﬁt:i.

" -ways among countries. Even in the same politiéai_ciiﬁate, different'?ates of

speed of change or sequencing of policy changeé may prove advisable.

f?". _ Finally,.theféfis the intangible "climate of.opinion““wﬁich ﬁay be influencéd_; 

by any number of-donot activities, and which donors may continuously

influence, "Dialogue” at a given point in time may appear to be ineffective,

' but nonetheless pave the way for changes in attitude and thinking that  "'
- permit changes in Poliéies at a future date.
Appreciation of these issues has grown rapidly with the experience of = =

different developing countries and their choice of economic.policies. While -

judgement will inevitably remain crucial in determining the type of dialogﬁé;b*

and degree of influence donors have, appreciation of the-political-enviroﬁ? -

‘ment and the importance of appropriate policies has increased greatly with “

the aid experience. To say that there are no hard and fast rules is not

to say that there has been no learning on the issue.




o over.$1,5 billion Worth”qf_damage,'excluding loss of cﬁrrent input.
'5A331stance was flrst provided by the T. N. -and Indla. :In.early.1972 thes_:.

. Prime Mlnlster announced the Offlclal policy that Bangladesh would accept :

' attached (Faaland, 1980: 15). _BangladeSh*wanteﬁ to make its own'decisions“_{.f“

and be.able to coordinate its own programs.
- - pesticides, spare parts - Whichfwas.available only:from'the E.S.-and'other“

to the war, Nearly 40 percent of aid commlt:ed was twed to progects bat
~ the level of disbursementsiwas very low reflect;ng the,edonomy E 1nab111tyf

to absorb. such assistance effectively.
..activities in Bangladesh, to formulate policies for development and to.
~_gave donors even more power and leverage in Bangladesh than they had had

‘previously. As a result of the conscortium they had a formal organizaﬁioa.

_,ﬁhOSe_role was to scrutinize the economy and make decisions for Bangladesh. .
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Bangladesh provides an 1nterest1ng case study of donor influence

'(Faaland 1980) The war-of liberation which ended in 1971 caused well

assistance from all friendly countries so.long.as no "strings were
Economic nece551ty forced Bangladesn to become heaVIly dependent on .
foreign aid. Its prlmarv need was for commodlty a551stance - food fertlllzer

western countries in sufficient quantities;- Doners,-however,'were;mcre_q'”

1nterested in prOJect support and in completlng progects started prlor

In 1974 a consertium of donors was formed to coordinate their many

provide in-depth information on the state of the economy. -Thisﬂconsortiqm3f:

By 1974 Bangladesh was so heavily dependent on foreign aid that there was. .
very little that it could do. During the period 1973-78, over 70 percent

of food and capital goods and about 60 percent of imports of intermediate:
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goeds Were paid'fer by foreign assistance. Forelgn 3331stance has flnanced
'typlcally over 75 percent of public development expendltures (raaland 1980
“28 29)

Experience'with the donor eonsortium7was mixed. Bangladesh needed
_coﬁmodlty aid to get 1ts eCconomy g01ng zgain ‘but. dcnors preferred to glve.
7proJect aid. Much of the_progect eld_was notﬁdlsbursedibeceuse thelecoeoey;r e1
_cocld-ﬁot abeorb'it ?llF: When commodity eid Qae given,.it waeISﬁbjected ;'.‘:
to ﬁbre ecrutiey thaﬁﬁorher ferme'of eid; Complex accountlng procedures
'slowed down project: 1mblementat10n and a1d dlsbursement.' Food_aid wes
:used as a_1ever'to chaege;;nternalerationing policies and;reedisceurage
'eXPerts of jute.rofpeliriceily.seeeirive'cduntriee; -Becéiedesh 'ﬁaé
forced to take over preellberatron pr03ects it d1d not want and repay the
-debts.on them._ A number of very able Bangladeshl economlsts 1ncluding
members of the Piannlng Comm1551on felt that donor representatlves 'w1th
.less experlence and 1ess expertlse were forc1ng the Bangladesh government -
-.ro make unwise economic’ declsrons —."too of“en exhlbltrng arrogance coﬁblned
uw1rh authorltv derlwed From thEII belng represeetatlves of egenc1es and
1nterests Wlth large résources, (Faaland 1980 181) |

Rev1ew of ‘the hlstory of.the Bangladesh donor consortium does prov1de
:eome-useful lessons. Whether denors. act 1nd1v1dually or.through a.consortlum e.
_ tbey can be expected to use the 1everage available to them to 1nfluence '
"pollcy in a manner that they view as both constructive for the reelpleet
'co ntry ‘and consistent Wlth rhe economlc and political 1nterests of the donor.e
_ The.questloﬂ ;s, therefore, not whether there will be donor influence but'

what is the most effective way of organizing policy dialogue between donors
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_.aﬁdlrecipients._ The'Bangladesh experience suggests that some degree of

. independence.from'anj iﬁdividual donor agency or group-méy be desirable.
¥While there ére beﬁefiﬁs to Bé realized by coordinating the contributions
- of aid:donors,_too'much coordination may give the donor grbup.too much
power. No matter how a_consortium is organized, doﬁqfs,'inciuding the
 'Uﬁ;ted'States;.wi11 play a limited role ﬁniess the members tﬁey appoint to
.consortia_are professionaliy.competent.

. It.alSo_seems reésonab1e to anticipate that.with continued experience
the interaction.between ddnor.éoﬁsoxtia and national govefnments can beqome
mdre effective channels for policy dizlogue. In.thisfcbﬁnectidn it is
interesting to note that thé'Directér_of the Bangladesh Agricuitﬁral_ResééfCﬁ-.
' Cﬁuncil_{BARC) has-fecently initiated an'égricultural:fesgarcﬁﬁéoﬁsqrtium.'
among donors who provide support for the Council (Rutfan,_pursuént.td'
discussion with BARC Director). This:consqftium is éhairéd'and thé agenda
.establishe& by the BARC. 1t appears.ﬁhaf both the BARC and:the-donors have
'zfouﬁd the consortium_a useful device for providing morefbalaﬁce¢ and stable
support for agricultural reséarch in Bangladesh. 1In our judgement, the
' utility-of donor-recipient c0nsortia organized at the sector (i.e,, agricul-
‘ture, health, education, and transportation) level should cdﬁtinue to
bé explored,

A fipal question arises with respect to the relative merits of bilateral
and maltilateral assistaﬁce. Bilateral assistance has the obvious advantage
 that aﬁ individual donor can exercise greater discretion in_the allocation of
.assistance resources. The disadvantages of bilateral assistance include a
greater tendency for politicization of assistance, the high cost to iﬁdividﬁal

donors of maintaining professionally competent staffs, and the costs of

duplication and redundancy in assistance activities. It seems evident that




bilateral and multilateral assistance institutions each have advantages

and disadvaﬁtages;aﬂd that both types of institutions will continue to

-be important.




2.5 Program Versus Project Aid

One of the oldest dilemmas of foreign assistance centers around the

- question of whether it should take the form of "program" aid or "ptoject”

aid. "Program" aid is prévided as general support for a countryfs overall

development objectives and thus is destined to finance additional_imporfé

.while project aid supports particular investment activities in the recipient:

country. There are also several mixed forms of assistance. Sector z2id

focuses on particular sectoral objectives but can be composed of a series

~of linked'?rojects or it can primarily involve non-project assistance such

as budget supporf to a particﬁlar minisﬁry or it can be a mixtu£e of both.

Depending on its composition sector aid can thus be more qf less”ptojectized.
Early thinking about aésistance focussed on the_propositioﬁitﬁat;

by financing particﬁlar_pfojécts, donors could influence the iuﬁeSfmeﬁt

programs of a recipient cogntry along preferred.lines, - The diffiéﬁlties

with this general defense of preoject aid.lie in the fungibility of

resources. Unless a donor finances a project that woula not. otherwise

bé undertaken at all, the donor's decision to undertake project-A will

simply permit the government to undertake whatever was the marginal project

on its list of preferred investments. If a recipient country knows that

" the donor believes that more rescurces should be devoted to a particular

sector -~ agriculture for example - the recipient can simply cut down its
own planned expenditure on that sector and encourage donor projects in itnéf
Preogram aid, as an altermative, it can be argued, can be based upon

an examination of the overall set of policies that a particular country

undertakes. The difficulties with this argument are several: 1) there are

often important political reasons why a donor (especially bilateral donors)

has an interest in good relations with the country; as such cessation or




severe cutbacks of assistance because of disagreement with the program are
difficult, if not impossible; 2) while donors can negotiate over a govern-
ment's overall economic policy, the domestic political sensitivities
discussed in Section 2.2 are an important limit to the scope for such
negotiations; and 3) the judgement issues raised in Section 2.3 become
exceptionally important under program lending.

On the other hand in the context cf influencing recipient nolicy
thére are certain advantages to program type aid.

Program aid has a higher scarcity value to the :ecipient.because'few
donors aie willing to provide it but when provided, the amounf givén per
country is relatively large. As a resﬁlt, the potential leﬁerage is also
relatively high.

Program aid is a flexible instrument. It is quick disbursing, it can
be increased or decreased at the margin or delayed'in timing, énd can be
released in tranches. One can therefore support economic policy changes as
they occur, as well as monitor their implementation. Project assistance,
by contrast, cannot be turned on and off easily, and its potential leverage
on economic policies_is correspondingly weaker.

Finally, program aid is more relevant to a discussion of macroeconomic
policies or conditioning in that area. Tt is much more difficult to develop
a policy dialogue on macroeconcmic issues on the basis of projects i
individual sectors whose links to macroeconomic policy are tenuous, however
large the project. Thusvprogram aid is unquestionably the superior form
if it is considered desirable to attempt to use leverage to change macro-
economic pclicy and condition assistance through time related performance

eriteria., If influence is to be exerted primerily through a policy dialogue

the choice between project and non-project aid is more equivocal. There may
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be policy issues of importance cutside the macro sphere which could be

addressed through the sector or project mode.

There is probably no "ideal" resolution of these issues. It may well
be that, given the political constraints surrounding bilateral aid (and
the technical assistance components of many aid projects), a combination
of.program and project lending is appropriate, with program lending

- increasing in importance during periods when governﬁents are undertaking.
genuine and sustained efforts at policy reforms. This issue is assessed

in Chapter 15 as we summarize the overall lessons of the development

“experience.




Footnotes

This section and section 2.5 draws on the concepts discussed in U.S.
Agency for Intermational Development (1982).

This statement ignores the possibility--indeed the likelihood--that
redistriburion might not be neutral with respect to the efficiency

of resource allocation. When distributive goals camnot be achieved
without an efficiency loss, then the "right" economic policies cannot
be unambiguov=iy defined, and policies aimed only at economic
efficiency will be non—optlmal. For present purposes, however, the
point at issue is that there are intense domestic polltlcal interests
in the choice of policies and policy inseruments, and aid domors can.
achieve resules opposite to those intended if they are perceived to

be 1n+erFerr1ng in 1nterna1 ‘political affairs of a rec1plent country.

There is a persuasive argument that many donor-financed projects have-.
had an important component of technical assistance in them that could:
not have been transmitted in the absence of the projects. For that
reason, project aid may anyway be preferred tc program.aid. The

above argument 1s centered only on the contrast of project and

program aid as a response to the desirability of influencing recipient.
policies. Another consideration, not central to the discussion here,
is that project aid typically finances only the foreign exchange cost
of projects. As such, it may have distortionary effects, as trecipients
seek projects with a high foreign exchange.conteﬁt. These may well

be non-optimal in choice of technique (because high foreign exchange
content is likely to be related to the capital intensity of the project).
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The effect of economic assistance on overall output and income growth
of the recipient is inherently difficult to analyze. On one hand, analysis
on a country-by-country basis is inherently judgemental. But on the other
hand, crogs section analysis of the relationship between assistance and
growth is marred by the fact that successful assistance ieads to the
termination of assistance. Moreover, as illustrated by the Turkish case,
unsatisfactory growth may be the cause of assistance.

As noted in the Introduction, aid can affect macroeconomic growth in
various wavs. At the simplest level, aid represents fcréign savings. If -
these savings are additional to domestic savings, and if theyv are channelled
to domestic Investment, then in the context of a simple model of capital
accumilation, aid can potentially.stimulate growth by increasing the rate of
domestic capital formatioan. Foreign aid also provides access to imports
of goods and services. As a result it has been argued that aid can promote
growth, if growth is subject to a "foreign exchange” constraint.

Most of the analysis of the Impact of aid on growth focus on these
rather simplg notions. They have ignored some of the more complex aid-growth
interactions of potential significance: Aid's impact in raising total factor
productivity as well as its role as a catalyst in promoting policy change,
or mobilizing additional domestic resources.

The potential effect on total productivity is obvious — although its
measurement guite difficuit. Aid programs can and do aim to improve the
recipient'’s factor productivity through the intreduction and spread of néw
technology, through training and through managerial and cther improvements.
Improvements in factor productivity in turn can be shown to play a significant

role in promoting developing country growth. Aid of course can also support ~




.standlng of the aid to growth ralationship and explores some p0531bly useful

or promote inefficient resource allocation with adverse effects on produc—

tivity.

Aid can alsc be a catalyst for iﬁproved policy making as &iscussed

in Chapter 2. It can provide the underpinning for the cqntinuation-of

_ineffective policies. Recipients' policies are often the most important

factors that differentiate gzcod growth performance from bad. But it is .
very difficult to document the effect of assistance on the policies pur-
sued by reﬁipientsfof developmént ‘assistance.

in general both a1d s role in ralslng oY - reduc1ng total factor produc—a

_t1v1ty or as a catalyst for change do not 1end themselves to the 51mple

cross—-country/tlme se-.tles analvses tbat characterlze 1nvéét1gatlon in thls ;
field. mhe rest of thlS chapter Wlll sﬁﬁmarlze the flﬁdlngs of past'researcﬁﬂf__,
and identify some 1ssues Whlch may warfaﬁt addltlonal 1nqﬁ1ry -First} the.F::'
evidence of the- relatloqshlp of ald to domeéklc savn.ngs'and Cépltal forman o

tion is analyzed. Thls is foiLowed by a discussion of analyses of aid's

contribution to growth in the context of a “foreign exchange" constrainti

The final section draws some tentative:conclusions abOut.the cﬁrrent underm__:

ereas for further analysis.
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3.1 i Development Assistance and Savings

One of the key questions explored in the literature on the impact of

development assistance on growth is its relationship to domestic savings. . . .

A nﬁmbéf of'Wfiters-have examined this relationship by éonéideringfsavipgs'~'.
g funttiqns in_thé forﬁ: o
(L) s = £(1,F)
where Sedehotés.domestic.savings,'Y gross national'product, and F fo#eign;;
Capitai inflbﬁs.. Then, ﬁéing cross—-section dafa from.a numﬁef.of co;htfiéé.ai'ﬁ
'regression equation relating Y and F. to S is estimated using ordinary least
squares; If the estimated coefficient of the F variable turns out to be
negative and statistically significant,.the-inference usgally_drawn |
is that fore1gn capital is" ‘used at least in part as a | a
substitute for domestic ~11ings.'_If.thg-estimated c§éffi¢i¢ntftutﬁsioutl#théiift.
'pe:.tsitive:,a then the inference drawn is that infloﬁs.bf fo;éign_?apitalispﬁr. |
effortst0wards-genera£iné greater domestic.savings.. The.énalﬁsis |
:'usualiy does not dlStTnglSh between economlc assistance aﬁd forelgn capltal
1nflqﬁs. Thus with few exceptions. (Papanek 1972 and 1975) lt 1s.1mpqssibie
SR <o) diétinguish'between the impact of aid as such and_other-flows;
| Early aﬁalysts such as Kaj Areskoug (1969) and Griffim and Enoé_:'
- {1970) argued that fofeign assistéuge contribﬁied little, if anything, to
_ eéonomic groﬁth and domestic savings. Griffin and Enos on the basis of crdés;7
section evidence from 15 countries in Latin America for 1957-64 concludea

that "the general tendency is that the greater the capital irflows from

abroad, the lower the rate of growth of the receiving country™ (Griffin-and"




"countries to estimate the overall ex ante savings fuﬁction._-Accdrding?fq'the:_ﬁ35
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Enos, 1970: 318). Their explanation was that govermments often refrain from
raising taxes but expand consumption after aid begins and so do private

'en:reﬁreneurs_who rYeceive loans from abroad (Griffin and Enos, 1970: 321).

Aémé result, gross domestic savings as a percentage of GNP tends to fall.

Similar conclusions were reached by Weiskopf (1972) using a two;gap”“

'.1modelz _He_first identified 17 developing countries whose growth he judged:-to ReE
" have been subject to a savings constraint, and theﬁ_éstimated a.relatiOnéhiﬁ g

jbetWéeﬁ ex ante savings, income, foreign capital inflow and exports_asg'"

follows:

@ st = £(1L,ED)

where Y again is gross domestic product, F is net foreign capital inflew (defined as

the trade defieit), and E is fotal'exports. In_thg'regrgssions'F5is-régéfﬂE&i:ff'

as éxogeﬁqus.. For.eaéh-of the 17 countries the coeffitient Qf:F_tUrne&lbutﬁtb b

-be negative, andféta;istically'sigﬁificantly different-from'zé:o. TheiinvErsewfﬁﬁ

relationship held up also when he ﬁsed pooled time séries'daté fOr'thefl7'  D

pooled estimates the impact of F on S is highly significant; and approximétely3::_
'23.percént of net foreign capital inflows substitute_for_dqmeétié savings.,

Weiskopf’s results are probably the gtrongest in the literature shoﬁing a

negative relétionship between capital inflows and savings. While they are

based on a two4gap model which has been heavily criticised, the results are

bagically independent of the main criticisms of that model.
Gupta on the other hand in his cross section study of 50 deveIOping._,:,

countries found no relationship between capital inflows and domestic saﬁings

[Gupta, 1970]. Similarly inconclusive have been the findings of Bhagwati .and




'“fsub-periods and for the entire period 1951—52 to’ 1969-70 they estimate the

. Srinivasan (1975b)'Who_looked at the aid/savings relationship in Indis in a time. : f
series framework.

Bhagwati and Srinivasan explored the hypothesis that India’s’

'iabsorpt*on ‘of foreign aid adversely affected her savings effort. For'vérious f.

l;;near -r_egre,sslon equat;on-s su_ch as in 1 above. }Ii_t‘hit_he_ ex‘ception;of
the period 1951-52 to 1965-66, the coefficients of foreign capital inflow.

- either current or lagged were not significantly different from zero,

_.imﬁlying.thgtfexterﬁal“%eéqufces-did.not-influénceadéﬁeétic.saﬁings.
Héwever; ﬁﬁen_:hey,pos?uiated'déﬁestic saﬁiggs as a;fgﬁéﬁiqmlof dbméétiéi; :  B
bﬁt,alfgéefher_&hé_péssibiliﬁy thétfexﬁérnal.reSOQ:éeé.sﬁﬁsﬁitﬁiefﬁér; o
'&omestic SQVihgs,f-tBQagw#ti and Srinivasgﬁ,_19753;:2ééi.::Iﬁzéﬁﬁééfy;:£h§j J“ 
- argue that théré_is ﬁof encugh evidepée;.gﬁd_ét-best thé.évi&éﬁéé' e
_ cbnfiicté, td-say Whetﬁer ﬁhé-abéofptioﬁ'of externai fesogréés a&férselj;
:affeated Indla s domestic savings effort. |

| fhe'inconglusiveness'of the findings on the aid_to.séﬁiﬁgéffélaﬁioﬁ—_;;1}

" 'ship has led different analysts to explore different variations of the'same T;'

. theme - Bhagwati and Grinmols (1975a).asked: "How much does this matter?".

”_Moreispeéificallﬁ, they asked whether the influx of foreign capital in

:f: cing domestic savings ’postpoﬁes,_or renders infeasible, tﬁe reaéﬁing
..bf sélf—reliance," (Grinols and Bhag&aﬁi, 19?5a:.416): Theyndeveioped-é

jséimpie version of the Harrod-Domar model and discusé'siﬁﬁlatiqn fﬁns of -
savings and the savings ratio,.with and without aid, for a.nuﬁbér of less

~developed countries.
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Using the negative coefficient obtained by Weisskopf for the foreign
aid variable in the savings equations, they analyzed how long it would take for
savings, ﬁith capital.inflqw, to recover to the level that_uouid be feached
Witﬁout.the inflow. Tﬁe growth in ircome {and hencé savingé)_frém thefhighef
investment (iﬁduced.by capital inflow) would be larger, the larger ﬁhe“cﬁ;put» E
:-capital ﬁatio. At an output-capital ratioc of 0.3, it would take anywhéée |
from zlyears_(for Colombia) to 92 years (for Jordan) for the.savings'levei
With'fqreign aid to catch_ﬁp with savingé 1evgls without aid_éapital.inflcwﬂ
| - The results.for-the savings ratio analysiS-sﬁoﬁ tﬁat the savings‘ 
ratio with aid remains below the savings ratio without aid for a vefy long
time evan thaugh the former. may increase. But wfare a country is. a bigh saﬁer_

to begin with, the initial-negatlve savings impact of'aid is_smali.

In contrast to Bhagwatl—Grlnols ‘who worked with a constant level of aid’ =~

inflow, Dacy.(lgjj) considered theyissue of how the growth faté:might'Be
affected after aid has beén“d1scontiﬁuéd. DaCY‘ﬁn81dered three phaseq- pré~
‘ai&, aid, and post-aid. When aid Begins, total saving (defined as domestic
plus_foreign saving)'iﬁcreases as does the level of income. Both savings ané
igcémé:cﬁntinue.to rise during the period of aid. If aid is to promote the
growth rate in the long run, “the economy must develop sufficient impetus

during the aid phase so that the growth rate will follow sdme {path) ...

higher than the no-aid growth path after aid has been discontinued” {Dacy, 1975§f'”;'

_552)a; This impetus is lost if government saving declineé in conseqﬁenCe of
aid; that is, If there is an increase in government "expenditures on

programmes, such as defense, internal security, highei pay'for'civil.servants,.
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and education, programmes that coculd easily absorb more than the amount of aid

a country is likely to receive," {Dacy, 1975: 555).

Dacy disaggrégated total savings to analvze private and public sector

savings behavier. If there is an increase in mon-productive goverament

expenditures as a consequence of aid and if these expenditures "cannot be
-cut back once implemented” then it is certainly plausible that the growth

:_raté will fall (Dacy, 1975: 560). But his analysis also suffers from method— -

clogical shortcomings. TFor example, i£ does not appeér ;easonable.to lﬁmp-_'
gayernmeht_ éxpendit-ures on e_d_ucat_ion in the same '-c:at'egorj;*. as hig-heg salafi_éé ':. :
fér #ivil servants.nor ﬁo assume tﬁat eithgr'or bdth'ate_ﬁeCeésariiy "nﬁn?
_prcducfive”-

On .balaﬁc_e Dacy conélude’s ..th:é.t_a g'iven' amount of _aid- is rﬁore likelj_
to stimﬁlgte-postwaid groﬁth ﬁhe.higher the initial_déﬁestic éavings ratid;  B
the_lowéf_the_percentage Qf:aid #apped for govefnméﬂtﬂgonSump;ion'an& the
longer the term of’aid{ Thié'Conciuéion_innts'to the importaﬁceiof the
~recipients' policies framéﬁ§rk in utilizing aid as a key_determiﬁént of-the‘::

aid/growth relationships-~a theme to which we shall .ret‘urn_'l;itér.

.It should be noted that in none of the more reCeﬁt sfﬁdieé is it even
suggesged that“assistanCe is cpmpletely'offset by reduced'domeétic_sévings..
R.Ath'er,. the question ig how much assistance is additiénal. Obv.i_ously_, '.the
.:g§s§ér will vary among cowmtries. In Korea, where the policy dialogﬁe
influeﬁced thé decision to raise incentives to save after 1964 it coqld.
' -be'érgued thaf.aid_ied to higher &omestic savings than woild have otherwise
.been.realizéé. 1t seems épparent, except when policies are exceptionally

parverse, substantial additionality is achieved.




3.2 Development Assistance, Capital Formation and Growth

Paralleling these analyses of aid and savings, another series of
studies similar in conception have been undertaken that attempts to explain

output growth in developing countries. In these studies output’growth is

Irelated to capital formation, from domestic and foreign savings as well a

other variables, such as labor, export performance etc., in.variOus-combina— 3

tions of cross-country/time series analyses. These studieS"esen;ially'assume

a neoclassical growth framewo-k with growth in capital and labor inputs

. explaining output growth. Howsver, they disaggregate:betwegn:domestic aud'

imported capital and other wvariablez which aim to qépture othef aépéc;s.ﬁf
deveioping country performance—especially indica;ive'of-efficieﬁéyfin'
resource allocation. ”

The basic equation used in such models is-

(3) Y = f (Ry, Kf,' L)

Michalopoulos and Jay (1973) showed in the context of such a-modei
that labor inputs (L), foreign capital inflow (Re), as well aé-capital
formation from domestic savings (K&) were positively related to outpui growth
(¥) using cross—country analyses for 39 déveloping countries in the IQéﬂs.
Thelr vesults were subsequently confirmed and extended by Balassa, (1978) to
cover a different range of countries and later periods. 1In both cases the
indications were that the effect of capital inflows on output growth, while
positive, was small-—indeed smaller than the impact of domestic savings.

These results are similar to Papanek’s findings (1973). He
also used cross~country analysis to examine the relationship between GNP growth

and aid, other capital inflows, and domestic savings. His analysis did not

 include labor inputs or other "efficiency" indicators. On the other hand, he

dié;inguished between “aid’ and other capital inflows.
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His conclusionsrwere that savings and foreign inflows "explain" about
one~third of GDP growth In his sample of Asian, African, and Latin American
countries., The éoefficient for the aid explanatory_éariable was foﬁnd to be
nearly twice that of the other independent variables. Some interesting.
regional differences in the estimated equations were also observed. - For
example, "savings and foreign inflows, and especially aid, have the mdst
Iﬁﬁequivocal impact on growth in Asia and the MEditerranean'coﬁntries...;
toefficieﬁts are distinctly lower for the Americas and_bareiy éignificant“
l(?apanek, 1973;I23).

?inally, a relativélﬁ recent survey arﬁicle.by_Paul_MbsleY (1980)
attempted to determine whether the relationship be-:ween-fdtgign aid n;fléﬁ_s
income and savingg-estimatéd usiné 1960°s or earlier data wpn;d'hold over -
different samples and different time periods, as well as whether a.lag
structure would improve the results.

Using data from the 1970‘s he estimates by two—stage least squares . a
: godel of lagged response of GNP to aid for a sample of less'developed
countries stratified by income level. The coefficients bf determination for
the.equations where growth of GNP is the dependent variable are generally very
low. Only "between 4 and 25 percent of growth in LDC'# in the'1970;s is
explained by domestic savings and capital flows from abroad (Moslev, 1980: 82).
Mosley goes on to add that "this poor explanatory performance is not surpris-
ing, given the number of other variables that can influence growth . . . but
it does‘suggest that the investment/GDP ratio, once seen as an over-ridingly

important determinant of growth in ILDC's must no longer be seen in this way"

(Mosley, 1980: 82, emphasis in the original).
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When the countries are stratified by income level, aid is seen to be
positively correlated with growth in the poorest countries but negatively
correlated with growth for the middle income countries. There are alsc many
differences between donors: U.K. aid is positively and significantiy
correlated with per capita output growth, French and Scandinavian aid is
insignificantly correléted with growth, but U.S. aid is positively correlated
only in the middle-income countries.

Whether the analysis focused on the aid-domestic savings relationship
or their value in explaining economic growth, the'results obtained by most
analysts are weak, and on occésion contradictory. The weakﬁess of the
results obtained reflects both the weakness of both the conéepts and data

utilized,

First, a savings function must explain savings behavior béth'by the
public and private sector. Tt is difficult to the eall the savings functions-
estimated in the 1970;s,such ag those by Welsskopf, as functions_eXplaining.
savings behavior. The microeconomic foundation of such functions is espe-—
cially weak since savings or investment are seen solely as an alternative to

consumption rather than as a way of redistributing consumption in a temporal

Sensea.

Second, the analysis focused on net capital inflows—-—often estimated
through the current account of the balance of payments not aid. There is
little assurance that the inflow while "capital” in one sense, did not in
fact add to domestic consumption rather than savings. But this should not be
viewed as an indictment of aid. Econcmic assistance during these earlier
periods of analyses was a much greater proportion of capital inflows-than it

is today. But it surely was not the whole--and the proportion tended to

vary significantly country by country. Mosley's results point to the fact
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'that the relationship between aid and growth is stronger in the lower income
-countries where the ratio of assistance to total capital inflows and to
‘domestic_investment is higher.

Even when aid is looked at separately, it is'quite evident that scﬁe{
‘forms of ald are much more likely to involve raising domestic consumptioﬁ than
' 1#vestment. Roughly 20% of U.S. assistance for example over the years has‘3::.
:consisted of food aid. Tt is doubtful that any significant portion of such
aid resulted in increased capital formation of the recipient.. Indeed under
provisions of PL 480 an effort is. made to assure that food and shipments will

not substitute for other. commercial food shipments - and thus add to. total

 congsumption. Similarly, there is nc'presumption that USAID p:agrams involving

budget sﬁpport under.thé Tconomic Support Fund (ESF) ordéimilér p?evidus
programs result in additional capital formation. - Thus it is quite |
important in any further anélysis'to (a) disaggregate.ﬁetween.aid.and
.other capital inflows; (b) to disaggregéte among countries at différent
levels of income; and.(é) disaggregate between different kigds.qf aid in

terms of its relationship to domestic savings and consumption.




3.3 Development Assistance and the Foreign
Exchange Constraint
Given. the extensive attention given to the role of aid in relieving a
foreign exchange constraint in the 1960's, very little empirical evidence
_-exists to suppért the hypothesis that development assistance has indged
. Eéen-an effective instrument in overcoming such constraints. What little-
" evidence does exist suggests that devélopment_assistance has not haa'a
IPQSitive'impact on gfowfh via_ifs effects on.éountry foréignuéxchaﬁge.
. availébi1ity; |
'Massell, Pearson; énd Fitch (1972) looked at development'aSSistance:

in its role of augmenting foreign exchange availabilitym: They diétinguiShgé-'
_threeféomponegtsE expérts.of gbﬁds and services, net publié.fbieigﬁ_cépif§i
inflows, and net "pfivaté- capital i_r_lf'iows-. Using both la.gged: and current -

' vs;ues of these véfiaﬁies, Maésell;légﬁél, concluded=that theithréé ﬁypes-bf _
féreién exchange feceipté have markedly different effects ongﬁérious indicators
of development'Such as annual gross fixed capital formation, GN?, énd aggre;.
gate imports of goods and services. 1In terms of overail impact, private;cépitalsfiﬁ
inflow was Jjudged to have the greatest impact on all thfee'of-the above |

indicators of development. Each additional dollar of private foreign capital

infiows were judged to have the greatest impact on all of the above three
indicators of &evelopment. Each additional dollar of private foreign capital’
‘was estimated to generate approximately one dnllar each of imports, invest-

_ menﬁ, and GNP within a two-year period. Publiic foreign capital (most of
- which was foreign aid) resulted in a smaller net increase in imports and:in
investment and is "quite ineffective in stimulating GNP." There is, of

course, the same difficulty in interpreting these results as in evaluating
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the relationship between assistance and savings. The successful countries
are able to resort to private capital markets.

Tn addition, there are some cases in which large infiows of aid
:essentiélly of a program type have occurred in response ﬁo a perceived'ﬁéed 
" to .shore up the very shaky balance of payments position of a c0uﬁtry where
a donor has a special féreign policy interest. Sometimes this has been
done in cénjuhction with IMF stabilization programs as-in Turkéy;.sométimés
indepéndently. In.such caseé, it could be argued that the influx of
assistance either permitted the implement;tion of é libefaiizatiOn-prOgram
with positive long-term growth effécts or enabled a.récipiéﬁt'to avoid a:
significant domestic retrenchmeﬁt which would have adveféglf éffe@fed gr§Wt£.:*
But because assistance of this kind is freduently extended to;cbuﬁiriésf
with low overall growth patterns, any positivé effect that aid ﬁayfhave
had in averting a crisis does not show up in cross couﬁtry anlavses of the
.type that have been atteméted. Also, where aid was exténded,-sometimes'
in massive amounts, in the absence of a good economic policy framework,
it tended te have little impact on growth either im the short or the longer
term.

On balance, it would seem that given the small size of economic
assistance relative to foreign exchange availability in most countries, the
importance of the countries' own policies in determining their balance of
payments situation as well as the inherent conceptual difficulties'associated_
with the "exchange constraint" concept, little weight should be attributed

to this mechanism in gauging the effectiveness of economic assistance.




3.4 Productivity Growth and Policy Reform

Analyses of ald in the past have tended to treat all forms of aid as
one and treat all aid as capital inputs. In a sense aid is that. But the

methodology thus constructed does not capture the effects of aid in causing

' productivity growth, and thus there is a presumption that on this count at

least the benefits from ald have been underestimated.

‘The important potential of aid in raising factor productivity'wﬁs
recognized in the recent.study by Mikesell [1982]. Using developed counfry
e#timates, thia stﬁdy focused attention on the fact that growth in féétor
inputs typically explains only a portion of ocutput growth; What he did not
mention are studieé that show that in the developing cduntries growth in factof
inputs tends“to-explain even less of total output growth than in the developgd-
countries., Mikesell did not attempt to explore sysﬁematicaly}the effect of
assistance activities in raising prdductivity. To do this requires a
disaggregation of aid by type.

A significant portion of aid programs consist of techﬁical agssistance
efforts. The objectives of these activities are to raise productivity by
introducing new, more productive technologies, training, improvements in
management, all of which can have an impact on improving productivity., While
in theory these activities can have a significant positive impact on
development this impact 1is not readily measurable. This is in part bhecause
their output is diffused among sectors, in part because they often are
provided in the context or become a part of a capital project.

There is substantial evidence that the techniclogy transferred to

developing countries through the technical assistance efforts of aid agencies

in ggriculﬁure especially in the introduction and spread of the HYV has




but also in raising productivity of a significant portion of the population

greatly contributed with the rapid expansion of agriculture output (Chapter
9). Similarly, recent information about the effects of the intermational
effort to eradicate onchocerciasis suggest that this techmnical assistance

activity can have significant long-term effects not only in improving healch

in central and West Africa. . L
. :

There are many such examplesz. However, there 1s a deﬁrth of

information that svstematically evzliuates the effect of technieal assistance

efforts in raising productiwity in individuai_cauntries or in individuwal
sectofs across countries.

Training is another significant component &f aseistance programs.
Economic returns to projects invelving humnn resoufce development in
developing countries have typically been siiown to be guite high. But there is
limited information relating to the aggregate effect of training in raising
productivity in the recipients (Chapter 7).

In general evidence about how aid promotes efficiéncy, through tech-

nical assistance or through the introduction or spread of more productive

technology, training or other mechanisms that tended to raise factor
productivity, has not been systematically studied. It would appear that

an important area of future inquiry on the impact of assistance should be

its effects on productiwvity.
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3.5 'e': .= 70 Some Conclusions |

.:In-summary,”it iszeieef:that:ee'cannof“cenclude on tﬁe-basié-ef théff
-necross-country e§1deﬁce that.eld geeerally and unambegeously has.had a Slgﬁiflwii
:Qcant_9051t;ve.effect on developlng country-growth; At best the evidence %7”'”:.
E“eﬁggeetsiihat such a general 1mpact when it has been discovered has been
'ﬁedest. ‘This Lledlng is ﬁot unexﬁected given that éld.ls biased- toward g
ecountrles that (a) "heed". 3551stance because of poor berformance and“(b) th@
1ower_relative importance of_ald.as a'cep;tal.lnput 1n-total saylngs_and: :
investment in ﬁhe md?efsﬁccessfﬁl ;oﬁﬁtfies.-"Aid is likely £9 be ﬁ;fé
impertant when the ceunt;y ie.poofer'; since othe:'flowe”are.lees iﬁﬁprteﬁ;::?fi“
and domeetic savings*t}picallf loﬁer;e.' R |

The nature of aid's contribution depends on the kind of aid provided;_;

Most analyees suffer from the dfawbac# of lumping all aid tegethe:i¥-ﬁhe#¥e55;
it is well.kﬁowﬁ ehat:there are gfeet differences between.the.edteﬁfiallée
1m§act of for e#ample, a road progect,.a food aid program and a pregfam of
technlcal assistance de51gned to 1ntr0duce a new technulogy; The 1ump1ng of
ail types of aid together has also had the result of focus ing attentlon on .
the_role of aid-as a capital input or as an addition:to.f0reign{eXChangeé::
eafnings. This tendency.in turn has resulted in neglecting foeevaluatéeéiaié
impact in raising productivity - and as such has probably led to a geﬁe?elT
underestimate of the positive effect of:aid.. |
Finally, whether a country takes advantage of the potential that:ai&
-in its many diﬁensions offers clearly is a functien of a coeniry'S'own |

econemic policies. These can also be affected by the donor-recipient rela- =~ ..

tionship - both the economic policies and the donor-recipient reélationship
are.country specific and can best be examinéd in a single country context. .
‘It is only through intensive analysis at that level that further insights:-on

- the macroeéonomie effects of aid are likely to be developed.
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| THE TRADE SECTOR AND ASSISTANCE POLICIES

There is perhaps no secter of dev910p1ng countriee economiescabouc i_iﬂg
LWhlch more has been 1earned than the trade sector. And there is ne sector'.
in Whlch the pollcles adopted are more crucial in affectlng all aspects.
of~ecenomic act1v1ty and the.ogtcome of other-eectoral programs.

The'iﬁterrelationships between the.traﬁe sector, trede poiicies,eaéai

the effectlveness of aid are complex. In couﬁtries where tradefaﬁd'

-exchange rate pollc1es have been unreallse1c, aid progeccs in other sectorsg?”

of the economy have often been adversely affected and ald resources haﬁe.'ﬁ
been significantly less productive than in cases where trade and exchange
rate policies have been approprlate.

In this chapter, the lessens that have been learned are reviewed.:c'.
Of necessity, we start by sketching the relationships between.ovefaileﬁfade"
and exchange rate policy, general develcopment performance, and ald Wei
then proceed to indicate how the productivity of aild is affected by the
types of trade policies pursued, illustrating with examples from the

experience of aid policy in the five countries.
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[ 4.1 .~ The Exchange Rate, Trade Poliéy and Development

- B .. :It hé# long bee@ aéaepted bY economiéfé-that free trade_is thé,:7 ]. -
A .;-::ecpnbmic policy that will provide the most rational.resourde éllécétion

except in special circuﬁétances.lj Under such circumsféncés; a upified=%'
exghange'rate (eithér fixed or floating) would insure that relative

domestic prices equalled those on the international market and thus ﬁhati‘
producers would act in accordance with comparative advahtage;

However, when establishing policies they believed would foster rapid.

economic growth, policy makers in most of the developing countries rejected
the notion of comparative advantage. In par: this was. because the doctrine

was misunderstood to imply that they would always precduce only primary

commodities. Two different, not mutually exclusive, reasons were given.:3
Some believed that the potential for increasing export earnings was severely

limited {(so-called "elasticity pessimism"). Others wanted to encourage

the development of domestic industries which it was believed could not

start without a considerable degree of protectiion from impcrts. Policy

makers in developing countries generally chose to adopt quantitative

restrictions as a means both of protecting of domestic industry and of
restraining excess demand fer foreign exchange.

Once in place, such restrictions tended to become incrsasingly severe

over-time.gj Both becausa the demand for imported machinery and equipmeﬁt

rose with efforts to stimnlate development and because import demands tended.

-to be underestimated, excess demand for imports increased with time. Instead'_

of altering the exchange rate, the authorities in most developing countries

chose to restrict imports through licensing systems and other mechanisms.




The results were two—fold: .(l) The increasingly restrictive 1icensing syétém‘
conveyed higher and higher levels 6f proteétion to domestic prodﬁcefé}of ;
import-competing goods. (2) Failure to'édjust the exchaﬁée'ratezmeaht.thét :
produCtioh foriexport.was increasingly unattractive reiative to ﬁrodﬁctidﬂ:‘-
for thé domestic market. |

In consequence, export eafnings failed to grow at thé same pace as fﬂé'
demand for imports, and tﬁe disequiiibrium in the system intensified 6verj- 
time. For present purposes three points about this system are importaﬁt .
to note: (1) domestic relative prices provided poor signals for.evalﬁating
the ttue relative attractivenmess of alternative production activities;
(2) exportable production was discriminated against via the é2changé rate
overvaluation, the high cost of domestically-produced import éubstitutes
and also by the pull of resourceg into heavily prdtected import-sgbstifufing-
industries: and (3) because of the dislccations caused by increasingly
severe balance of payments problems, rates of economic growth tended to 51q§
down over time until corrective action was taken. Thus, many developing -
countries experienced "cycles'" of growth. First, a balance-of-payments
crisis would force a slowdown in economic activity. Finally, the situatiﬁn
would become sufficiently desperate so that the regime would be liberalized
and the exchange rate altered to a realistic level. There would then follow
a period of slow growth during which export earnings would increase and im@ort
demand would be relatively low due to the low level of domestic incomes.
When foreign exchange reserves started accumulating the authorities wﬁuld
again relax the import regime. Imports would boom, domestic production

would expand rapidly, export earnings would fail once again to keep pacé with

rising imports, and another balance-of-payments crisis would ensue.éj
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4.2 Relationships Between the Trade Regime and Development Assistance :

In the context of the aid relatiﬁnship, the inner—orienfed,.ﬁighly -
restrictive trade policies aqd unrealistic exchange rates had.sevgral
implicgtions. First, aid effort5 to assist certain key sectors of #he 
'economy'were less successful than they would have been had the e#chénge
-rate been_éppropriate; Sééond, some projects that appeared worthwhile
at prevailing domestic pricés and exchange rates were in fact economiCally;
unsuitable when realistically evaluated. Third,'during the perigds dufing;
which foreign exchange "shbrtages" were becoming more sfringent, aid
receipts substituted for export earnings and as such permitted nonroptima1  i.
economic policies to persist longer than they would have had aid foreign
exchange not been available. TFourth, aid assistance with the transitiog

from restrictionist to relatively more liberal trade policies had an

extremely high payvoff, and was one of the most effective forms of assistange-
possible., Fifth, the experiences with the trade sector demonstrates the
difficulty of sectoral assistance programs which are indeperdent of overall B
macroecononic policy evaluation.

Each of these lessons is extremely important and is discﬁssed in more:

detail in the subsections that follow.

Disincentives for Agricultural Production

That aid assistance to some key sectors was less effective than it
might have been is aptly illustrated in the case of agriculture. Here, many

aid prcjects were designed to increase production of selected key commodities-

often by subsidizing inputs and credit in an effort to make production
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more profltable and hence more attractive {Chapter 9) In many cases,

however, the value of the implicit subsidy to inputs was far lass than the

disincentive inherent in an overvalued exchange rate. 1In India, fbr eXample,

' the overvaluation of the exchange rate in-the early 1960's constituted af '

tremendous disincentive for producers to grow export crops (Bhagwéti andi-'““
Srinivasan, 1975). The relative domestic prices of these crops (inéludiﬁg
especially rea and jute) were so 1oﬁ that supply failed te grow as'raﬁidly-*
as it would have at more faverable prices and India's share of the world
market fell sharply. Meanwhile, agricultural assistance projects were
addressed to increasing the supply of these and other commoditiés {Chapter
11y,

More genmerally, the failure of agricultural production to grow at
satisfactory rates in many developing countries was at least in part a
function of the relatively low prices producers received for their outputs.
Those relatively low prices in turn were a reflertion of the exchange rate,
which would have been more realistic had alternative exchange rate and trade
policies been pursued. Assistance to emncourage agricultural production
would have had a substantially larger payoff in the presence of realistie
exchange rate and trade policies.

The same conclusion pertains to industrial activities with export
potential. Imn the developing countries which pursued inner—oriented trade
policies, the traditional export industries were generally at a disadvantage
contrasted with the newly-developed, import substitution industries., In
many of those instances (again including India where there was a special
Export Promotion Unit within USAID), aid projects were developed to encourage

exports. Those projects would either have been more effective or unnecessary

in the presence of a meore realistic exchange rate.




Evaluatioﬁ of P;qjecté

Use of 'border" or intérnationél_pricés.is approﬁriateffhr evaluatiné
the_benefits énd costé df.individual3pr0jects (Chapter.S).. Even.wﬁen' "
analyéts are.fully'aware that domestié prices diverge fiém'intefgational

prices, adjustment of estimated costs and benefits to take these'divergénc§s '"

! into account is difficult.

In early aid experience, however, even those adjustménts weré'seldom;. s

attempted and project evaluation (which is probably one of the areas where

? aid made a considerable long-run difference to developing éountriesf

I governments abilities to allocate their internal resourées moré.rétiﬁnalij: 
than had earlier been the case} was generally based én éxisting pfiéés;

Some aid-financed projects, especially in the industriéi sectof;-turned o&t F'
to be in industries and sectors which were heavily protected and in whiéﬁ,;.

4f

therefore, allocating resources was wasteful.—

~ Among the lessons that have been learned by almost all foreign assistance

agencies is the importance of svaluating projects at international prices.

Moreover, it is becoming increasingly widely recognized that, if the exchange

rate is permitted to become significantly overvalued for a protracted time =
period, and if the exchange control regime is increasingly restrictive, project = RN

evaluation becomes subject to increasingly wide margins of error.

Asszistanece as a Substitute for Export Earnings

Especizally in the 1950's and early 1960's when the cumulative difficul-.
ties inherent in restrictionist trade regimes had not yet become evident,'
- governments recognized that their "foreign exchange shortages' constituted

an effective constraint on their ability to undertake investment projects




énd pérmit'rapid ecdnomié growth. In many iﬁstances, transfers §f aid
permitted éignificaﬁtly'higher levéis of inﬁestment_in-fhe shotﬁ.fun

- than would otherWise ha§E'been poésible, given available.éourceé of foreign
exchange. And, given- that trade and exchange policy was-whét is h?s, théfé _. ’
can be little doubt that foreign aid permitted growth at rates inrexcessi ':

of what would otherwise have been attainable. However, since the dis—

location associated with increasingly restrictive trade policies inevitablyfﬁ_ et i

implied a slowdown in growth rates, aid may have postponed the time-at-
which governments were forced to take corrective actions.

This does not mean that all foreign assistance during periods of
restrictive exchange regimes were counterproductive. .On the contrary,
it can be argued that some forms of assistance (such as transport develop—
ment, increasing productive capacity in agriculture, and eduCational_
investments) provide the resources with which a country can beqefit when
its economic policies are appropriately realigned. 1In the absence of such
preconditions, the benefits accruing to the adoption of ratiomal economié
policies may be small because of infrastructural and other supply bottlenecks. .

This is amply illustrated by the Korean experience (Chapter 13).-
During the 1950's, when American aid was at its peak, the Korean government
pursued a highly restrictive trade regime. Although the growth rate was
mederate, infrastructural investments undertaken with AID support, expansion
of educztion, the delivery of inputs to the agricultural secter, and other
activities were undertaken.

The trade and exchange rate policies were gradually reversed from 1958

to 1961, after it was recognized that American aid would not grow at a rate

that would permit domestic economic growth. Eorea's rapid economic growth




ﬂiﬁ the 1960's was in marked contrast to the.moderaﬁe'gfowth of*ﬁhe11950'§gﬁuif:.

and the struéture of thepeéonomﬁ-waé transformed. To say tﬁat aid}had ﬁ§f? 
been productive in the 1950's would cleérly Be mistakegg“many'of:éhe_ﬁroiéétér  f
then undertaken were essential to permitting the high fatelbf:éipaﬁéioﬁsiﬁi;”'
the 1960's. chevér, it ié also the.case that the aﬁailabilityiqf_fofeiéﬂ"p
gxchahge froﬁ aid sources in the 1950's permitted thenpérpétuﬁtidn-éf B
multiple exghange rates, rapid inflation, and a highly restrictionist-tréﬂé.'
regime longer than would otherwise have been possible. |
Although understanding of the development process. is nqﬁ yét.adeqﬁagé
to permit precise determinétion of when foreign assistance simﬁly becqmes 
a substitute for needed domestic policy reforms, there has Béen-gfowﬁng
awareness of the problem. In some instances, American political interes;é;-
H have dictated that assistance should continue in instances wheie AIﬁ_
officials were well aware of the shortcomings of domestic ecdnoﬁic
policies. The political constraints upon aid levels are prﬁbably a more?

impertznt deterrent to reducing aid in instances of extremely irrational

domestic economic policies than is the lack of understanding of the problem.

The igsue is inherently a difficult one, both because assistance can

provide the foundation to support later growth and because it is difficult,
if not impossible, to evaluate the feasibility of changes in economic policy.
In scme instances, efforts by foreign donors to persuade aid receiving

countries have had the opposite result, and it is exceptionally difficult

for anyone to evaluate the scope for policy changes.

Facilitating Policy Changes

While some aid may have been counterproductive in permitting ill-

advised economic policies to continue longer than they otherwise would have,




a highly productive use of aid resources has been to-encouragé an&-facilitate'
the transition to more realistic policies. Of necessity, any such tran31t10n  ;_

5/

is extremely difficult and politically hazardous™ (Cooper, 1971; Krueger, 1978)
1t usually starts from a point of extreme dislocation and a balance of

‘payments crisis. Even if economic policies are reailgned appfoprlately,.
country which is constralned t§ rely upon its own sources of foreign exchénge.
to finance 1mports durﬁng the transition is likely teo have to undergo a
prolonged perlod of recession if it is to permit the domestlc economy to.

make the necessary adjustments. This increases the iikelihoed of polltlcai

difficulties,.a_Change in government, and abandonment of the program, |

Foreign aid can permit an increased flow of'imports_(Or at.leaét prevent i

the necessity of a reduced flow) during the transition period; thus

permitting a higher level of economic activity consistent with impoft
liberalization. An outstanding example of_the productivity of this sort

of use of foreign assistance is the Turkish devaluation of 1958. There,

the realignment of policies was accompanied by an increased flow of imports.

Inflation was reduced from the double-digit range (in excess of 20 percent)

to less than 5 percent, while simultaneously export earnings grew rapidly

and the rate of economic growth exceeded 5 percent in the vear folloﬁing

the change in policies.
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4.3 S _Ehe-tinkage Between Macroeconomic and Sectoral Poliey.'

Ae the above discussion.indicefes; there are ﬁejor'difficdlfieS'ini:;r?f
carrylng out. sectofal a351stance programs 1ndependently of any- assessﬁeet of
overall ecbhomic policies. Not only is knowledge of the trade and payments
reglme (and of other aspects of domestlc economlc p011c1es) essentlal for   _:f
'approprlate pIOJECt evaluatlon but. e331stapce can have vastly enbanced

payoffs when undertaken 1n the context of approprlate domestlc economlc

policies.

There is little question that appropriate relative prices and rewards T

for producers' economic activities are the most importent:Single iﬁdﬁee@eﬁéfe“7
to rational resource allocation. That implies that fo:eigﬁ aSSisienee ;;i
devoted to facilitating production increases in sectors where_feietivee;e:
prices are depressed by domestic economic policies is far lese'effective1
than it weuld be were relative prices appropriately aligned.' While-ié'ié;'
impoesible te set forth a single formula to.cover.all cases; if wouid"
certainly appear to be the case that aid donorsfwillingneSs to increase e.
and decrease recipients’ shares of aid in respoﬁse tq their:domesticn 
policies, whether or not they engage in policy dialogues with reeipienﬁ_

countries, would enhance the overall productivity of aid.

.
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-Fdothotes_

These circumstances were originally undérstood to include su¢h,phénomehg:?g"

' as the infant industry argument; the presence of externalitiesy and

other distortions in the economy. In recent years, ‘however, it has come .
to be.racognized.that"infmostfcircumstanCes,.intervéntidnsjdther_thaﬂ *

trade policy will generally yield an economic outcome superior to a .
departure from free -trade. Moreover, economists have come to question: ..

whether, even if the optimal intervention cannot be_uﬁdertakén;-a;

trade intervention will have the desired result (Baldwin, 1969).

= The reasons. for this tendency have been analyzed in numerous’ cases. i i

See, for example; the USAID-sponsored..country stu&iés-ih the-NationaIf: g“ L
Bureau ¢ Economic Research project on Foreign Trade Regimes and . S
Economic Levelopment, the results of which are summarized in -two volumes:

(Bhagwati,.1978; Krueger, 1978;.Little,;ScitpV$ky agd'Scptté1197Q).~: ;;'1_:;i

This_ppocéss'is'described'in detailffdr_Turkey_in'Chapter-14-' F§r &E:'i“
description of this cycle as it applied to Latin_AmErica,-see.(Diaz—;;f{a
Alejandro, 1981). ' Lo L o : P e

" See, for example, Chapter 14 for a review of lendiﬁg-attivitiésidf'tﬁé_'” 

Tndustrial Development Bank of Turkey, which was jnitially USAID-financed.
While the Industrial Development Bank later adjusted its criteria as .
economists learned about the dangers-of.using'domesticfpricegg;soméﬁﬂ.‘c
Industrial Development Bank projects-as well as some directly AID- [

financed projects (including especially the Eregli Iron,andrsﬁeél_ﬁilljffﬁ.?
turned out to be high cost import substitution activities. ' R

(Cooper, 1971; Krueger, 1978).
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* This chapter was_prepared by Anne . Krueger with the assistance of
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Cost~Benefit Analysis

The preceeding chapters have foéussed.upon the macroeconoﬁic
impact of assistance. 1In fact, howé%er, most foreign assiéﬁance
--multilateral as well as-bilgtérai -- has been e#fendedi iﬁ
support of specific projects. Thege projeats_have been spe§1££§
investments, or series of investments, in partitulaf fields Cem
irrigation, electfic-power, roads, failroads, telephone, pdrté,
health, education, and saniﬁation, just to name som§ of"the

1 . o
prominent ones."/In subsequent chapters, substantive issues and
lessons emerging from experience in these sectors, and experieﬁce
in particular countriées are reviewed.

In this chapter, the purpose is to provide an overview of the
teﬁhniques of analysis that have been developed aﬁdVAppliéd'as_a 
means of attempting to achieve an efficient and rational
allocation of aid {and other) resources. These techniques, known
as '"cost-benefit" s=nalysis, were gradually developed over the
period sgince 1950 in response tc experience countries had with
their public investment programs.

In the early days of assistance efforts, projects appear  to
have been financed with little prior planning or evaluation. Many
of these encountered encrmous difficulties due to a variety of
causes:huge cost cverruns; long delays in implementation; low
utilization rates of completed projects due to poor planning (as,
for example, when there were no feeder roads to serve a main road
or when railroad and road capacities were expanded simultaneously
and independently to carry the same traffic), misestimation of

demand levels, or technical difficuities.




Economists and others concerned with improving the «fficiency
of resource u% .lzation began devising techniques of analysis
with which proj. “"s could be ‘Yevaiuated' ex-ante, to insure that
the, w< 1d contribute significantly to development effczts. By
e 1980@, <ogt-benefit analysis has been wi;afy accepted as aﬁ
ingtrument aros~!: which projects should be appraised. Not only
have ‘'«ye&® nment assi_tance agencies (including US AID and the
World  Bank! themselver used cost-benefit techaiques (and

art.icivaced in their development and refinement), but they.have
been leaders in getting developing countries themselves to adept
variants of cost-benefit analysis for their own investment

2/ |
programs.

Many observers believe that the transmission of 'cosﬁ-benefit
techniques to developing countries may in itself have comstituted
one of the enormous contributions of foreign assistance. Arnold
Harberger, for example, insists that the bgst assurance
development assistance agenéies can have that aid expenditures
will be effective '"must come from the massive and rapid
improvement of the procedures by which less developed countries
avaluate their own proiects," (Harberger, 1972: 638).

As discussed in this chapter, cost-benefit analysis is a
technique used in the aid evaluation process. However, it shoﬁl&
be borne in mind that, using cost-benefit techniques to help
recipient countries prepare projects for aid financing is

probably simultaneously training government officials in those

countries to use the same techniques for other projects.




5.1 What is Cost-Benefit Analysis?

Cost-benefit analysis ie a process, which, by its naturé; '
imposes a discipline on officials involved in deciding upen. the
projects to be.uﬂdertakén-in aid (and other) efforts.. Im “its’

£inished fofm, the cost-benefit analysis for a project providés;

 officials with an estimate of all the project costs and .of the

stream of benefits likely to accrue from a pgrﬁicular- pfojecﬁ._
Howevef, those estimates themselves require éffbrt: ésfimétion-bf
the costs .of é'project reguires edgineering and other inputé;
and, indeed, a plan of work to construct the item -- dém, port,
road, steel mill, or whatever -- under consideratiﬁn..' |

Some believe that the discipline of obtaining careful
engineering and cost plans in itself is a major guarantee againét
project failmres. Mascn and Asher, writing about the World Bank;
asserted that "The Bank's painst#king orocedures for ﬁhe.
identification, preparation, appraisal and supervision '.6f -
projecfs account not only for the absence of corruptton-but.aléd
for the fact that, with few excepticns, 1its completed ﬁrojec;s
hszve done about what they set out to do and have resulted in
rates of return in excess of the rates of interest paid."” (Mason
and Asher, 1973, p. 699).

However, cost benefit analysis goes beyond this to examine the
benefits that will accrue to the project. This typically focusses
attention upon the probable demand for the projsct's output --
the reduced costs of truck haulage resulting from a better  road,
the wvalue of electricity produced at a hydroelectric site, etc.

-- and, when done properly {in the context of the overall program




for a particuler sesctor of the ecomomy, such as transport), can

influence project design (by making it to a more appropriate

scale, insuring the ancillary investments that will make the

investment wusable or altering the investment to make it so) to
increase the benefits from it.
Thus, even the discipline of trying to estimate costs and

benefits can lead to significant improvements in project design

and execution in ways that reduce the scope for horrible mistakes

and increase the probable payoff from the project.

However, cost-benefit analysis goes beyond this simple

planning procedure. Early project evaluation tended to estimate

benefits and costs, take the ratio of them, and stop there.

However, in the context of the economies of developing countries,

and especially those that adhered to umrealistic exchange rates

and protactionist trade regimes that drove the prices of import-

substituting goods well above their international prices, it

became evident that merely estimating costs and benefits ' in

financial terms was inadequate. It is pointed out in the Turkey case

that some larger aid financed investments were inappropriate precisely

because such adjustments were not made in the cost-benefit calculations.
The biggest and most important refinement in the technique

has been to evaluate both inputs and outputs at international

3/

(border) prices, rather than domestic prices.

Thus, some of the projects that were financed in the late
1950s and early 1960s that proved to be uneconomic, such as the

Eregli Steel Mill discussed in Chapter 14 would not be

undertaken todey. This is because project planners would use the




internatibnal, rathar than the domestic, priée bf'steel-in-making'
tﬁeir evaluations in moﬂérn conditioné. |

Other adjustments are also.foccgsionally m@de, Iﬁ'“soge
developiﬁg countries,. whgre the wégé'rate ié'artifiéiﬁiiy-_£;gh; 
project evalugti@ns have beer made using the-"shadcé"'wage_fiatg::
for labor (i.e. a number more accurately.réflecting the cost of
the labor). 'In countries. where crédit rationing at #rtificially
low interest rates is.preValent, project eﬁ%iuatﬁrs-us& "éhédow“.
interest rates ﬁore appropriately reflecting the:oppdrtunity c§st
of capital; |

When benefits and costs are'Bcth.estimated (at present prices,
so that the artificial effect of inflation is netted out),_.the
benefit-cost analysie is completed by transfqrming'the estimates
into either a benefit-cost ratio, or prefgrably, an estimate of
the eccnemic rate of return on the project. Obviously, 'the _
econémic rate of réturn must be positive, and usually a .cutoff
number, such as 10 percent, is chosen.”™ When the banefit-cosi
ratio itself is used, some minimum cutoff point is also chosen,
with the benefits estimated for a "typical® year in the life of

the project.éj

It can be argued that any criterion of project evaluation is open

to the criticism that the analyst may be excessively optimistic or

pessimistic or that some agencies bias the estimates to obtain favor-

able estimates of project bemefits., But the advantage of going through .

a formal cost-benefir analysis is that the numbers and procedures can,

be critically reviewed.
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5.2 Bow is Cost Benefit Analysis in Fact Used?

A great deal more can be.done with cost-benefit anhlysis fﬁ:
the hands of a good user: the analyst can test how:sénsitive fs
his estimate by altering his assﬁmptiOﬁﬁ {aé to the ieﬁgth fofi.
time before the project comes on stream, th_.e. future world price _
of the commodity, and so on). He can examine altefnative'ﬁrdje;ts
that might £ill the same general nee&s to choose.-thdt whicﬁ';
yields the highest rate of return, and examine alte#nativé
techniques that might be chosen (hydroelectric.or thermal .pqwe:;"
truck or rail transportation, etc) to ascertain which is likely _

to be most economic.

To be sure, there are some unrssolved questions. Recently, =
some users of project evaluation techniques have advocated thg'
use of "distributional weights', thus giving larger 3weigh;s-ﬁoa7

| benefits aceruving to the poor than to the rich as the result of a

project. Others, most notably Mishan (1982) have dissented

strongly, arguing that valuation of outputs and inputs should

remain independent of judgements over ~income distribution.
Another difficult issue pertains to whether it makes sense to use’
a set of "shadow prices" for public sector investments when thé
private sector is maximizing subject toc market prices.

However, actual wuse generally falls far-short'of'eﬁen the

modest sophistication of adjusting for shadow wages and interest

rates. Indeed, in a review of aid projects, Morrison and

Arreaga~-Rodas (1981) found that cost-benefit analysis was not
always undertaken and that, even when it was, border prices were

not alwavs used.
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Others, such és Téndler (1975) have ?ointed out that -

ﬁrbject loan officers are under pressﬁre-within their agencies to
“produce! projects within.a time period that corresponds with the
budget cycle. There is thus a possibility that 1oan§ officers-may'
:undertake project evalustion with an eye to justifying a pquéct'
already decidéd upon. |

Despité-these concerns, there can be 1ittle_doubt that-é great
deal has been 1earnéd about the management of projects over the
past sgver;l decades, and that techniques of préject evaluation
have contribufed importantly to improved effectiveness of aid.
While' it may be the case that some projects  are still not
evaiuated according to border prices, the present situaﬁion_ is
nonetheless vastly different than that prevailing two deéa&es a%o
when no one even thouglt about the relation between border_ énd
domestic prices. It is undoubteddy the case that the discipiine
of project evaluation itself enables better projects to be
undertaken. In addition, as mentioned at the outset, the exgréise
of project evaluation undertakén by representatives of donor
governments also provides officials in recipient countries with
experience in these techniques.

in terms of what has been learned about techniquéé 6f

improving living standards through foreign aid, it must be

concluded that progress in developing and improving cost-benefit

techniques has been among the most valuable and important.




Footnotes

Aid financing to the private sector, and private sector projects,
has sometimes been done directlv. However, it has often nroved
administratively preferable to establish Development Finance. _
Corporations {(DFC's) to finance private sector projects. ' These -

" DFC's have been leaders in utilizing variants of cost—beneflt

evaluatlon for prlvate sector pIOJEQtS-

For a description and analysis of the ways project évaluation
was carried cut in'a number of - develop ing countries in the mid--
1970's see (UNIDO, 1979).

For a full exposition_of'these:techniqués.and the importance'df
using border prices, see (Little and Mirrlees, 1969; Lal, 1974).

In the early days of aid, project evaluators sometimes mistakenly
used a cutoff rate of return equal to the actual (and artifically
low) cost of government borrowing in the domestlc market. ‘It is
increasingly recognized that that procedure is far too lenlent in
project selection.

For a theoretical analysis of the relationship of rate of return
estimates to cost benefit calculations see (Radner, 1963).- While
rate of return calculations are in theory preferable to cost benefit'
ratios, ina practice the "big mistakes" are detected by either criterion’
when appropriately used. For a discussion of their use in practice : = -
see (Krueger and Tuncer, 1979). S
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Assistance for Infrastructure. Development

In the past three decades a significant portion of economic assistance

. to the developing world has been concentrated on physical infrastructure{

By this we mean primarily transportation, power generatidn:and diétribution;
as well as irrigation and telecommunication. This emphésis.was much greater
in earlier periocds. For example roughly 757 of World Bank 1ending'between:ﬂ
1946 and 1961 went for transportation and electric power generation.

In 1979'ab6ut a quarter of all bilateral assiétance allocable by sector
went to public utilities. The proportion of World Bank 1ending.to inﬁra~

structure had fallen to about 32% in 1982.




6.1 . ' Emphasis-on_Infrastru;ture'Developmeﬁt

The reasons for the earlier emphasis can be found in a combination:of "~
theoretical perceptions about the development process'and'pragmatic'aépgth' 1’

df:internatibnal_&evelopment cooperation and administration. - On the the§téti¥ ;'ﬁ'

cal side, it was felt that'thé absence of transportatiom; powef;énd;otheﬁfg'i5

infrastructure was an important barrier to ecornomic development for -a variety

- of reasons: (a) a certain minimum of infrastructure is a preconditiom to.

any economic activity and ‘essential to the transformation: of subsiétence: _ '

to market economies; (b) infrastructure activities generatg'significant.@;_-

external economies and as such could provide stimulus to other economic produc—-

tion; (cj the presence of indivisibilities_and.scéle.eéonbmieé;in thesei; ;}1H:;
actifities:made them'attractivé candidates for invéStment in:thé'eyés 0£§?;i}5€”
sﬁppofters of the "big push’ doctrine such as_Rcsensteiﬁ4Rodaﬂ;i- .
Such activities were also conéidered as aﬁpropriaﬁe targeté o£:econ9@ic“j f15*
aséis#ance'by.internationgl donors. The fact that theﬁ_ﬁére.fhoughﬁ_to_g
require large amounts of capital for efficient operation was ¢onsideféd.£Cj*'
require external resources to supplement those of the deﬁeloﬁing.éountriééi.
Their import intemsity made them attractive targets for iﬁtefﬁational donors
that normally financed only the import component of investment. Sinceﬁthey-
were usually in the public sector it made it easier for.donors to obtain.
commitments on related local currency financing and subsequent mainteﬁance.'
The appropriate techmnology for the projects was thought tc be available
from international engineering and consulting firms whicﬁ could be relied
upon to implement the.projects efficiently. Finally, the projects appeared'

to lend themselves more readily to accurate economic calculation of their

future costs and benefits.




The decline in the proportion of economic assistance dévotéd to
infrastructure over time is due to several factors:

Tn the first instance, the simple fact that a number of ptojectS'ﬁere
financed means that some of the developing countries' needs héve béeﬁ f%llgd;f_"
Notwithstanding the significant infrastructure needs-présent'in many pa#t$' 

B of Africa and elsewhere, the developing world as a whole téday-'has moréf:'u
- developed infrastructure systems than thirty years ago. This is éspecially

true of such sectors as multi-purpose dams, railroad ‘systems or truck roads.

This is not to a small extent dus to the efforts of international donors.

At the same time the balance has shifted because of shifting perspectives

about the nature of the development process and the appropriate role of

infrastructure projects. A second factor was that some probléms arose in
implementing projects and in their contributjon to development resulted in-
shifts in the nature of the infrastructure projects themselves. The lessons

that can be drawr from this experience are outlined below.

Linkages to Other Sectors

The notion that infrastructure development would alone lead to expansion
of economic activity was never seriously espoused in development practice. .
Aside from the fact that historical experience suggested that in North
America, for example, a lot of infrastructure followed rather than preceded
development, it was clear early on that.(a) a variety of other constraints:
(e.g;, human capital, organization, technology) need tc be addressed
simultanecusly to stimulate the growth process; (b) unless capital infra-
structure was fully utilized, it entailed huge costs in capital - the very

" factor that was extremely scarce in developing countries.




The potential benefit of new infrastructure in stimulating development
is undeniable. A recent AID evaluation showed that where new foads madé.
transport possible for the first time, costs were greatly reduéed. In one
case (Anderson and Vandervoort, 1982) hauling prices were reduced by_a_féétor
of 15, Similarly, new road projects substantially improved pfides receive&

by farmers and reduced prices paid for inputs such as fertilizer. Improved

transport has also permitted farmers to diversify cropping pétterns to include _. 

more perishable cash crops and to increase the land area under cultivation.
However, these improvements in agriculture would not have been as pronounced.’
or even occurred at all in the absence of the c0mp1emen;ary'introdu¢tion.of new
technology through agricultural extension, the developﬁent of éfedit institu; : 
tions and the improved utilization of water resourées.

Similar examples of linkages between other types of infrastructure -
projects and related productive activities can be listed. One of the key
questions is the degree to which planning of sequences of investment decisions
is necessary to maximize the efficiency of investment both in infrastructure
énd in related activities.

Complementarities put a premium on the desigé of integrated programs
involving detailed sectoral plans of economic activities linked to the infra-
structure projects. Over time the high expectations about the contributions
of detailed planning to development have been tempered by two factors:

(a) the realization that human resource limitations in developing countries
place severe constraints on effective planning: (b) a greater appreciation of
the importance of market signals in informing decisions about investment
allocation. As a result, donors have tended to eschew the big, complex infra-

structure projects - or where undertaken - see, e.g., the Mahaweli project

S5

in Sri Lanka - they have taken great pains to phase activities carefullv so




as. to minimize capacity underutilization and to keep infrastructure develop— '

‘ment in step with expansion of other economic activity.

© _The Big is Beautiful Syndrome

The capital and impdrt bias of infrastructure projects especially fﬁ.5g:f? ;?

earlier periods has been well'documented (see Tendler, Inside Fdiéign Afd;}f ;f; i P

Imported components'typicaily accounit for 60% of power projéctlgosté,

Electric power genmeration, port facilities, railway systems and?trﬁnk'rqadeall__j-.5i

rend to be subjecl to economies of scale over a signifiéant range,of_od;?@t;*

"They also tend to be capital intensive. Distorted factor prices in devéiqpf-j. -i‘[*fff
ing countries which have tended to favor capital over labor have'combineﬁ'j

with perverse incentives among donors and aid recipient: administrators that. -

B have favored import intensive and larger projects to produce a2 heavier

emphasis on capital-intensive infrastructure in earlier days“of-aid-giving 
than was warranted.

The market distortions in developing countries are discussed in chaftéﬁgﬁ.
6 and 9. On the doqor side, aid regulations have frequéhtly limited'donéfs‘
contributions and financing solely to the import component of specifit.prof
jects. This is due to various factors: a desire to promote donor exports -
through aid tying; a perception that donors can alleviate directly a,"fbreign:
exchange constraint" by funding of foreigﬁ exchange costs; a desite by
donors to ensure that the recipient contributes a share of the project costs -
that which involve local currency financing. All these factors have tended’
to bias project design towards import-intensity in all projects and were of

considerable importance in infrastructure projects.




The capital intensity and the size bias derive from a related set of
factors: The technoleogy developed by intémationa]_ engineering and consulting
firms has usually been.geared to factof proportions in developed countrieé -
and has typically been more capital intensive than appropriate in a. developing:
country context. Its incompatiﬁility has been fregquently disguiSéd,-hdwevéf;::
by factor price distortions in developing countries. The.biaé exﬁendé botg.tq
factor propottions used in the provision of the service and in.fhe iéchnolpgy
used in conmstruction. Furthermore, theré is an administrative bias in.ai&;"
giving towards large projects — the effort of organizing, obtaining_the'
necessary internal approvals and overseeing the implementatioﬁ of a sing1e 
$100 million power project is.muCh smaller than the comparable affort réquired"‘
to fund ten projects of $10 miliion each.

Over time these problems have received increased attention by the
donor community and the developing countries. While some cof the biases are
still present, there have been considerable changes in the nature of donor
assistance to infrastructure. The changes have moved projects in two broéd
directions: project modes which are less capital intensive aﬁd more divigible
have been given greater preference; and efforts have been made to adopt more
labor-intensive techniques especially in construction.

The shift to less capital intensive and more divisible modes is
manifested in {a) the reduction of the share of railway transport relative to
roads in general (50% through 1961 to 6% in 1982); (b) the increase in thé
share of rural feeder roads relative to main arteries; for example in 1975-77
the former represented 93% of the mileage built by the World Bank compared to

38% in 1965; (c) greater emphasis in irrigation in secondary and tertiary

canal building and water management and conservation as compared to headworks
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construction; (d) experimental work in the development of mini hydro projects
and alternative s;urces cf renewable energy.

The question of adapting and using more labor-intensive technology in
censtructioﬁ has attracted considerable attention especially in road traé#ﬁortK
projects. The possibility oz iabor-substitution in other types.of infra;.ﬂ.'

.structure, e.g., power generation has appeared to be quite limited.

Labor-based construction.methods can save costs of road building 33 ;~
well as help relieve the employment problem in developing'countfies. Théﬁgﬁ
local conditions vary widely, the Wérld Bank suggests the general fangé-fét"

a wage below which highly labor-intensive techniques save monéy is $2.50733 
day, and between $2.5C and $4.50 a mix of labor and equipment emphases is
called for (Tendler, 1979a: 1-2). AID projects in Kenya and_c:oioﬁbia which
used such techniques were considered successful (Anderson and Vandervoor#;
1982: 9). Even where some intermediate or mixed technology may be more appro4:
priate to urban and arterial roads, labor-based construction is clearly
appropriate to rural roads. Partly this is because thev are less likelyzto_
be paved, and because they are shorter, and thﬁs more suitable for piecemeal
and decentralized methods. Use of heavy equipment may alsoc be more difficult
in rural areas due to unfriendly terrain.

Cost savings are often offset by other factors. A recent AID summary
evaluation reported four projects which had aimed to use labor-based methods,
but two of these scrapped them when the high cost of maintaining schedules
became evident. The delays were primarily due to time and manpower needed

to organize and supervise unskilled workers.

Equipment-intensive arterial projects are administratively "eclean':

they are usually managed by a single contractor and cohere in space and
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time. Overhead on labor-intensive projects consists more of training and
supervision than of egquipment. Many work teams or small contractors aré
likely to be involved, and schedules follow seasonal availability of.labdr
rather than time costs of.idle equipment (Tendler, 1979a). High use of staff
time from the development agency is considered a source of delay inm changfng

? to labor-using methods (Aﬁ&erson and Vandervoort, 1982: 9). This is a general -
issue not limited to aid~financed activities. In a general amnalysis of 1&56r—

i saving technology in Indonesia, Timmer found the constraint on staff time in

; | recipient government to be a source of bias toward capital-intense projects
whether or not aid is involved. Interestingly enough he also.reported the: |
potential for graft tc be greater in capital-intensive projects (Timmer, 1975?
12).

Sometimes there is the stigma of low standards attached to labor-
intensive construction whether doneor financed or local, since, inevitably
i contractors, engineers and, not incidentally, administrators wiil'be more

familiar with the equipment-using methods. The goal of fostering labor-

é. intensive construction can thus become a task in institution building when
capital-intensive methods are entrenched. New personmel may have to reach
decision-making levels and political support developed.éj Tendler suggests
that donors seek out institutional environments more compatible with the goals
and means represented by labor-based technologies. "All the persuasion and

technical assistance of donor organizations dedicated toward the adoption of

labor-based techniques will count for little if there are no forces in the

institutional environment which also dictate that approach,'" (Tendler, 1978a:

43).
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It may be a gocd idea to turn to local entities, many of which are

already familiar with labor-intensive methods and less exacting standards.

This appreach would also hawve the advantage of mobilizing 1ocai partigipation; -

and local decision making which cﬁuld'providé-gxea:er_motivétiqn-especiaily-
for much needed future maintemance work. Or the responsibility can go ﬁ§=
some national agency with non-technical priorities. In either.caSe a_néwf;
administrative apparatus may need to be developed, requiring many lessons.
and procedures to be relearned.

When most of the possible useful arterial roads are already complete, a
pilot project may be embedded in regular road building assistance to discofef.
the prospects and the problems of laber-based technology in a careful way.
The +ime spent on suéh a project will also allow engiﬁeers and administratofs
to get accustomed to the new strategy.

Paved roads, usually technology and capital intensive, are mot just:
administratively clean, they are technically clean as well. They are eésier
to maintain than unpaved roads and they can generally accommodate any kind of
traffic which might want to use them. The standards of curvature, gradienfs,.
alignment, etc., by which they are built are often important to safety and
operating costs of vehicles using them.

When feeder rocads are upgraded, the job is easier if they were
originally built to standards appropriate to paved roads, but without the
paving. Effort may be duplicated if they must be "rebuilt” when the time
comes to pave them. In the case of the Tanzam penetration road, an estimated

$2 million out of a total of $5 million in paving costs could have been saved

by paving the road as it was built, rather than later. However, discounting
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future costs and benefits may lead to the conclusion even in a case of such-

"clear" savings that if the improvement is not needed now the extra expense

is not justified. In the Tanzam example, if the paving was delayed‘just.threé

years and the discount rate is 15% the present value of the eventual cost

would be less than the cost of the present improvement.
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6.2 Post Construction Issues

Problems of apprdpriaﬁe technology, design and implementation,ih'-
infrastructure projects are frequently overshadowed bj iSsues ihat'arisgfaftéif'%
the projects have been completed. :The main difficulfies arisefiﬁ thfeéé“; _
 areas——in part interreiated——pricing of services, maintenance; and.séﬁeéitgi

to recipients.

- Pricing
| Several problems of pricing of services related.to iﬁfrasﬁrudturegg
projects can be identified. | |
First, there are problems of arbitrary priéing of serviceé~¥usuaily_._ﬂ-
too low to recover the cost of providing of the servicé és ﬁell'as covef the  ;
capital costs of the project. |
Sécond, there are problems of efficiency in resource allocation §héﬁf
countries consciously use pricing policies especially of public utilitiéé-
(inciuding tramsport) to subsidize users either in order to stimulate-a '
particular economic activity or te promote income distribution objeétivéé,
Third, there are general financial problems of institutions eétablishéd=
with donor support whose low overall charges do not assure their finaneial
viability. These problems spill over to the maintenance problems %o be
discussed below. They also have resulted in requests of supplementarf
donor assistance to shore up ailing institutioms.
Finally, there are technical issues surrounding the establishment.of
user charges for particular services in the context of rural settings.

Examples of inappropriate rates that have led utilities to financial

difficulties abound. For example,




Board when the World Bank required the UEB to raise its electric power rate"

_this, and capital investments suffered, lzading to further deterioration of
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"In Uganda there were very strong debates within the Ugaﬁda Electric

to aliow the UEB to meet jits debt paymenis and achieve financial soundnes§._'
The Bank alsc required reforms to réveal the board’'s financial'status
accurately (Friedmann, et al, 1966: 411).

In Latin America autonomous public corporations evolved, sométimes
through donor pressure, to operate infrastructure and related sectors. '”§ﬁ¢h: j
corporatidns have been favored because of their more businessiiké'attitudés_
and greater immunity from political pressure than regular goﬁernment
departments,” (Friedmann, et al, 1966: 439),

Public utilities are particularly vulnerable te government regulation
in times of rapid inflation, when the regulated sector may be a convenient
place to hold down at least some price rises, while their own operating costs :
are rising due to iInflation. This was the case in Brazil where the power
company was foreign and so particularly likely to draw fire (Tendler, 1968:

44, 49},

Some of the glaring inefficiencies in differential pricing were
demonstrated by the experience in railroads in the 1960's. In many developing
countries the rails had a monopely on hauling, and governments took advantage
of this situation to use the railroads for development and other political
goals. Rate systems were often extremely distorted, and when competition
from road transport became available the traffic paying artifically high rates

deserted, leaving rajilroads with customers expecting artificially low rates

to continue. Governments were often reluctant for political reasons to remedy

the rail system and the seeking of additional assistance from intermational

donors to shore it up.




The promoting of rural electrification and the importance of-préper-:
water management has raised the question of metering in rural areas and of
water charges. Metering might not be a good idea in rural areas.due_t¢ its.7
high cost and the utilities' weakness in the area of distriﬁution. 'ﬁbwgver} '

flat rates, which are favored by developing countries tend to result in an’

effective subsidy to the wealthier by the poorer useré,-since.the formérﬂ
use more power per month. One possibility suggested (Tendler, 1979b: ?fQ)“
is to institute charges based on appliances in the home or some such likely
index which does not require constant monitoring.

The subsidization of rural enterprise by reduced electric rates is
also a matter of controversy. The World Bank has opposed this practice
because the businesses spend only a small portion of their income on
electricity and can afford to pay rates which cover costs (Ylorld Bank,'l9753$ 
27, 46). The World Bank also has opposed the use of declining block ratéé;
especially in rural areas. It does, however, suggest pricing below averagg
cost in the initial vears of a project because as demand expands later the
average cost will decrease, and to help promote use at first. Since costs’
are inevitably higher in less deﬁse rural areas, prices should be higher

i there on average (World Bank, 1975a: 52).

Maintenance

The problem of assuring proper maintenance of infrastructure projects
once completed has been acute over the years and impressions are that it is
not getting significantly better.

Typically, donors are loath to provide financing for maintenance or
other recurrent costs over an extended period. While usually, there Iis

provision for financing of some maintenance costs, there is a presumption that

the recipient would pick up the financing of maintenance and other recurrent

A
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costs either upon completion of the project or after a specified period. The

approach rests on the premise that this is the best way to assure the

commitment of the aid recipient to the project. Donors also veiw financing

recurrent ceosts in general and maintenance in particular as providing
financing for current consumption rather than investment-—aomething they
like to avoid. It also involves primarily local cost financing, which_ﬁof
all of them are willing to provide for a variety of reasons (see above).

On the recipient side provision of maintenance funding is usually
inadequate, notwithstanding commitments to donors. In cases wheré user
charges can be used to defray costs, charges are frequently too low puttimng
a squeeze on maintenance services; in cases where institution of user charges
is not readily feasible, the allocaticn of funding from general.revenues is
not obtainable because (a) tax revenues are usually scarce; (b).maintenance
is given lower priority than cénstruction. Wﬁy maintenance is given 10Wer
priority than construction, although the benefit cost ratio in such agtivities
is often very high (Kuhn, 1971) is a matter of conjecture. It has been
argued that new construction in general and of roads in particular is
politically more attractive. In roads, it has also been argued that con-
struction represents much more technically challenging and interesting
tasks for highway éepartment officials and engineers.

As a consequence of both recipient and domor policies infrastructure
maintenance in many developing countries is in dire straits. The primary
effect in most cases has been that within a few years many roads comstructed
with international assistance are in very bad repair. This is a frequent

observation in evaluations and 2 usual complaint of communities in the

areas served by the projects.




The secondary effects of poor maintenance vary. Sonmetimes aid recipients
are led to "overbuild", paving roads before traffic warrants it because
paved rcads require less maintenance. Furthermore, when they do detefiorate
and begin causing problems, paved roads must often be "rebuilt", offe?ing
the chance to appeal for capital assistance, and satisfyiﬁg the.bias
of highway departments towards construction activity. On the other hand
underbuilding has also been a problem perhaps traceable to the same rootsf
In a desire to maximize construction given available funding, developing
countries may build many substandard roads and let those which turn out not
to be useful simply fall apart. TInadequacies of those which are used can be
turned into political justification for improvement, a construction activity;
{(Tendler: 48, 50-51).

Donors have not vet found an answer to the maintenance problem.

Perhaps the answer lies in finding institutional likages which will tie
maintenance to constructioﬁ. One way to do this In road building is to havé
the community which benefits from a road be responsible, and enpowered,  to
maintain it. If the community also helps with construction, the skills needed
to maintain it can be fostered at the same time, as well as a sense of
responsibility for it. Or a person who lives along the road may be put in
charge of maintenance, given simple tools and paid 2 monthly fee after
verification that maintenance work is done. This "line-man" system was used:
in the past in presently developed countries.

Other policy recommendations (e.g., by AID) include making outside
financing contingent of the country's maintenance, increasing host country
maintenance capabilities including agencies clearly respomnsible for mainten-

ance, inclusion of maintenance as a topic in planning and evaluation processes,

ard increased community invelvement {(Anderson and Vandervoort, 1982: 46-48).




In addition it is clear that lack of donor coordinatien in finahcing
capital projects exacerbates the problem. A variety of domors in several

African countries have agreed to undertake capital.projects'each-withfan

allegedly strong commitment by the recipient to finance théir_recurreht;ﬁoéts L;fﬁ;f-

upon their comp.i>tion. In many cases the totality of thg.rEEipient;
commitments is so large as to exceed any likely revenueé available eitﬁer
through user charges or through general public revenues available to the
recipient's government. There is a need for a ccordiﬁated look at thé:baiéncé; '
between capital and non-capital assistance in individual countries in qraér :.'

to prevent significant deterioraticn of the infrastructure being put-in.place:f

a few vears hence.




6.3 . The Distribution of Benefits

The relative capital intensity of many donor-financed infrastructure

activities has made it quite clear that, with some exceptions, the impact of

infrastructure construction and the provision of services would be of limited

value in directly raising emplovyment and labor incomes. ‘Thus the.direct
impact of such investment in raising the standard of living of the poor whose
main income generating asset is their own labor is likely to be limited. |
Their benéfits were expected to result indirectly from the economic activity
stimulated by infrastructure investment. For example, the building of a

dam was expected to stimulate increased égricultural producticn and rural.
incomes through irrigation. The construction of a road would decreéSe

transport time to market places, permit the expansion of perishable cash crop .

sales and result in similar increases in agricultural incomes. In additiom, . -

some explicit efforts have also been made over the years to improve the
standards of living of the rural poor through rural public works and rural..
electrification programs.

In the 1970's, concerns were raised in developing. countries -and among
donors that the benefits of growth in many developing countries were not
spread widely and that limited progress was being made in addressing the
basic needs of the poor. These concerns focussed frequently on the distribu—
tion of the indirect benefits resulting from infrastructure projects. Results

of recent evaluations on the impact of roads and rural public worss and rural

eleactrification which shed some light on this issue are discussed below.




Roads

Rural roads reflect the bulk of recent road building efforts'by.donoré;
Their construction is more labor-intensive and to the extenf'that ra:al 
communities tend om the average to have lower incomes than urbaﬁfceﬁtetsf— -
there may be a presumption that these roads tend on the whole to have a
stronger direct positive effect on the poor than previous donof efforté
focussing on major arterial'construc;ion. However, this is only"a_judgemenfff }
since there is no empirical evidence in support of it-—especially.evidence

which attempts to evaluate the effects of major urban tramsport network on

farm income.or on urban job creation.

The key issue that has been raised about rural roads is tﬁé extent-tq.;'
which the relatively better off farmers capture a disproportionatg.s“arexof -
the economic benefits of such transport because of their position.in tﬁé loééizz;xf‘:
power structure and their better access to complemeﬁtary inputs.

The distributional imp: :ts of several of AID's road projects (Andersqn :
and Vandervoort, 1982) generally depended on many other_féétors, suéh.as. |
land tenure and simultaneous government efforts to spread modern égricul—_ 
- ture technology. The poor benefitted from rural roads, but unless.the
L communities reached by the roads had secure and stable land tenure, thé well-~
3_' off benefitted more. In Honduras the roads were part of a packagé inclu&ing
| land reform, cooperatives, agricultural services and credit, and small'férmeré -
were the main beneficiaries. Similarly the roads permitted better access. to
health care and increased the willingness of teachers to work in rural
areas—-both resulting in direct bemefits to the poor.

However, the analysis showed that some compensatory effort may be

required to keep projects from increasing income inequality: More affluent
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farmers are more able to take advantage of cpportunities by changing more
rapidly to the more advanced technologies, purchasing complementary ihputs,
and acquiring information, because they are not as constrained by cash
requirements and are perceived as more creditworthy—-or simply.by virtue
of their control of loecal or central government administration.
Women benefitted along with men from increased mobility. They may
also have gained more freedom due to access to the moré modern environment of
the cities, as with women in Liberia who found it easier to get a divorce.
However, also in Liberisa, improve& income opportunities at major resource
centers draw men from their families, and increased cash cropping drove
subsistence farming, often done by women, back from the roads into the bush..
Interestingly, roads were universally seen as benéficial even by
people displaced by subsequent results.
"This favorable view is easy to understand. Immediately after road
construction come more visitors, new things to buy, broadened
opportunities, more exciting weekiy markets, and often, rising’
agricultural income. The harmful effects, such as accelerated
deforestation and lower nutrition, often follow more slowly and are

harder to connect to the roads. And roads symbolize development
and progress to most people,”" (Anderson and Vandervoocrt, 1982).

Rural Electrification

The benefits of electrification are already largely available to urban
consumers in developing countries. Projects in the past have helped to
provide capacity to meet growing demand, or to overcome shortages. In
addition there has been considerable effort to increase rural electrification.

Various ruyral electrification preijects have placed emphases on different
goals. Some have emphasized household consumer benefits of electrification

while othershave concentrated on stimulating economic activities (Tendler,

1979b: 4; World Bank, 1975).
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USAID programs, for example, have focussed to a greater extent than
the IBRD on household consumer benefits. This orientation is largely due to
the fact that AID's electrification proiects have been promoted and
implemented largely by the National Rural Electric Cooperative Association
(NRECA) , which evolved its approach from experience with rural cooperatives
in the U.S. in the 1930's. The consumer orientation was reinforced by.the
perceived success of the electrification of countryside in the Philippines,
which was intended to help the govermﬁent there resist suybversive influence
(Tendler, 1979b: 4-5). Tt should be ncted in this connection, however, that
AID's evaluation of the Philippine projects indicated that the expected
economic benefits--—even if realized--which they were not--would not alone
have justified the project.

World Bank policy suggests that while some attention should be giVen'
to non—-quantifiable benefits such as the improvement in the guality of life,
the benefits are likely to be less important in the case of-électrificatibn
than in certain other sectors such as water supply or education. Electricity
is not considered as much of a necessity as some of these other sectors which
deserve great weight on social grounds. Moreover, alternative sources of
light and energy though generally inferior are available even on ;:he poorest
regions.

Limited experience in some countries, e.g., El Salvador, indicates
that economic returns to rural electrification projects can be significant
with IRR's in excess of 10%Z. 1In this connection it appears that village
demand alone is not sufficient to yield such return. It is only when demand
for farm uses and agro-processing industries that the economic returns are
substantial. This appears to be a critical factor in determining the economie

returns of such projects.
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. Rural Public Works

In an effort to promote more labor intensive'infrastructure developméht; |
a number of donors including AID have supported rural publip_wqpks prcgrams.
in a number of developing countries. Rural works programs.can'Be define§_ .
as public sector activities undertaken with labor-inﬁensive technigues
with two primary objectives: (1) generating new employment and income
opportunities among low-income groups and (2) .creating produé‘tiv__e .assets
usually in_infrastructute.

Experience with such programs has been mixed. Thomas and Hook (ﬂSAiﬁ,
1977) undertook an extensive review of developiﬁg couﬁtrieé expgrience in |
this area in the preparation of an AID manual in 1977. Their conclusions

were that, though rural works are useful means of alleviating unemplqymeﬁt

and of promoting rural development, they only result in temporary allaviation e

of these problems. ZRural works can stimulate and augment agriculturai aﬁd
rural development programs, but they are not substitutes for them. Alsoi
rural works programs can be more useful instruments in some developing |
countries but not others.

The common characteristics of countries that have used works prograﬁs'

successfully are:

- High population density relative to arable land. Countries su;h;as
Indonesis, Bangladesh, Korea have used these programs effectively,
while much of Africa and the Middle East have too low populatiﬁn
densities to implement these programs successfully.

— Agricultural dependence and instability of agricultural output. In
Tunisia and Morccco, rural works arose in the context of fragile

economies and yearly fluctuations in grain output.
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- Another important factor is availability of administrative competence.
Where lacking, e.g., Afghanistan with its Provincial Development
Program 1971-72, programs have suffered from poor administration
and low quality projects.

Thomas and Hook suggest that, in general, well-financed, effectively
administered programs might succeed in absorbing approximately up to
perhaps 10% of estimated rural unemployment {depending of course on the size
of the program and the amount of unemploved). Cost benefit studies of
rural works programs show that they can be productive in rigorous economic
terms. If they become inefficient, it is as a result of peoor plamning and.
implementation. . Experience also suggests that even though rural works
programs are generally not capable of any major redistribution by themselfes,
they can have moderately redistributive effects in conjunction with other

redistributive efforts.
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Footuotes

—'  Indeed some institution building in donor countries may also be neéded :
Some years back AID had set up a pioneering, but unsuccessful, program
in a T.S. engineering school to develop curricula based on labor-
intensive techniques appropriate for road construction in developlng
countries.
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'CEAPTER 7

: : . o .
ASSISTANCE FOR HUMAN RESCURCE DEVELOPMENT -

Human resource, eépecially education, programs.have been aﬁ_imporﬁéﬁt.:hzal
category in national budgets of most developing countries fO? ovér_tWentf-_f“
five years. Development assistance agencies first became'égriously
interested in these programs during the 1960s. The-rapid'fscovery_of Eﬁ:opé;rf;
and Japan after World War IT began tc impress people $uch as T. W.'Sgh#lt% : |
that expenditures on education, health, and informatiou'wefe invesﬁmén;s

in people rather than consumption expenditures. These countries recovered R

much faster than expected because a smaller share of their human capital =~
stock had been impaired by the war than of their physical ca?i:al-stockl
This chapter focuses more naxroﬁly than its title might sﬁggeét.jﬂThe .

main emphasis is assistance for education. Some other types of human - -

resources are only touched upon briefly.
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7.1 The Nature of Assistance to Education

External economic assistance to education of developing countries has
been by a number of different methods; These include supp}ying teachers,
educational techniques and technologies, textbooks, and technical experts;
institution building; study grants abroad; and capital outlays. The
relative~emphasis on methods has changed over time. The early educational
assistance of most donor agencies was focused primarily on supplying

1/

? classroom teachers.— This seemad at the time to be a pressing but
enormous task. During the 1960s, AID emphasized institution building, the

training of those who will teach others. The emphasis during the 1970s

shifted to non-formal or participant training and technology-based mass

media education. (See Method and Shaw, 1981.) AID funding for basic
education hzs fallen sharply ir recent years.

Although external economic assistance to education of developing

countries is significant, it is clear that most (80-90%) of the direct and
forgone earnings cost of education is borme by developing countries
(Phillips, 1976}. The external assistance comes from bilateral sources,
of whish AT® is one; multilateral sources, where the World Bank is the
largest domor; and from private foundations (e.g., Ford and Rockefellex)

. 2
and voluntary agencies.—

Some countries “n the early stages of development have limired

political-economic capacity to mobilize resources to increase the rate of
investment in human resources. Investment in some types of buman resources,
e.g., primary education, seem likely to have large (absolute and relative

to other forms of capital) expected pay-offs as sources of economic growth amd

productivity. Thus, a role for external assistance is to invest in high-payoff

i human resources of these limited capacity less developed countries.




7.2 Education's Ceomtribution to Development

It is now widely accepted that schooling produces skills that
are productive. These skills change the quality or type of services.
that an individual can perform in the market, in agriculture, and in
the household. At the primary schooling level, formation of basic
compatences (literacy, numeracy, and general cognitive skill) are
important skills to be acquired. At higher schooling levels, one of
the most useful skills seems to be learning how to learn (Welch, 1979).
This includes the ability to perceive and te clarify new classes of
problems snd the ability to solve them. These are skills that permit
individuals to easily adiust to the econcmic changes that modern
economic growth (Kuznetz) entails.

There are now a large number of empirical studies that have been
performed in both developed and developing countries on the economic
consequences of investing in schooling. Much of the general evidence
on rates of returns is summarized by Psacharopoulous (1973, 1981) and
Bowman (1980). Evidence for farmers is summarized by Schultz (1975);
ﬁeich (1979) and Jamison and Lau (1982). Evidence on other effects

of schooling are scattered throughout recent professional publicatioms.

General Evidencs

A large number of rate of return and growth accounting studies
have been completed, and they provide indications of the contribution
of education to economic growth. George Psacharopoulous (1981) has

compiled evidence on rates of return to investments in schooling at

primary, secondary and higher education levels for 44 countries at
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diverse levels of development. He places twenty two of these countries
in the developing category. His latest study updates earlier evidence
(Psacharopoulous, 1973) by replacing old evidence with results from new
studies where available for 11 of his original 32 countries and by adding
evidence on 13 new countries. An attempt is made to include rates of
retﬁrn that are comparable across countries. Reported rates of return
are tnadjusted marginal rates (where possible) on an investment for going

. ] 3
from one major educational level to ancther.—/

The evidence on social rates of return are of primafy interest for
drawing inferences about development assistance and most of the discussion
is focused on them. Some general patterns to the evidence emerge when
social rates of return are averaged by level of education and country
development type. See Figure 7.1. The patterns are:

1. TFor each level of development, the average rate of return

declines as the education level increases.

2. TFor a given educational level, the highest average rate of

return is obtained in developing countries.

3. For all country types and educational levels, the highest

average rate of return is obtained by priméry education.

4. In developing (and perhaps other) countries, the average

rates of return to investments in education at any of the
three levels are relatively high and seem likely to compare
favorably with or exceed expected returns on a large class

of alternative investments.

These rate of return patterns suggest that primary education should
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Figure 7.1. Social rates of return to education by level and country
development type (%)

Country No. of ' Educational Level -
type countries™ Primary Secondary - - ‘Higher
Developing 22 27 16 13
Intermediate 8 lé 14 10
Advanced 14 T 10 9.

Source: {. Psacharopoulous (1981: 329).

é-/See Pigure 7.2 for the coumtries that are placed in each tyoe.

2-/l\Iot: comparable because of lack of control group of illiterates.
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receive major emphasis in educatiocral investment strategies for developing

countries.

Average rates of return to education across countries hide con-

siderable intercountry variation in rates of returms. Table 7.2

presents evidence on social and private rates of return by education

level for all 44 countries (Psacharopoulous, 1981: 327). Although
social rates of return to primary education exceed 50 percent in Moroceo,
Uganda and Venezuela, the rate of return to primary education . in India,

South Korea, and Ghana is considerably less than the average for the

group of 22 developing countries. TIn some of these countries, the
social rate of return to secondary education exceeds the rate for

primary education.—

Although the social rate of return is appropriate for assessing ﬁhe
worthiness of educaticnal assistance project, individuals should make
their educational decisions based upon private rates of return. in almost
all countries, the private rate of return to education at éach level
exceeds the social rate of return, but for primary and secondary educ#-
tion; the differences are generally small. For higher education, the
private rate of return is generally considerably higher (S—lOIpercentage
ppints), These private vs. social rate of return differences by level
may explain the relative over-investment in higher education or in
college graduates relative to primary and secondary education in developing
countries (Krueger, 1971). Development assistance agencies must be carefﬁl
that they are not unduely influenced by private (individual) interests in
making choices on the level of education to fund.

Supporting evidence on the contribution of education to general

economic growth are presented in the compilation of evidence (1) from
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Figure 7.2. Returns to Education by Level and Country Type (%)

Private © Social
Survey :

Couantry vear  Prim.  Sec. Higher' Prnm.  Sec. Higher
Africa ' ; .
E:hiopia 1972 350 22-8 27-4 203 18-7 - 97
Ghana 1967 24-5 17-0 37-0 18-0 13-0 16-5
‘Kenya* 1971 280 . 330 315 217 19-2 3-8
Malawi 1978 : 151 '
Morocco 1970 50-5. 10-0 13-0
Nigeria 1966 300 14-0 340 230 12-8 17-0
Rhodesia 196} 12-3
Sierra Leone 1971 200 220 0-5
Uganda 1965 660 286 120
Asia
India - 19657 173 18-8 162 13-4 155 103
Indonesia 1977 255 15-6 :
South Korez 1967 . 12-0 G- 50
Malaysia 1678 326 345
Philippines 1971 90 6-3 9.5 70 65 35
Singapore 1966 20-0 254 6-6 17-6 14-t
Talwan (a7 -0 137 {5-x 274 ] H
Thatland 1970 560 14-5 14-0 33 130 11-0
Laiin America _
Brazil 1970 247 139 235 13t
Chile 1939 240 169 [2-2
Colombia 1973 151 13-4 207
Mexico 1963 320 230 29-0 250 17-0 230
Veneruela 1957 180 270 82 7 230
Intermediute
Cyprus 1975 15+ 112 148 :
Greece 1977 20-0 6-0 55 {h-3 55 4-5
Spain 1971 316 10-2 13-5 §72 86 12-8
Turkey 1968 249 260 8-5
Yugoslavia 1969 76 [5-3 X6 93 154 2-8
lirael - 1958 270 69 8-0 16-5 69 &6
Iran 1976 . 212 18-3 i3-2 [7-6 136
Puerto Rico 1959 386 41-i 219 273 219
Advanced”
Australia 1969 14-0 139
Belrium 1960 212 87 17-1 67
Canada 1961 163 197 17 14-0)
Denmark 1964 ' 100 78
France f970 13-8 167 HIR 109
Germany 1964 346

I Ialy 1969 173 183

g Japan 1973 59 21 46 64
Netherlands 1965 -5 10-4 52 5-5
New Zealand . 1966 20-0 147 19-4 132
Norway 1966 7 77 72 7-5
Sweden 1967 13 103 82
United Kingdom® 1972 - I117 96 3-6 82
Lirited States 1969 I8 8§ 15-4 10-9 10-9
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Figure 7.2. (Continued) Sources of rate of return data:
Ethiopia trom Hoerr (1474, 1able 3).
Kenva nrivate rates. from Fields (1973, wable 1.
Malawi preliminary estimate ‘based on Heyneman (1980a).
- Morocco trom Psacharopoulos {1976, p. 136}

from Ketkar (1974, 1abie 5).
from Pandit {1976} as reporied by Heyvneman (1980b. po 146},

Indonesia from Hallak & Psacharopoules (1979, p. 13}
Malavsia from Lee (1980;.

Philippines from 1LO{1974. p. 635).

Singapore from Clark & Fong (1970}

Talwan irom Ganeeeon (1972

Brazi from Jallade (1977, table 41

Colombia

‘regression-derived from Fields & Schulwe (1977,
1zble 8A. col{4)).

Cyprus from Demertriades & Psacharopoules (1979, table 9).
Grecce from Psacharopoulos & Kazamias (1678, wable 19.1).
Spamn from Quintas & Sanmartin (1978, table 1}

Turkev from Krueger {1972, table 4).

Yugoslavia
Iran

from Thomas (1976, table 3).
from Pourhosseini {1979).

Puerto Rice from Carnov {(}972).

Australia from Blandy & Goldsworthy (1973, p. 9).

Belgium from Meulders (1974, wable II).

France from Eicher & Lévv-Garboua (1979, chapier 3}

Tialy based on income data from Bank of Ialy (1972, wtable 10).
Japan from Umewani (1977, pp. 113-114).

United Kingdom

Usa

privaie rates from Psacharopoulos & Layard (1979,
1able X1
irom Carnoy & Marenbach (I675)

Ghana. Nigeria, Uganda. South Korea. Thailand. Chile. Mexico.
Venczuela. Isracl. Canada. Denmark. Germany. Netherlands New Zealand.
Norwav, Swegen and the United Kingdom (social returns only) from
Psacharc